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EXECUTIVE SUMMARY

The Mission of the U.S. Agency for International Development in Sri Lanka contracted with ihe
Growth and Equity through Microenterprise Investments and Institutions (GEMINI) Prcject to prepare
and report on a microenterprise development survey in Sri Lanka. Part of this assignment was to
recommend approaches to developing and expanding a specific microenterprise strategy The field work
for this report was carried out in Sri Lanka by a joint GEMINI/USAID team in January and February
1995.

Tne GEMINI team made a series of recommendations based on nsights gained from interviews
with numerous microenterprise practitioners. The recommendations cover a wide range of options and
strategies for consideration by USAID.

STATUS OF MICROENTERPRISE DEVELOPMENT IN SRI LANKA

Although USAID/Sri Lanka has not had a separate project for microenterprises, many of its
projects contribute to the development of the microenterprise sector. These include the PVO (private
voluntary organization) Co-financing Project, the Mahaweli Enterprise Development Project, the Agro-
Enterprise Project (AgEnt), the Mahaweli Agriculture and Rural Development (MARD) Project, and the
Technology Initiative for the Private Sector Proiect. USAID/Sri Lanka has a track re:ord in
microenterprise support, a field presence, and a policy of support for nongovernmental organizations
(NGOs). This is a comparative advantage that the Mission can build on.

The range of sophistication of microenterprises within the USAID definition 1s very wide. At
the low end are occasional or periodic income-generating activities by one person based in the household.
At the other end are enterprises that employ nonfamily labor, are growth-oriented, and are partially
integrated into the economic mainstream. In Sri Lanka the vast majority of microenterprises are
concentrated at the low end.

The Government of Sri Lanka does not have an official single definition of a microenterprise.
Many agencies consider a microenterprise as one employing up to five people, whereas a small enterprise
employs up to 25 people. Information and data on microenterprise and its significance to the Sri Lankan
economy are fragmentary. It is hypothesized that 15 to 20 percent of total employment in Sri Lanka
comes from the microenterprise sector. There are a minimum of 520,000 microenterprises in the
country.

Savings in rural areas are about three times the volume of lending in the same poor areas.
Women have a better loan repayment record than men, although traditionally women do not have the
same access as men to financial services. An estimated 30 percent of households are considered in the
poverty range with a monthly income of less than Rs 1,500 per month in 1992 rupees. More than 80
percent of these households are in rural areas.

Supplier credit is a significant source of financing for many microenterprises. A somewhat
unusual aspect of the formal financial sector in Sri Lanka is the prominence of pawn departments in
banks. The Regional Rural Development Banks have almost 70 percent of the total loan portfolio in
pawning loans. This is an advantage for women since gold Jewelry is the most common collateral used
for pawn loans.
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Women make up 39 percent of the total labor force. An estimated 21 percent of all households
are headed by women. Of the female-headed households, 52 percent are dependent on income from
children, 25 percent depend on self-employment, and 30 percent depend on food stamps under the
government’s antipoverty Janasaviya Program. Women are disproportionately represented 1n the smallest
microbusiress sector. A vast majority of home-based businesses are run by women; women play a
significant management role 1n family-run businesses

The Government of Sr1 Lanka provides assistance through programs aimed at poverty alleviation,
or assisting microenterprise  Among others these include the Janasaviya Program, the Janasaviya Trust
Fund, the National Youth Services Cooperative, the Small Scale Enterprise Development Division of the
Ministry of Youth Affairs, Sports and Rural Development, and the Samurdhi Program.

In addition to USAID, bilateral and multilateral donors have assisted programs administered
through the Government of Sr1 Lanka and NGOs. The World Bank, NORAD (Norway), SIDA (Sweden),
CIDA (Canada), the Netherlands, IFAD, GTZ (Germany), FINNIDA (Finland), ODA (Britain), JICA
(Japan), and the Asian Development Bank contribute significant sums for microenterprise development.
Representatives of other donor organizations confirmed that microenterprise would continue to be a
priority area in future funding decisions.

SOME FINDINGS

General Lessons Learned

Cost-effectiveness of enterprise-creating services can be enhanced through the use of subsector
studies to identify high-growth-potential industries, identify the types o¢ interventions to be used, and
encourage linkages within a commercial framework."

Program and project initiatives must identify the differentiating characteristics of the smallest
microenterprises in contrast to the growth-oriented microenterprises because strategies to serve these
distinct types will vary widely.

Less than 3 percent of entrepreneurs in microenterprises have received bank loans. The formal
financial system. are underdeveloped and unable to extend credit to significant numbers of these
entrepreneurs.

An inconsistent and sometimes contradictory policy environment has more of an impact on the
microenterprise sector than on larger businesses, in many cases. Among the policy factors that appear
to negatively impact microbusiness are exchange rate policy, forgiveness of government-sponsored loans
during election years, import licensing restrictions, rebate procedures on the business turnover tax, and
competition from the government in business development.

'For a description of subsector analysis, see "A Subsector Approach to Small Enterprise Promotion and
Research,” by James J. Boomgard, Stephen P. Davies, Steven J. Haggblade, and Donald C. Mead, GEMINI
Working Paper No. 10, January 1991.
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Some legal and regulatory issues provide advantages and incentive for microbusinesses to remain
unregistered. These include exemption from Termination of Employment Act, the Employee Provident
Fund, and the Employee Trust Fund.

Literacy is not a major barrier to microbusiness development because the literacy rate is more
than 90 percent for both men and women in the under-45 age category.

Lessons Learned by USAID

USAID has learned many valuable lessons in the implementation of its microenterprise-related
programming Among the lessons are the following.

Credit

Responsible disbursements of credit require building of institutional capacity to administer
the program. Subsidized credit encourages recipients to be passive rather than active
economic players, resulting in low loan recovery rates, crippling of participating financial
institutions, and preventing development of self-sustaining financial services fou
microenterprise.

®  Loan guarantee schemes are subsidizing unsustainable participation of banks in the provision
of a scale of financial services for which they are not suited.

® Recovery rates for credit are higher when emphasis is placed on meaningful savings
mobilization prior to lending.

® The Mahaweli Enterprise Development Project savings and credit societies are providing
credit access to a specific target group and are not providing financial services at the
community level.

NGOs

® Rather than working directly in entrepreneurship, it is more cost-effective to use
intermediaries such as NGOs and community organizers to encourage group participants to
identify and develop their own business ideas for start-up.

® A donor’s agenda for credit volume and disbursement often exceeds the capacity of
institutions such as NGOs.

® NGOs frequently have insufficient taformation on their loan portfolio such as number of
active borrowers, volume of joans <i»standing, and the quality of the loans.

What Not to Do

® Involvement of business advisors in assisting entrepreneurs to apply for loans is very costly

because banks are not prepared to lend without their own appraisal.



viii

® Social empowerment and job creation, often through the formation of groups, are quite slow
and must be initiated through the efforts of the participants with minimal outside guidance.

What to Do

® Microenterprise entrepreneurs copy the activities of others and oversupply a limited market.
Linking entrepreneurs to markets through larger commercial firms helps overcome this
problem.

@ Direct business assistance programs should be confined to enterprises with substantial growth
potential.

® Using contractual arrangements to link microenterprises with larger commercial firms is
more effective at building sustainable businesses than working through government or
Provincial Councils.

® Subsector surveys are helpful to identify business opportunities, possible commercial
linkages, and policy 1ssues. Surveys usually precede the identification and involvement of
enterprises making it difficult to recover their cost.

® Entrepreneurship training has a higher success rate in terms of business start-ups when it is

focussed on specific job skills. Initial training and business start-up need continued follow-
on support.

RECOMMENDATIONS

Sufficient Funding Option

Options to be considered by USAID for any microenterprise initiative depend on the level of
funding available. If sufficient funds are available to finance a separate microenterprise project, the
following options should be considered. Although listed as discrete alternatives, these options can be
combined in several ways.

Establish and operate a microenterprise project to support practical investigations and
advocacy concerning policy, legal, regulatory, and administrative constraints to
microenterprise development; sponsor market research; and coordinate and disseminate
information for NGOs working in microenterprise development.

Assist the SANASA Movement to form a bank to extend additional financial services to
those not adequately served by the existing formal banking sector.

Assist the Janashakthi Movement to achieve a larger and more effective outreach program
to rural women.

Provide assistance to banks willing to develop supervisory and advisory linkages with NGOs
involved in the provision of small-scale financial services.



®  Support the revitalization of the Regional Rural Development Banks so they can focus on
making loans in the Rs 30,000 to Rs 300,000 range — a range that is not presently serviced
by either the NGOs or the commercial banks.

Insufficient Funding Option

If incremental funding is all that is available, the strategy should be to add microenterprise
components to existing projects, or to strengthen existing microenterprise outreach components. Existing
or planned projects that would be appropriate for an expanded microenterprise focus include the Mahawel1
Enterprise Development Project, the AgEnt project, the TIPS project, and the forthcoming CIPART
project.

General Guidelines
Whichever options are chosen by USAID, they should be implemented according to the following
general guidelines:
Administrative
® USAID/Sri Lanka should adopt the same definition of microenterprise that is contained in
USAID Policy Determination 17 (PD-17), of October 10, 1988. Because PD-17 is under
revision, any revisions in the USAID/Sri Lanka definition should reflect this change as well.
® USAID should seek to play a coordinating role with other donors active in microenterprise
development.
Covernment Policy
® USAID should encourage the government to stop granting broad loan forgiveness and
refinancing loan schemes with subsidized interest rates. USAID of course should also
abstain from committing the same errors.

Appropriate Focus for Activities

® Microenterprise interventions should focus on growth sectors within the economy, not the
declining sectors.

® Extension services for microenterprise should not be a large component in any program
initiatives because entrepreneurs are excellent emulators. The program should concentrate
on identifying feasible markets and technologies, and encourage intermediary organizations
to disseminate information.



USAID should focus on encouraging institutional development of intermediary organizations
that, in turn, strengthen natural business relationships. Such organizations include financial
institutions, business associations, and selected NGOs.

A microenterprise initiative should examine ways 1n which the Rs 24 billion per year (almost
double the combined total of loans and grants from official sources) of worker remittances
can be used to assist the growth of a strong microenterprise sector.

USAID should investigate how successful microenterprise entrepreneurs developed the skills
necessary to run their existing business, and determine whether these methods can be
strengthened. To be included in this investigation are apprenticeships, on-the-job training,
and working in a family business.

The financial sector needs to strengtben retail lending techniques to lower transactions costs
in dealing with entrepreneurs in microbusiness.

A recommended strategy for USAID is to provide assistance in identifying markets that
microentreprises can penetrate, similar to the work now being done in Agint.

The USAID/Sri Lanka microenterprise strategy should pay particular attention to the
constraints that prevent women from gaining equal access to development resources, and
design project components that remedy the identified constraints. Any program initiative
should pay attention to educating women concerning rights and the law, and women’s
programs should include men so that cultural attitudes of males do not undermine women’s
participation.



SECTION ONE

BACKGROUND TO MICROENTERPRISE INITIATIVE

SRI LANKA SURVEY

The Mission of the U.S. Agency for International Development in Sri Lanka contracted with the
Growth and Equity through Microenterprise Investments and Institutions (GEMINI) Project to do a
microenterprise development survey in Sri Lanka.! The survey team was to review and analyze the
microenterprise sector in Sri Lanka and prepare a report outlining possible microenterprise programming
options.* The team talked with a wide variety of development practitioners. The goal of this team was
to identify options that can incorporate the themes outlined in the USAID Microenterprise Initiative while
supporting the strategic objectives of the Mission (see Annex B).

The survey team studied those programs that include activities targeting microenterprises or that
affect the policy environment for microenterprise development. The team identified programming areas
where USAID/Colombo has comparative advantage, and potential platforms upon which to build or
expand programs supporting the Microenterprise Initiative. The consultants were mindful that
USAID/Colombo is constrained by limited financial and staff resources. Options identified for future
programming must include ways to use existing resources for maximum efficiency and impact.

DEFINITION AND SIGNIFICANCE OF MICROENTERPRISES WORLDWIDE

Defining Microenterprise

Microenterprises are very small, informally organized, nonagricultural businesses. Many
microenterprises employ just one person, the owner-operator. Some microenterprises include unpaid
family workers, and others may have one or several hired employees. Although no single characteristic
distinguishes microenterprises from small enterprises, USAID has adopted a threshold of 10 employees,
including the owner-operator and any family workers, as the upper bound for an enterprise to be
considered "micro."

USAID’s Policy Determination also identifies the Microenterprise Initiative as aimed at businesses
run by, and employing, the poor.’ Beneficiaries are expected to be within the poorest 50 percent of the
population, businesses owned by women, and businesses owned and operated by the poorest 20 percent
of the population. The USAID Policy Document states that ideally programs should be designed to seek
out the very smallest enterprises. The USAID Administrator has pledged that one-half of all financial

'GEMINI was inaugurated in 1988 and has experience in more than 40 countries. The program is administered
by Development Alternatives, Inc.

*The team comprised David Luccck, Wesley Weidemann, and Charitha Ratwatte of Development Alternatives,
Inc., and Mahinda Gunasekera of USAID/Sri Lanka.

’PD-17, dated October 10, 1988, on Microenterprise Development is currently being revised.



support to microenterprises will go through poverty-lending programs or through poverty portions of
mixed programs. USAID has traditionally used a loan size of $300 as a reference point in defining
poverty lending. Among microenterprises, those with the greatest potential for expansion should be
considered.

There are distinct types of microenterprises along a continuum of economic sophistication. At
the lowest level are economic activities that are done on an occasional basis that generate some income,
but where it is debatable whether this should be considered an "enterprise.” A woman who fabricates
occasional brooms for her own household use from gathered raw materials might sell some extra brooms
to neighbors. She may, or may not, be considered an entrepreneur. In the same neighborhood, another
woman may regularly make brooms for sale as an income-generating activity. This woman clearly fits
the profile of an entrepreneur with a microenterprise. At a sightly more sophisticated level the making
of brooms may be a home-based family enterprise. In Sri Lanka the vast majority of microenterprises
appear to fit the profile of the self-employed or family subsistence businesses. Most of these are home-
based businesses.

Included at the low end of the microenterprise sector are individuals who are the disguised
unemployed. This includes individuals who are attempting to supplement meager family incomes with
home-based income-generating activities. Women as owner-operators and employees comprise the
majority of these enterprises. Also included are those who are actively seeking wage employment, but
are self-employed until something better comes along. Survival, not business expansion, is the focus.
These businesses exhibit little or zero economic growth. As a result of these factors there is a high
turnover of businesses at the low end.

At the upper end of the microenterprise continuum are the growth-oriented businesses. The major
shift in orientation appears to be when a business expands beyond the level of using only family labor.
A very small minority of microenterprises are expansion-oriented. The growth-oriented enterprises
expand quickly with annual growth of 40-80 percent not uncommon. The expanding enterprises are often
characterized by the proprietor having had previous experience in a relatea business, family support,
engineering or technical skills, a productive work force, and not being risk-averse.

Subsistence-oriented and growth-oriented microenterprise entrepreneurs each require a different
strategy and a different set of interventions. However, the need for credit is common to both, and both
have difficuity finding a supplier of financial services. Banks are usually not structured to be able to
provide satisfactory financial services to small survival-oriented entrepreneurs and their households.
Financial institutions able to cost-effectively deliver services to small communities are needed. When
such institutions are not available, intermediaries such as nongovernmental organizations (NGOs) are
often used. Business development training is appropriate for expanding businesses but not approprlate
for survival-oriented businesses.

Importance of Microenterprises

It is estimated that up to 80 percent of the third world population is underserved by social and
economic services. Poverty alleviation and microenterprise development programs reach 4-20 percent
of the targeted population at the most. Governmental and donor programs have been unsuccessful in
reaching intended beneficiaries. This has led to a more market-oriented approach to aid with more
attention paid to the environment surrounding microenterprises and to the strengthening of intermediaries
able to develop and provide sustainable post-project services. A major need of microenterprise

ol



entrepreneurs is financial services. As a result, project assistance focussing on this need has been able
to reach large numbers of beneficiaries at relatively low cost.

The provision of savings services able to reach the poor and the communities in which they live
is of critical importance. Frequently the number of beneficiaries under savings programs is five times
that of borrowing beneficiaries: many entrepreneurs are debt-averse due to their small equity base and
the econornic uncertainties of their lives. A savings prograin allows such people to accumulate liquid
assets available for use during emergencies and offering positive rates of returns. Universally, data show
that even very poor families are able to save 20-50 cents per week — significant amounts when measured
against itial loan sizes of $25 to $50. Also of importance, 1s the positive relationship between the
recovery rate of loans and the collection of savings from within the same community The volume of
community savings, furthermore, usually exceeds the demand for lending when satisfactory savings
services are provided.

Commonly, microenterprises are responsible for around 30 percent of employment 1n an
economy Thz majority of microenterprises, however, grow very little: about 70 percent show no growth
and these employ half of the microenterprise work force * New starts are responsible for 80 percent of
employment growth and more than 80 percent of new starts are One-person enterprises.

Gender plays a part in this story of microenterprises. The use of enterprise profits for household
needs, as frequently occurs with female proprietors, conflicts with the capital needs of a rapidly growing
business. Access to capital is the most frequently stated constraint to microenterprise development. For
most microenterprises, the next largest problem relates to markeis. The fastest-growing enterprises,
however, see raw material inputs as being an important economic constraint.

Information from miccenterprise development projects in Bangladesh, the Philippines, and
Indonesia indicates that project benefits can be high and can exceed the costs of providing services.
Although employment can be generated at a relatively low invesiment cost, the income, or labor surplus,
tends to be little different from the manual wage rate. Daily income surpluses are usually $1.50-$2.50.
Because of the low opportunity cost of labor associated with underemployment or unemployment,
however, this increase in income can lead to a substantial improverment in family incomes.

Because banks are neither structured nor located to provide small-scale financial services outside
urban areas, it has been necessary to provide these services through small financial institutions (SFIs) and
NGOs.® Although the provision of financial services can have largc outreach and be sustainable, their
development requires a substantial investment in time. The Grameen Bank needed 10 years to prove its
viability; BancoSol in Bolivia needed almost twice its anticipated time for start-up and commencement
of operations; the BRI Units and the BKKs in Indonesia benefitted from project assistance received over
10 years  This amount of time is necessary to ensure that all regularory, commercial, and social linkages
are fully tested and viable in a nondistortionary manner.

The cost of self-help group development, to enable members to be eligible to receive services,
is unlikely to be less than $4 per group member. Job training programs usually exceed $200 per trainee

*Much of this information is from GEMINI baseline surveys in Africa and work in Bolivia, the Philippines,
Bangladesh, and Indonesia.

3Some banks are developing innovative ways to provide banking services; see the section below on Regional
Rural Development Banks and their competition. -
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and, with failures in start-ups and the inevitable death of many enterprises within three years, will be
more than double this amount per surviving entrepreneur. Additional business investment cost per job
created will commonly be $130-§1,000. If training is not focussed on specific job needs, its cost, plus
business investment costs, will mean that resultant * sinesses are not fe-sible financially.

Cost-effectiveness of enterprise-creating services can be enhanced through the use of subsector
studies to identify high-growth-potential industries, identify the types of interventions to be used, and
encourage their linkages within a commercial framework.® Needed services can then be identified and
correctly costed so that, as far as possible, they are recoverable from the consuriers. The high rates of
return feasible from mucroenterprise activities make cost recovery a realistic goal if the services are of
a satisfactory standard.

Measuring the impact of microenterprise development activities is difficult. Many households
are involved in more than one economic activity and often have multiple sources and uses of funds
generated and used in both business and personal activities. This makes it very difficult to separate out
the costs and benefits of each activity. The lack or paucity of appropriate records further complicates
this problem. The occurrence of spillover benefits nf projects on unintended beneficiaries, particularly
at the village level, further contaminates the statistical integrity of a control group against which project
benefits can be measured and compared.

The effect of projects on the intermediaries elivering services to microenterprises needs to be
measured carefully; there are many instances of intermediaries being socially or financially destroyed
through project participation.

Intervention Focus

Experience in microenterprise programs indicates that they should expand opportunities by:

® Increasing access by the poor, especially women, to credit and savings services provided by
a variety of sustainable financial service institutions;

® Providing innovative nonfinancial assistance in a cost-effective manner for technicai and
management training, and marketing and technology development;

® Strengthening the capacity of local organizations, such as NGOs and associations, to have
a voice in the policy process affecting microenterprise development at the national and local
level; and

® Fostering an enabling environment for microenterprise through institutional and economic
policy change.

Interventions need to embody the themes of achieving greater outreach and significant scale,
financial viability of financial services, cost-effectiveness of nonfinancial services, local institutional
development and long-term viability, and inclusion of women and the very poor. These themes were

SFor a description of subsector analysis, see "A Subsector Approach to Small Enterprise Promotion and
Research,” by James J. Boomgard, Stephen P. Davies, Steven J. Haggblade, and Donald C. Mead, GEMINI
Working Paper No. 10, January 1991.
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thie Mission.



SECTION TWO

MICROENTERPRISE IN SRI LANKA

DESCRIPTION OF MICROENTERPRISES

Definition of Microenterprise

The Government of Sri Lanka does not have an official single definition of a microenterprise.
Many agencies consider a microenterprise as one employing up to S people whereas a small enterprise
employs up to 25 people. For microenterprise, this definition is too restrictive; many of the growth-
oriented microenterprises would be excluded and it is these that are some of the best clients for assistance.
Furthermore, USAID is revising its system of monitoring microenterprise activities, and the team
recommends that the Mission follow USAID’s revised definition to provide a better measure of the
Mission’s support of microenterprise in Sri Lanka.

Employment Trends in Sri Lanka, 1990-1993

A survey in 1986 indicated that 67 percent of total employment was in the unorganized private
sector, 9 percent in the organized private sector, and 24 percent in government and Statutory Boards.’
By the fourth quarter of 1993, the public sector was employing 16 percent of the employed work force
compared with 22 percent in 1990 (see Table 1).

The private sector was entirely responsible for the growth in employment from 1990 to 1993.3
The bulk of this growth was in the increase in employers (up 92 percent) and the increase in employees
(up 38 percent). The average number of employees in private businesses has declined from 23 in 1990
to 16 in 1993. This means the new employers averaged 9 employees. With the inclusion of 1.5 million
self-employed, which includes farmers, the majority of businesses are in the micro and small categories.

Number of Microenterprises

Except for data on industries no official statistics are available concerning the number of
microenterprises, their impact on employment, and their contribution to GDP.

""Finance and Socio-Economic Survey 1986/87," Department of Census and Statistics.

8" abor Force Survey,” Third Quarters, 1990 and 1993, Department of Census and Statistics. (p



Employment In Sri Lanka: 1990 to 1993

Table 1

Form of Employment

1 ator Force 1999

Change in labor force 1990~ 1993

Labor Force 1993

Total Female Male Total Female Male Total Female Male
Employee: Public 1,071,480 408,349 663,131 —209,880 —82862] -127,018 861,600 325487 536,113
Ihivate _ 1687411 480848| 1,206,563 632828  294299|  338529[ | 230239 775147 1545092
Bmplogs 75015 3.19% 71,819 68,958 22,449 16,509 143973 25.645| 118328
Owan account 1,475,254 267,052 1,208,202 21,371 5,243 16,128 1.49%6,625 272295 1,224,330
Unpaid Liuly 642,166 409054]  233.02|| -238,091] - 183629 _sse2 404075 225425| 178650
Total employad 4,951,326 1,568,499 3,382,827 275,186 55,59 219,686 | 5.226,512 1,623,999 3,602,513
Uncmployed 964y 481826 | 48250s| | —124.837]  —s1241] 7359 839494]  430585| 4039w
I'otal economic artive 5915657 2,050,325 3,465,332 150,349 4,259 146,000 6,066,006 2,044,584 4,011,422
Total population 148930 7,108,119| 7,030,811 6442801  369617) 274608 | 14 83210] 7477736 | 7305419
[auployees us % total 46 6% 43.4% 48.4% 52.5% 536% 51.9%
Change in Fmployers 91.9% 702.4% 64.8%
Change in own awcount 1.4% 2.0% 1.3%
Unanployment 16 3% 23.5% 12.5% 13.8% 21 0% 10 2%
Public sector employment 21 6% 26 0% 19.6% 16.5% 20 0% 14.9%
Population growth 4.6% 5.2% 3.9%
Econ. active growth 2.5% 0.2% 3.8%




Within the industrial sector, firms employing nine or less workers provide 4 percent of total
employment and 1.4 percent of value added.” The addition of firms employing up to 24 workers brings
the respective totals to 8 percent and 3.5 percent. Compared with the industry average of Rs 100,613,
the value added per worker averages Rs 33,948 for the 9-person category and Rs 29,080 for the 10-to-24-
worker category. These figures, however, exclude household/cottage industries and the service sector.

A survey in the Kurunegala District indicated that 37 percent of sample firms employed up to 4
employees while a further 46 percent of firms employed 5-24 workers.'®6  This suggests that
microenterprises provide about 15 to 20 percent of total employment in Sri Lanka.

A survey of household activities in 1984/85 showed that there were 341,069 nonagricultural own-
account entrepreneurs.'' These employed 165,502 unpaid family workers to average 1.5 workers (full-
to part-time) per enterprise. There has undoubtedly been a growth in these numbers since 1985 because
of the activities of NGOs and the SANASA Movement (a credit union federation), especially since 1991.
Within the SANASA Movement alone, 78,200 nonagricultural microenterprises (18 percent of the loan
portfolio) are active borrowers. Given that 15 percent of all households are Thrift and Credit Cooperative
Societies (TCCS) members, it is hypothesized that there are at least 520,000 microenterprises in Sri
Lanka

Relationship to Poverty Alleviation

The majority of NGO programs involved in microenterprise development are in this field because
of their concern for the very poor. These are usually those with household incomes not exceeding Rs
1,500 per month in 1992 rupees. It is estimated that up to 30 percent of households are in this category.
This classification, however, includes only the poorest. A survey in 1986 showed that 51 percent of
households had incomes of less than Rs 1,000 (Rs 2,100 in 1992 rupees) per month." This grouping
comprised the poor and near-poor. At a household size of five persons this corresponded to Rs 200 per
capita per month, which was almost equal to the Rs 202.5 expenditure then required for a minimum level
of food intake."

The Food Stamp Program (FSP) begun in 1979 targeted 1.55 million poor households able to
fund 60 percent or less of their needed caloric food intake. The monthly income ceiling of Rs 300 per
household (equivalent to Rs 700 in 1986 and Rs 1,500 in 1992) covered 50 percent of all households.

*"Survey of Industrial Production: 1990," Department of Census and Statistics.

'°W.D. Lakshman et al., "Small and Medium Industry in an Intermediate City - A Case Study of Kurunegala
in Sri Lanka," University of Colombo, 1994.

"""Survey of Household Economic Activities 1984/85," Department of Statistics and Census.
12"Survey of Demographic and Social Aspects,” Department of Census and Statistics, 1986/87. The proportion
of poor households coincides with the suggested target of the poorest 50 percent as contained in the conference

report accompanying PD-17.

13As calculated by Dr. A.G.W. Nanayakkara, Director, Department of Census and Statistics, Premaratne.
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The Household Income and Expenditure Survey in 1990/91 showed that, although average
household monthly income was Rs 3,549, the lowest 50 percent of households had less than Rs 2,954 in
income. This level was a 21.1 percent share of total income. The share for the lowest 40 percent 1s only
9 percent. The survey also showed that about 25 percent of households had incoraes, in 1986 values,
of Rs 1,000 or less.

These figures indicate that the percentage of the population classified as very poor has declined
from 50 percent of households in 1979 to less than 30 percent of households in 1991. Although there
has been such a decline, the income share of the lowest 50 percent of households has changed very little:
from 20.7 percent of total income in 1985/86 to 21.2 percent in 1990/91. The target population of poor
and near-poor for this study is the 50 percent of poorer households. In 1995, this is estimated at 1.7
mitlion households out of the 3.4 million households in Sri Lanka.

Of the total ot 1.6 million poor and near-poor households in 1986, 1.3 million (82 percent) were
found in rural areas. There were 0.2 million poor households in urban areas and a further 0.07 million
in estates. Comparable data for 1990/91 are not available.

There are districts where the share of total income by the lowest 40 percent of households is
significantly below the national average of 9 percent. These are Matara (7.88 percent), Hambantota (6.05
percent), Anuradhapura (8.24 percent), Monaragala (8.17 percent), and Kegalle (7.11 percent).

CONSTRAINTS FACED BY MICROENTERPRISES
Financial Constraints

Credit

The majority of microenterprise entrepreneurs have been not been able to access the banking
system as borrowers, and attempts to provide credits to targeted producers have not been successful. A
TCCS survey showed that only 20 percent of TCCS borrowers had ever taken loans from commercial
banks, 10 percent had been refused loans, and 70 percent had never applied. This latter percentage
increased to 84 percent for those with monthly household incomes of less than Rs 3,000. The Central
Bank’s New Comprehensive Rural Credit Scheme reached less than 3 percent of farmers. Because
nonagricultural activities have received less of the'r financing from banks than has the agricultural sector,
then less than 3 percent of microenterprise entrepreneurs have received bank loans. The number of small
loanc funded through the TCCS (annually 434,000) and Janashakthi Banku Sangam (total 34,000) are
indicative of the demand for loans.

Loan recovery rates of targeted credits have frequently been less than 70 percent and this coupled
with high administrative costs and fixed rates on loans has resulted in losses and damage to participating
financial institutions.

One of the most common methods for a microenterprise to receive credit is through supplier
credit.  Suppliers have long established business and personal relationships with some of the
microenterprises that they are working with. Suppliers know market conditions, are familiar with the
competitive environment, and know the character of the entrepreneur they are dealing with. These
suppliers often provide raw materials for use as inputs or final products to be offered for sale to selected
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microenterprise customers on consignment, or with delayed payment. The team found metal workers,
shoemakers, jewelers, ayurvedic medicine manufacturers, and others who were both receiving and
extending supplier credit.

However, in Sri Lanka. microenterprises apparently have not established as close a working
relationship to larger businesses as is common 1n other countries. Larger businesses have established
lending relationships to formal financial institutions and may be able to expand their business by
extending their credit hnes. Part of this business expansion could be to extend terms to the
microenterprises they are working with, either as suppliers or as distributors. However 1t appears that
most of the direct suppliers to microenterprise entrepreneurs are very small themselves, and have limited
access to additional lines of credit through formal financial institutions. Therefore the potential to
increase the effective credit to microenterprise entrepreneurs by encouraging the development of existing
supplier business linkages via formal financial institutions is limited.

In certain circumstances a postdated check is used as collateral, even though a postdated check
is nut legally recogmzed. The survey team found that in some circumstances, postdated checks are used
by banks as informal collateral. If a business owner with a strong banking relationship brings a postdated
check, the bank will sometimes advance as much as 70 percent of the face value of the check to the
business owner.

Savings Mobilization

There is a very strong demand for savings facilities in rural areas and among the poor. Rural
savings are about three times the volume of lending (see Table 2). At the macro level there is no need
to provide an external supply of funds for rural lending. Savings, however, tend to be seen as a source
of funas rather than as a service to be developed for the poor and microenterprise entreprencurs.

Within the Janashakthi Movement, total savings of the poor is two times the volume of credit.
Savings within the TCCS are close to or exceed the total of loans disbursed. Unfortunately, many poor
households do not have access to conveniently located savings services. Although they may have a
savings account with a bank, it is a token deposit only and largely inactive. Most of their assets are in
commodities or money stored in the house. These people are deprived of the advantage of holding
inflation-proof liquid assets and, because of illiquidity, are often forced to borrow for emergencies.

Linkages between savings and credit are weak. The institutions with the largest amount of rural
savings, the banks and the Cooperative Rural Banks (CRBs), are not so active in rural lending. This
means that the positive effects of savings on improved loan recovery are being underutilized.

Financial Institutions

The formal financial system is relatively remote from the microenterprise sector in Sri Lanka.

In many countries, microenterprise entrepreneurs maintain savings accounts and checking accounts in
formal financial institutions, although it is unusual to have a lending relationship. In Sri Lanka there is

[D
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Rs. milllons

Deposits and Advances — Rural Sector 1988—1993

Table 2

Year CRBs BoC:ASCs RRDBs TCCSs Total

Loans [Deposits | Loans |{Deposits | Loans [Deposits | Loans Deposits | Loans |Deposits

: 1988 138.3| 1,908.4 111 180.4 112.8 103.5 413.3 388.0 675.5| 2,580.3

L 1989 238.7] 22119 2°¢ 203.9 135.0 159.6 416.0 418.0 812.2] 2,993.4

L 1990 434.7| 2,497.3 24.6 196.5 429.8 313.9 449.0 491.2] 1,338.1] 3,4989

o 1991 583.7| 3,4485 208 8 220.1 595.4 437.5 637.0 622.1 2,024 9| 4,728.2

1992 559.6] 4,333.1 134.2 287.3 703.2 666.6 7151 696.8! 2112.1| 59837

1993 5389| 5,196.7 233.3 366.6 966.4{ 1,099.4 1,086.0f 1,415.5] 2824.6| 18,0782

Shares 1988 20% 74% 2% 7% 17% 4% 61% 15% 100% 100%
Shares: 1993 19% 64% 8% 5% 34% 14% 38% 18%

Annual Report Central Bank ot Sri Lanka

¢t
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some debate about the number of microenterprise entrepreneurs who maintain savings accounts in a
formal financial institution. However there is no disagreement that it is very unusual for such an
entrepreneur to have a checking account. The increase in sophistication for an entrepreneur from a
simple savings relationship to a checking relationship is large. The step from a checking relationship to
a lending relationship is even larger. In Sri Lanka the gap from the average microenterprise to a lending
relationship with a formal financial institution appears to be larger than for most other countries in a
similar income category.

The problem in the supply of small-scale financial services is customer access rather than the
availability of funds. A substantial amount of the World Bank funding of $30 mullion for the Janasaviya
Trust Fund (JTF) credit line 1s unused. The problem of access lies in the relatively high transaction costs
incurred by small savers and borrowers and in the relatively high administrative costs of formal financial
institutions being coerced into the supply of such services. The banking hours, 09:30 am to 2:30 pm,
also do not suit many microenterprise entrepreneurs.

At least 140 NGOs, including SANASA and Janashakthi, have moved into supplying the smaller
scale of financial services at a level where banks almost never operate. The banks, on the other hand,
have been coerced, through special credit and loan guarantee schemes, to move down-scale 11 the supply
of services. The ability of the NGOs to move upscale is constrained by a general lack of professional
competence and by financial regulatory issues. The banks, which were constrained by targeted low
interest rates are still constrained by a general public perception that rates should not rise substantially.
Consequently there is very little small-scale lending done by the banks and what exists is really for public
relations purposes. Banks need more flexibility in their pricing of services to allow them to develop and
compete in their own niche markets.

There are signs of more flexibility in pricing and of the banks moving toward finding and
developing their market niches through a more innovative supply of financial services. This needs
encouragement. The government can support this by not refinancing loan schemes with cheap interest
rates and by not forgiving loans.

The poor supply of services in the past was caused by trying to use, with a degree of force,
institutions and organizations that were inappropriate for the sustainable supply of small-scale financial
services and not allowing these institutions to price their services to ensure balanced and sustainable
growth. As a result the rural financial market is operating well below its potential."

Nonfinancial Constraints

The team found a wide variety of constraints to the development of microenterprise. Following
is a brief discussion of some of those mentioned by respondents, or the constraints were discussed in
previous reports or studies on microenierprises in Sri Lanka. The list is far from comprehensive, and
the emphasis is on areas where USAID might be expected to have a comparative advantage because of
program history and USAID strategies.

"*Economic and social activity and income per capita in rural areas are similar in Indonesia, where the volume
of financial services per capita is more than twice that of rural Sri Lanka. / )’
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Foreign Exchange Policy

Foreign exchange policy appears to support overvaluation of the rupee. Private economists argue
that the rupee is overvalued by about 40 percent against the dollar, and about 90 percent against the
Indian rupee." The impact of an aruficially high exchange rate makes imports cheaper and exports
more expensive. This combination discourages domestic economic activity. Microenterprises are
subjected to competition from artificially cheap imports on icems that could easily and cheaply be
produced in Sri Lanka. A survey of microenterprises found that 9 percent of respondents listed
compctition rrom imports as one cf the most severe difficulties faced by the enterprise. '

Subsidies and price controls cover selected agricultural commodities and food iterns. Wherever
this happens price relationships are distorted and enterprise behavior 1s influenced. Distortion of price
relationships may render business enterprise unprofitable in these commodity groups. Such enterprise
areas include fertilizer distribution, bread baking, and rice marketing. These are all areas where
microenterprise might otherwise be expected to play a significant role.

Loan Forgiveness

Forgiveness of unpaid loans from government-controlled banks undermines the financial discipline
of the borrowers. This in turn undermines the viability of financial institutions, and financial institutions
are hindered in any attempt to develop products and coverage to service the types of borrowers who have
Just had their loans forgiven. Although individual microenterprise entrepreneurs might initially benefit
from not being required to repay an outstanding loan, microenterprise entrepreneurs as a whole would
suffer. This is because these entrepreneurs are usually marginal borrowers, and the vast majority have
never had access to bank credit. Thus, by the government action of forgiveness, the financial discipline
is reduced and financial institutions are less likely to extend services at the margins. This directly impacts
the access of microenterprise entrepreneurs to future credit.

Import Regulations

Import regulations sometimes inadvertently give preference to foreign imports at the expense of
local production. An example is provided by importation of subsidized skim milk powder from New
Zealand and the European Union. Present import duties on milk powder are 20 percent. Dairy industry
sources indicate the effective subsidy rate on New Zealand imports is 50 percent and the subsidy on
European Union (EU) imports is 35 percent. In addition it is estimated that the Sri Lankan rupee is
overvalued by as much as 40 percent, thus providing additional incentives to import rather than produce
dairy products locally.

Because of the combination of these circumstances, the prices of dairy products are probably
below world market prices. Although Sri Lanka cannot be expected to develop an export-oriented dairy

A January 1995 study of exchange rates by Econsult, Sri Lanka, concluded that since 1989 the Sri Lankan
rupee has become significantly overvalued in relation to the currencies of competitor and trading partner countries.
This overvaluation has become particularly acute since the beginning of 1995 when the exchange rate was employed
as an anti-inflation tool before the elections.

"W.D. Lakshman, Self Employment Within a Framework of Structural Adjustment: A Study in the Light of

Social Mobilization Programme Experiences in the Marara District, Sri Lanka, SLAE-SIDA Research Project, 1994.
)!

)
[ =



15

industry, a significant domestic industry is being damaged by subsidized imports. This is a
microenterprise and gender issue because the domestic dairy industry is dominated by microenterprises,
and livestock are usually a female-run enterprise. Offsetting import duties would raise market prices to
a point where the domestic industry could survive.

Other Government Policies

Government policies change rather quickly to suit the political climate when elections are near.
This creates uncertainty, thus inhibiting private sector activity and investment. All private enterprise is
subject to this uncertainty, not just microenterprise.

Business Turnover Tax (BTT) is charged in the formal sector on total sales of firms with a
turnover exceeding Rs 100,000 per year. Rebates are given for taxes paid on purchase of raw materials
and intermediate products. However microenterprises often do not have the accounting and financial
skills to file for the rebate. In addition, businesses must be formally registered to receive a rebate. The
large majoritv of microenterprises are unregistered and not eligible to receive rebates. As a result some
microenterprise entrepreneurs pay an unnecessarily high price for inputs.

Foreign investors are sometimes given duty free import privileges to invest in Sri Lanka. In the
past, a Singapore-based company entered the animal feed market, and for a while was able to import
rough grains, protein concentrate, and pharmaceuticals duty free whereas Sri Lankan firms in the same
business had to pay import duties. This regulation has now been changed, but while it was in effect it
discouraged the entry of indigenous businesses into feed milling, mixing, and distribution. Typically the
feed industry is made up of a large number of small family-run businesses with village hammer mills for
grinding and mixing feeds. In addition the distributors for the larger feed companies are typically small
village outlets. Thus, even though the feed industry may be dominated by a few large producers, the vast
majority of businesses involved in mixing and retailing feed are microenterprises. In this case, giving
preference to investment by a foreign company hindered the development of indigenous microbusiness.

Import and licensing restrictions are discriminatory against microenterprise. Only larger
businesses have the financial and political resources to obtain import licenses for raw materials and
intermediate products. Small businesses are forced to buy from the importer who extracts economic rent
in the pricing of the materials and products for sale to small businesses. If the importer instead decides
to enter the business, he is able to undercut the small-scale entrepreneur. For example, to import grains
for poultry feed an entrepreneur must obtain a license. A small business does not have access to letters
of credit, and cannot afford tc purchase in container-load quantities. Thus, the small business owner must
buy from the importer who charges high prices to absorb most of the profit that would otherwise accrue
to the poultry farmer.

Many govermment-mandated programs do not apply to the smallest microenterprise. The
Termination of Employment Act and the Employee Provident Fund & Employee Trust Fund are
examples. The Termination of Employment Act applies only to larger firms and directs that an employer
must get permission from the Labour Commissioner to release an employee. This discourages hiring and
encourages the use of outsourcing or subcontracting. Realistically this Act is often dealt with by bribing
a worker in the government to misplace the file. There are a series of legal and regulatory barriers such
as those just cited that come into force as soon as a microenterprise officially registers or attains a
predetermined size. This discourages growth-oriented firms from registering, and also then disqualifies
the unregistered firms from receiving certain types of assistance, or receiving bank loans.

[
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Government often competes with the private sector. For example, the government operates an
Ayurvedic Department, and has a parastatal that imports ayurvedic herbs and medicines from India. One
of the areas where microenterprise clearly is dominant is in the gathering, production, processing, and
distribution of ayurvedic herbs and medicine.

Underdeveloped Infrastructure

Underdeveloped infrastructure discriminates against microenterprise. Larger businesses are able
to buy their way out of infrastructure constraints by getting their own trucks to remedy transportation
problems, buying cellular phones to remedy communications problems, or using political influence to
persuade government to provide needed infrastructure that would benefit the large firm. These are
normally not options open to the microenterprise. Thus, underinvestment in infrastructure results in
discrimination against the small business sector. Infrastructure investment as a share of GDP (3.6
pcreent) in Sri Lanka is 'elow the average range for other low income countries.” Inadequate
telecommunications and poor road capacity were mentioned as part of the six most significant constraints
by firms interviewed under the private sector assessment of the World Bank.

Other

In addition to those constraints mentioned above, a myriad of constraints are being addressed in
some measure by a number of NGOs, projects, and other donors. Included are inadequate market
identification, unavailability of raw materials at crucial times, rudimentary technical skills, lack of quality
awareness in production, undeveloped markets, lack of grades and standards, undeveloped management
and bookkeeping skills, and many more. Some of these constraints are dealt with elsewhere in the text,
and some are left for future investigation.

FINANCIAL INSTITUTIONS

State and Commercial Banks

Banks and their branches are located at the city and District levels. There are some mobile units
that reach the Divisional and, infrequently, village levels. Their location leads to two major probiems.
First, by not being located in smaller communities, it is difficult and costly for banks to obtain adequate
information about their customers. Their intended customers, meanwhile, see the banks as outsiders
rather than as a part of their community. This makes it difficult to build up a mutual and lasting
relationship.

Second, by virtue of their distance from the community coupled with high infrastructure costs,
banks have administrative costs that prohibit an involvement in small financial transactions (see Table 3).
At the same time, their customers incur high transactions costs in travelling to a bank for loan repayments

"T"Private Sector Assessment,” World Bank, p. 42, as referenced in Sri Lanka: Employment Promotion and
the Development of Micro and Small Enterprises, International Labour Organization, South Asian Multidisciplinary
Advisory Team, October 1994.

I~
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Table 3
Estimated Lending Costs:
A, Business Center/Bank Lending:

Basics: -
RS:8US 50 BRs
Loan size $721 36,035
Loan admunistration 1/. $85
Reserve ratio 15.0%
Loans as % total assets 90.0%
Term depostt rate 14.0%

Lending charges
Cost of funds 18.30%
Administration 11.84%
Loan loss 4.00%

34.14%

Interest recovery rate 95.0%

Required charge out on lending: 35.94%

1/. Loan administration axpenses: As
Center salary: Loan preparation 2.0 days @ 1,074 2,148
Bank salary: loan approvai 1.5 days @ 939 1,409
Application review travel 20km @ 7.50 150
Materials 34.00 200
Sundry 1.00% of loan 3€0

4,267

N.B. Center salary rate 1s Rs19,000 per month, 13 months per year, 230 work days
Bank salary rate is Rs12,000 per month, 15 months per year, 230 work days, & 20% overhe o

B. Sanasa Unit Lending

Basies:
AS:$US 50 BRs
Loan size $250 12,500
Loan administration 2/, $16
Reserve ratio 0.0%
Loans as % total assets 90.0%
Term deposd rate 14.0%
Lending charges
Cost of funds 15.56%
Administration 6.55%
Loan loss 2.00%
24.11%
Interest recovery rate 97.0°%
Required charge out on lending: 24.86%
2/. Loan administration expenses (wiih full cost recovery): Bs
Unit sa'ary 1.75 days @ 200 349
Review ‘ravel 1km @ 7.50 8
Matenais $3.00 120
Sundry (including District supervsion) 2.50% of loan 213
18

N.B. Salary rate 1s Rs2,500 per month, 12 months per year, 230 work days
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and savings deposits. Although banks have participated in small credit schemes, this has been a token
gesture for public relations purposes rather than - «- <ous attempt at fulfilling market needs.

In 1985, 48 percent of lending was ' .. s and cooperatives whereas 52 percent was
through moneylenders and other informal suppu.: nagricultural purposes, the respective figures
were 41 percent and 59 percent.

Regional Rural Development Banks

Regional Rural Development Banks were established to extend the reach of the fcrmal financial
system. There are now 17 Regional Rural Development Banks with 169 branches. Structurally, the
Regional Rural Development Banks operate at the District and Divisional levels — one level lower than
the commercial banks. The Regional Rural Development Banks, which disbursed 34 percent of rural
advances in 1993, are now encumbered with poor loan recovery rates on their portfolio of government-
sponsored credits. Latest data for 1994 show a loan portfolio of only 54 percent of total assets. The loan
portfolio of Rs 1,389 million and 228,930 borrowers included Rs 966 million and 156,760 borrowers
with pawning loans. These figures indicate the Banks are not achieving their original purpose.

Market opportunities for the Regional Rural Development Banks exist but there is growing
competition for the market. In the formal financial market there are the recent innovations by Hatton
National Bank (HMB) with its mobile units and the People’s Bank with its Village Groups program. The
less formal market is increasingly being supplied by the TCCS movement and the enfry of many NGOs.
The problem for the Regional Rural Development Banks is to determine and develop their own market
niche within a changing environment.

The reach of the Regional Rural Development Banks to the Divisional level would seem to enable
linkages with village-level services supplied by the Banks or in conjunction with a community-oriented
SFI such as SANASA Janashakthi. However, the ideological gap between the Regional Rural
Development Banks and the NGOs (which consists of differences of opinion over lending criteria) and
the Banks’ regulations effectively prevent the development of this type of relationship.

The average size of loan outstanding at the end cf 1993 was Rs 6,682. Even by charging interest
rates on loans of up to 26 percent (as mandated), it is doubtful that the Regional Rural Development
Banks could fully recover their operational costs. Small loans are probably better disbursed by
cooperatives, societies, and NGOs.

Cooperative Rural Banks

CRBs are operated by multipurpose cooperative societies (MPCSs). Banking supervisory services
have been provided by the People’s Bank. The financial and nonfinancial activities and the management
of the MPCSs and CRBs are frequently co-mingled. This makes accountability very difficult and affects
the proficiency of management. Funds management and loan performance of the CRBs is poor. The
recovery rate on loans is about 70 percent. Since 1991, loan disbursements nave declined 15 percent in
real terms. Savings deposits rose 38 percent over the same period. Given the poor management of its
loan portfolio and use of funds, however, the safety of these deposits should be of concern to regulatory
authorities.

/]
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Thrift and Credit Cooperative Societies

In 1995, there are an estimated 8,500 TCCSs with a total of 800,000 members. Allowing for
about half of TCCS households having two members, this means that more than 500.000 households, or
15 percent of all households m Sri Lanka, are within the TCCS movement. Women comprise 50 percent
of total membership. Data for 1993 show Rs 1,086 million disbursed in loans to 434,000 borrowers at
an average loan size of Rs 2,500. Savings and deposits were Rs 1,415 million in the same year. These
lending and savings figures are, respectively, 38 percent and 18 percent of the formally serviced rural
market

Survey results from a sample of TCCSs indicated that half of member households were at a
Central Bank designated poverty level with a monthly income level of Rs 2,100 or less.” Overall
average monthly household income was Rs 3,582. Household income rose an average 15.8 percent in
real terms following the borrowing of an average of Rs 5,094 ($115 in 1992). Only 18 percent of
borrowers reported negative or unchanged asset levels. Housing was the dominant use of the increase
in wealth. Outside of increased employment within households, there was very little change in labor
employment.

In 1992, housing took up 35 percent of lending followed by agriculture at 33 percent, small
industry and self-employment at 18 percent, and other uses at 15 percent. Interest rates on lending are
commonly around 24 percent per annum; on savings, interest rates are 12-15 percent per annum. Interest
rates on consumption loans are higher than on productive-use loans. Administrative costs are in the range
of 2-8 percent. Loan recovery rates are frequently beiter than 95 percent.

The major strength of the TCCSs is that they are usually an integral part of the community in
which they are located. Social linkages are further strengthened by the use of comrnunity savings as the
major source of loan funds. The costs of financial intermediation are minimized by using simple
procedures, par.ly voluntary labor, and minimal investment in fixed assets. This, in turn, enables the
Societies to be very competitive in their interest rates on savings as well as in their lending rates.

Some of the weaknesses are related to the apparent strengths. The commumty spirit surrounding
the TCCSs can mean that units are dragged into nonbanking activities. The use of voluntary labor often
results in the poor management of operations and the autonomy of each TCCS can make it difficult to
correct both personnel and managerial deficiencies. This problem is compounded by a general
inadequacy in financial and managerial reporting. The costs of providing necessary supervisory and
advisory services are not costed into the operations of individual Societies and are presently being covered
through caternal donor funding.

The TCCS movement has attracted many donors. There is no need to provide credit lines to
increase the outreach of the movement. There is further scope for increased savings mobilization and
this, coupled with pricing to enable the better retention of profits, should be sufficient for steady growth.
The provision of a long-term credit line, however, would improve the financial stability of the TCCSs.
This could be supplied through the JTF, care would be needed to ensure that the amount provided does
not act as a disincentive in the mobilization of community savings.

'8=A Study of the Federation of Thrift and Credit Cooperation in Sri Lanka (SANASA)," David Hulme and
Richard Montgomery with Debapriya Bhattacharya, Working Paper No. 11, 1994, Manchester University.
X
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Assistance is needed in financial recording and reporting and an improved supervisory system.
The TCCSs need to price their services to allow them to pay for these costs. Donors need to be careful
that in trying to improve thie TCCS system they do not destroy the elements that make up its strengths.

Nongovernmental Organizations

Particularly over the last four years, NGOs have become more active in savings and credit
activities. At first, NGO intervention was financed by gr~nt funds from donors and loan recovery was
not satisfactory. Recently the perception that sustainability is important has gained force and NGOs are
charging rates closer to the market. Donors also are frequently charging interest, although at low rates,
on their funding and relating their support to the ability of NGOs to mobilize savings. Despite this,
however, the supervision and training costs are largely subsidized by donor grants and the costs of these
are not recovered from the cnd-users. This then gives the NGOs an unfair advantage over commercially
oriented institutions and leaves an unserviced market when the NGOs eventually close down or move to
another location.

The NGOs are generally weak in their management of funds and in the management of their loan
portfolios. Although they are experienced in borrower selection and loan disbursement, they have
deficiencies in their management and recording systems for subsequent loan recovery. This places
savings depositors at risk.

The Presidential Commission on Finance and Banking had several recommendations for expanding
credit to the poor.'” We have included these in Annex A along with the team’s comments.

GENDER ISSUES

With population growth of 1.2 percent, life expectancy of 71.2 years, adult literacy of 89 percent,
and recent GDP growth close to 7 percent per annum, Sri Lanka ranks fairly high on the United Nations
development index. This lends credence to the general belief that there is very little overt socioeconomic
gender discrimination. There are, however, some differences as described beluw.

In 1994 according to a study by the Department of Census and Statistics, women made up 39
percent of total labor force. The proportion ot women in the labor force is projected to increase to 46
percent of the total labor force by 2006.”

Literacy rates for both men and women in the productive work years is more than 90 percent.
Literacy rates for females drop off dramatically in the 45-50 age category.? However this is not
significant for program considerations for the microenterprise sector because any program targeted at this
sector should be focussed on the younger and productive workers.

19"Final Report of The Presidential Commission on Finance and Banking,” December 31 1992,

*~Population and Labor Force: Projections for Sri Lanka,” Department of Census and Statistics.

2"Household Income and Expenditure Survey 1990/91." / &/
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It is estimated that 21 percent of Sri Lankan households are female-headed.2 Of the female-
headed households, 52 percent are dependent on income from children, 25 percent depend on self-
empicyment, and 30 percent depend on food stamps under the government’s antipoverty Janasaviya
Program. Thus, 11-12 percent of all Sri Lanka households are female-headed with the woman as the
major income earner, or dependent on the Janasaviya Program.

Among female-headed households, 10 percent are single-member households and 34 percent are
made up of 5 or more members. The latter figure is of some concern because it implies a high
dependency ratio among selected female-headed households.

The proportion of female-headed households increases with age. Because of the life cycle, as the
average age of women licreases they are more likely to be widowed, divorced, or separated. Therefore
the probability that a household will be headed by a female increases to 35.9 percent of all households
when tie head is over age 65. Seventy-one percent of female-headed households are headed by widows,
14 percent are currently married, i1 percent are separated or divorced, and 4 percent are unmarried.

Access to Financial Services

Getting a loan from a formal financial institution is difficult for any entrepreneur.
Microenterprise cutrepreneurs find the process is even more difficult, and women face particularly large
obstacles. Women also have difficulty getting equity capital or working capital for starting a husiness,
even from family sources. Only 17 percent of the New comprehensive Rural Credit Scheme borrowers
were women.

Social customs sometimes stand in the way of women receiving credit. Formal credit and
financial matters, outside the household, are a male preserve. In addition is the fact that land and other
forms of collateral needed for bank loans are commonly registered in the names of male household
members. Women often receive bank loans only with the concurrence of male relatives. The husband
or father is often required by bank officers to countersign a loan, even though this is not officially
required by bank policy. Bankers told the team that, in practice, if a woman were to apply for a business
loan, the bank would ask for the husband’s signature also. However, if a man were to apply for a loan,
the same banker said he would not necessarily require the wife to sign. Usually two guarantors are
required for every loan. Husbands were reported to be sometimes reluctant to countersign for their
wives’ loans, even though women are widely reported as being better credit risks than men.

Women are generally viewed by bankers as being more conservative about incurring debt and take
out smaller loans. When male members of a household are negligent in making loan repayments, it is
the women members of households who face most of the social and institutional pressures and stigma
associated with loan default.

An unusual feature of the banking system in Sri Lanka is that formal sector banks have pawn
departments that accept gold jewelry as collateral. Almost 70 percent of the outstanding loan portfolio
of the Regional Rural Develcpment Banks system is in pawned loans. In addition there are pawn shops

Z"National Household Survey,” 1993, Department of Census and Statistics, Ministry of Finance, Planning,
Ethnic Affairs, and National Integration. The head of household is usually the principal breadwinner. However,
the head of household was the member designated as such by the other members of the household. In cases where
the husband is absent because of desertion or work, the woman was counted as the head of household.
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located throughout the country. Pawning is a fast and nonbureaucratic way for microenterprise
entrepreneurs to get needed cash for business purposes. Women are more likely than men to have gold
jewelry for its value or for ornamentation. Therefore the presence of widespread pawning in the country
is an advantage for female entrepreneurs.

The promotion of SFIs such as the TCCS and services through NGOs, which provide
noncollateralized lending, is necessary to provide better services for women. Similarly, any improvement
in savings services will be very beneficial for women.

General Business Activities

Because of child care and household responsibilities, rural women entrepreneurs are more likely
to focus on home-based business activities. It was reported that participation in product supply and
distribution and selling and marketing activities in rural areas is regarded as somewhat socially improper
for women. However, that observation was hotly disputed by other observers in Colombo. In urban
areas it is not uncommon to find women entrepreneurs woiking away from their house.

Women are disproportionately represented in the microenterprise sector, and they are particularly
likely to be in the lowest income category of microenterprise. A Mahaweli survey of 10,000
microenterprises in 1992 showed that 75 percent of employees of microenterprises were women. Most
microenterprises are family-run businesses and women play a critical and active economic role in these
businesses. In addition some businesses are completely run by women.

The vast majority of home-based enterprises or income-generating activities are run by women.
The business is initially started as a home-based business and expands from there. Because of competing
time demands of child care and other household responsibilities, women are less likely than men to
expand their business beyond the level of the home. Female-run businesses are less likely to employ
nonfamily labor. Aspects of the business that require absence from the home or going into the market
place are likely to be carried out by other family members such as children, or the husband.

From observation, it appears that, like other areas of the world, women in Sri Lanka are more
likely to maintain a number of small income-generating activities instead of expanding an existing
enterprise outside of the home.

Employment

A comparison of data over the period 1990 to 1993 (see Table 1 above) shows a small decline
in the number of women unemployed.” The percentage unemployed is twice that of the male work
force. The increase in employment has been entirely due to the private sector where the number of
female employees grew at a faster rate than for male employees, and the number of women employers,
as a percentage of employers, rose from 4 percent in 1990 to 18 percent in 1993. Because the number
of economically active females changed very little (0.2 percent), the supply of labor for the private sector
has come from unpaid family labor and unemployed groups. Tle layoffs in the public sector during this
period were not gender-specific. These figures suggest that the government’s nolicy of privatization and
the innovations of SFIs and NGOs are having a positive impact on female employment.

B"Labor Force Survey," Department of Census and Statistics, 1990 and 1993 Fourth Quarters.
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MISSION EXPERIENCE IN MICROENTERPRISE DEVELOPMENT

Recent Microenterprise Experience

Although the Mission has not had a separate project for microenterprise, many of its projects have
directly or indirectly contributed to the development of the microenterprise sector. The PVO Co-
financing Project and Mahaweli Enterprise Development (MED) Project have had substantial involvement
in mucroenterprises; the Agro-Enterprise Sector Development (AgEnt), Technology Initiative for the
Private Sector (TIPS), and Mahaweli Agriculture and Rural Development (MARD) Projects have had
some involvement with the sector.

Because the Mission’s microenterprise experience has been contained within a number of projects
that were not designed expressly as microenterprise in nature, the viewpoint of microenterprise has been
fragmented. The last microenterprise monitoring system (MEMS) data collection, May 1993, included
six projects. The data showed that 17,322 microenterprise entrepreneurs (95 percent under SANASA)
had received loans under projects receiving USAID assistance and 14,950 microenterprise entrepreneurs
had received technical assistance.

Mahaweli Enterprise Development Project™

The MED project was started in 1990 with USAID support to provide assistance to the
Employment, Investment & Enterprise Development (EIED) Division of the Mahaweli Authority in
promoting and facilitating inward investment and in developing entrepreneurship and microenterprises.
The initial emphasis of MED was more on inward investment, particularly in the agribusiness sector, than
on microenterprise development, although both approaches we;e supported.

There has been a shift of EIED/MED emphasis to extension services for local entrepreneurship
and microenterprise development. In 1991-1992, rural business centers were opened in each Mahaweli
system, and, by 1993, 12 centers had been set up. Although continuing to pursue all three aspects of its
mission (inward investment, industrial estates, and local entrepreneur development), the opening of the
centers marked a shifting of the primary emphasis of EIED to entrepreneurship and microenterprise
development. In most cases the opening of the centers was in fact the renaming of the existing EIED
office; however, in doing so, it marked a reconceprualization of the function of the field office and a clear
recognition that the most important role of the field staff was extension, rather than enforcement. With
the emphasis on the small-scale sector and extension, the Business Centers, with their daily interface with
entrepreneurs in the field, became the key organizational units of EIED.

Purpose of Business Centers

In terms of results, a center’s main purpose is to assist entrepreneurs to start and improve their
businesses to generate employment. In doing this, the centers also foster the development of participatory
associations of entrepreneurs. A secondary, complementary purpose is to provide assistance to nucleus
farm-outgrower schemes. With the economies of the areas of the centers dominated by settler farmer

#Abstracted from a report on "Rural Business Centers” by James Finucane, September 1994, 2 9"
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agricultural production and with most entrepreneurs members of farm families, this combining of
microenterprise and outgrower scheme development activities occurs quite naturally.

During the period that EIED maintained a strong emphasis on the promotion of inward
investment, the centers tended to be the field service and support offices for the unit in Colombo, which
was responsible for the mobilization of investors. As the emphasis has shifted to the development of local
entrepreneurship in the areas, the main role of the head office unit in Colombo has shifted (or rather is
shifting — this is a process) to one of supporting the operations of the centers.

Clients

The Business Center clients are mainly home and family-based self-employed individuals and
microenterprises. In the Mahaweli areas, 75 percent of the nonfarm enterprises are self-employment
units, and 22 percent are microenterprises employing no more than five people, including the
entrepreneur. Most of tne individuals engaged in these enterprises are family members and most of the
enterprises (including those in the commercial areas) are located at or adjacent to their homes.

Staffing and Technical Assistance

A typical center is staffed by an EIED officer (Deputy or Assistant Manager), a MED Business
Consultant, a secretary, and a messenger/general assistant. The EIED field officers normally have a
professional background in investment promotion, training, entrepreneurship, and community
development or agriculture and considerable experience in the public sector, including the Ministry of
Agriculture itself. The Business Consultants (all Sri Lankans) have professional backgrounds in finance,
accounting, or a technical field, and work experience in banks, accounting firms, private enterprises, or
the Industrial Development Board.

Staff time and Activities

The professional staff are expected to spend roughly 50 percent of their time in the field making
enterprise visits, meeting with bank officials, and in meetings of Savings and Credit Societies,
entrepreneur associations, and other groups.

Services

Professional services: The menu of services of the centers has gradually become more limited.
This increases efficiencies by concentrating on services that appear effective. The center staff currently
provide the following professional services:

® Business identification, planning and problem solving;

® Credit facilitation (forming Savings and Credit Societies under the Societies Ordinance,

forming other group credit ties under the Agrarian Services Act, assisting in direct access

to banks, serving as field staff for MVCC);

® Market development;

20
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® Technology identification and adoption;

® Training (technical, financial, management);

® Entrepreneur association development;

®  Qutgrower program facilitation; and

® Compliance with and understanding of official requirements (for example, for land).

Support Services: The centers provide photocopy, fax, secretarial, courier, typing, telephone,
and translation services to clients.

AgEnt and TIPS

AgEnt works with a range of private agro-businesses in developing new markets and technologies.
Most of the clients of AgEnt are small to medium-sized. The TIPS project works in the industrial and
manufacturing sectors. Both TIPS and AgEnt work with some microenterprises that employ less than 10
employees. In addition, AgEnt and TIPS clients have backward linkages with contract suppliers or
outgrowers and raw material suppliers, the majority of whom are in the broad category of
microenterprises.

PVO Co-financing Project

Phase [ of this project started in 1979 with the objective of improving local development efforts
to benefit the poor majority with subprojects to be implemented by U.S. and indigenous private voluntary
organizations (PVOs). The project is a mechanism to target assistance directly to the poor majority at
the local level who are prepared to join in collaborative efforts to help themselves. Phase II of the project
started in 1987 and the focus expanded to support private sector and enterprise development and the
strengthening of NGO management. This project, which is due to terminate in 1996, specifically targets
income generation, microenterprise, minority groups, and women.

As of December 1994 the PVO Co-financing Project has committed more than $18 million and
disbursed more than $12 million in 55 grants and subprojects. Among tte PVOs that have received
assistance under the project are CARE and the AgroMart Outreach Foundation. Although a final
evaluation of this project is slated for later in 1995, some of the activities funded under the PVO Co-
financing Project may be taken over by the CIPART project.

AgroMart

Agromart Outreach Foundation was created as an NGO by the Women’s Chamber of Commerce
and Industry.. It has focussed its efforts on developing supplementary income, and developing
entrepreneurship for the poorest families in agroenterprise. The focus has been primarily, but not
exclusively, aimed at women. Over a four-year period 8,000 individuals (75 percent of whom are
female) have received entrepreneurship training. More than 70 percent of those receiving training went
on to start their own business. Accompanyinug the entrepreneurship training is eligibility to participate
in a small loan program sponsored by the foundation with assistance from the Swedes. The maximum
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size of loan that can be extended through this fund is Rs 15,000 ($800). Agromart has been attempting,
without success, to mainstream women into lending relationships with formal financial institutions.
AgroMart officers said: "In Sri Lanka it is hard for anyone to get credit from a bank, and it is almost
impossible for a woman to get credit.”

CARE

CARE implemented the Credit and Training for Ceonomic Develcpment in Sri Lanka Project
(CATER) starting 1n 1987 and ending in 1994. USAID provided funding for this initiative under the
PVO Co-Financing Projeci. The goal of the project was to increase incomes of poverty-level members
of multipurpose cooperative societies by establishing or expanding commercially viable income generating
activities. Guaranteed credit was extended through the Cooperative Rural Bank branches of the
multipurpose cooperative societies. Loans averaged Rs 7,500 with a maximum loan of Rs 10,000. More
than 70 percent of the beneficiaries of this project were women.

The CATER project provided valuable experience in a type of experimental lending for income-
generating activities to the rural poor with no collateral. Repayment rates were high, but weaknesses
were evident in the capabilities of the Cooperative Rural Banks to appraise loans and determine
appropriate payback periods. Development professionals at CARE concluded that decentralized social
development organizations have excellent client relations among the poor. but that the financial
management capabilities of these organizations are weak.

GOVERNMENTAL AND OTHER DONOR ACTIVITIES

In the late 1980s, with government policy shifting toward targeted poverty alleviation, special
programs aimed at the poor were implemented. The government poverty alleviation program, the
Janasaviya Program, administered by the Department for Janasaviya, assisted the poor to start up
microenterprises. Large numbers of poor families accessed group savings and funding from the state
banks to support microenterprise activity.

The government received assistance from the IDA (World Bank), KFW (Germany), and the
United Nations Development Programme (UNDP) to operate the Janasaviya Trust Fund, a poverty
alleviation project. It is an apex organization providing credit and other services to the poor through
NGO Partner Organizations to assist in their general development and the start-up of microenterprises.

Another noteworthy organization is the Janashakthi Banku Sangam of the Hambantota Women’s
Development Federation. This organization is an example of a successful Partner Organization. Located
in the southern region, this organization is made up of a head office and 52 Janashakthi banking units.
The movement targets women in poor households. By the end of 1994, the Janashakthi Banks had 24,000
members within 3,718 groups. A total of 38,316 loans totaling Rs 76.1 million had been disbursed.
Average loan size was Rs 2,000. Of total assets of Rs 68 million, loans outstanding comprise Rs 45
million, cash and bank deposits Rs 13 million, and iixed and other assets Rs 10 million. The major
sources of funds are a JTF loan of Rs 42.6 million, savings deposits of Rs 9.5 million, and member
shares, plus a contingency fund totalling Rs 14.9 million.

Other government and semigovernment agencies, such as the National Youth Services Co-
operative, MED, the Small Scale Enterprise Development Division of the Ministry of Youth Affairs,
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Sports and Rural Development, the Industrial Development Board, and the Sri Lanka Business
Development Center, are also active in microenterprise development and promotion activity.

Although some of these programs are run solely with government funds, others receive donor
support. Extensive donor support has gone into the Integrated Rural Development Programs of the
Regional Development Division of the Ministry of Finance, Plenning, Ethnic Affairs and National
Integration. NORAD (Norway), SIDA (Sweden), the Netherlands, IFAD, GTZ (Germany), FINNIDA
(Finland), ODA (Britain), JICA (Japan), and the Asian Development Bank (ADB) contribute significant
sums for microenterprise development.

Sarvodaya programs have received support from government and nongovernment sources.
Donors also funded the nongovernment sector directly for microenterprise development programs. The
SANASA Federation of TCCS has been assisted by CIDA (Canada) and the World Council of Credit
Unions (WOCCU), among others.  Sarvodaya sponsored the Sarvodaya Economic Enterprise
Development Service (SEEDS) and Regional Enterprise Development Services (REDS) programs. Many
other smaller NGOs have also received funding for similar activities, USAID supported efforts of the
Hatton National Bank to assist the Gami Pubuduwa microenterprise promotion project.

The government recently announced a new Samurdhi (prosperity) poverty alleviation program,
which has a savings and credit component targeting the poorest 20-25 percent of the population.
Beneficiaries will be provided with a supplementary income, part of which will be for compulsory
savings. Potential entrepreneurs among them will be identified by a group of mobulizers who will provide
assistance to generate credit from their own savings; thereafter these entrepreneurs will be encouraged
to link up with other existing credit programs. The savings of the beneficiary groups will be mobilized
to operationalize the proposed Samurdhi Bank at each Grama Niladhari Division.

The Government of Sri Lanka has voiced ongoing support for microenterprise development. A
recent policy statement by the President of Sri Lanka stated that small and medium-scale industry will
be developed with 20,000 new ventures planned for the next five years creating an estimated 250,000 new
jobs.”® Details of the method have not been spelled out at the time of this writing.

Donor interest in the sector will remain high as reflected by the number of players presently
participating in the sector. An informal sounding of donor representatives confir~ed that microenterprise
would continue to be a priority area in the future. The World Bank has recemuy completed a poverty
assessment and a study on microenterprise and self-employment to identify areas for possible lending for
this sector in the future.

It is clear that the political environment among donors and the government of Sri Lanka will
continue to support microenterprise initiatives. However, conversations with donor representatives and
review of present and planned microenterprise activities show many organizations with different
objectives, approaches, and levels of resources working in the area. This points up the need for a
coordination of activities to prevent duplication of efforts, overloading of intermediary organizations, and
identify gaps in the efforts. USAID is in a position to play such a coordinating role with other donors.

BDaily News, January 7, 1995. 2 A
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LESSONS FROM THE PAST

Lessons in this section relating solely to microenterprise development in Sri Lanka are derived
from recent and current projects implemented by the Mission and by other donors. The relevant
project/program is noted in parentheses.

Financial Supports

Responsible disbursements of credit require building of institutional capacity to administer
the program. The JTF showed that one year is not an unreasonable time period.

Targeted and cheap credits encourage recipients to be passive rather than active economic
players, result in bad loan recovery rates, cripple participating institutions, and prevent the
development of a full range of financial services available to everyone. Subsidized credit
is often viewed by the borrower as a grant, with the expectation of loan forgiveness.

Donors usually have their own agenda for the volume of credit and the timetable for its
disbursement that exceeds the capacity of participatory institutions such as NGOs. (JTF)

Credit delivery has better recovery rates when emphasis is placed on meaningful savings
mobilization (at least half of the eventual loan volume) prior to lending activities. (JTF,
including Janashakthi)

Although NGOs usually know their number of borrowers and amount of loan disbursement,
they frequently have insufficient information concerning the number of active borrowers, the
volume of loans outstanding, and the quality of the loan portfolio. (Many NGOs inchnding
Janashakthi).

Rather than try to encourage banks 1o take up nontraditional business, it is better to provide
supports to institutions that are more appropriate to the market. Loan guarantee schemes
are subsidizing unsustainable participation of banks in the provision of a scale of financial
services for which they are not suited. External payments to encourage unsustainable
participation restricts the entry of more appropriate institutions. (Microenterprise and Small
Business Loan Portfolio Guarantee Program).

The MED savings and credit societies are providing credit access to a specific target group
and are not providing financial services at the community level. All financial transactions
take place at a distant bank. The societies are focussed on leveraging savings to allow a
small part of the community to receive loans. It is debatable whether they are cost-effective
or sustainable. (MED)

The involvement of business advisors in assisting entrepreneurs to apply for loans is very
costly, because banks are not prepared to lend without their own appraisal. This doubles
the administrative cost of lending. This type of service needs to be limited to larger loans
and a fee levied on the entrepreneur. (MED)

21
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Creation of New Enterprises

The process of social empowerment and job creation, often through the formation of groups,
is slow and must be accomplished through the efforts of the participants with minimal
outside guidance. (NGOs/JTF)

At the elementary level of enterprise creation, most new businesses will be in traditional low
investment-low income activities. it is wasteful to involve Business Centers in organizing
this level of activity. It is much more cost-effective to use NGOs and community organizers
to encourage group participants to identify and develop their own business ideas for start-up.
If Business Centers are to be involved in microenterprise development, they need to
coordinate and link their efforts more closely with other developers such as NGOs.
(NGOs/JTF, MED)

Lack of market information on products is a constraint. As a result of this lack of
information, microenterprise entrepreneurs merely copy the activities of others and
oversupply a limited market. Linking entrepreneurs to larger commercial firms overcomes
this problem (TIPS)

Business Expansion

Business centers should concentrate their advisory activities on enterprises with substantial
growth potential. (MED)

The MED, TIPS, and AgEnt projects all show the feasibility of using contractual
arrangements to link microenterprises in a sustainable manner with commercial firms.
Working through government or Provincial Councils is less effective.

Surveys can identify business opportunities worthy of development and have yielded positive
results. Until now, however, surveys have tended to be commodity-linked. Broader
subsector surveys are needed to identify business opportunities, possible commercial
linkages, and policy issues. (AgEnt)

Because surveys usually precede the identification and involvement of enterprises, it is
difficult to recover their cost. (AgEnt)

Training of entrepreneurs has 2 higher success rate in terms of business start-ups when it is
focussed on specific job skills. (Swisscontact, MED, AgroMart)

Initial training and business start-up need to be followed by hand-holding. (AgroMart)
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SECTION THREE

INTERVENTION OPTIONS

GENERAL GUIDELINES

Focus on Growth Sectors

Microenterprise interventions should focus on growth sectors within the economy, not the
declining sectors. Investment in occupational categories and sectors of the economy that are static or are
dying out will not have the same multiplier effects as would investment in growth areas. Following are
some of the opinions that were offered concerning the growth potential of various areas of the Sri Lankan
economy for the microenterprise sector. This list should not be viewed as definitive, but merely as a
basis for further exploration.

Tourism
Computer training

Computer repair
Horticultural production
Clothing assembly for export
Metal working and finishing
Soft toys

Translators

Poultry

Vanilla

Jams & Cordials

Dairy specialty items
Finished rubber goods
Prawns for export

Data entry

Business services (desktop publishing, secretarial services)
Cashew production and export
Services, temporary worker
Export-oriented businesses
Leather working

Packing of spices for export
Automobile repair*

A recommended strategy for USAID is to provide assistance in identifying markets that
microenterprise entrepreneurs can penetrate. This concept is very similar to that now being used in the
AgEnt project. Although quality enhancement alone will allow microenterprise entrepreneurs to tap
otherwise unavailable markets, the long-term potential for growth lies in identifying a market and
producing the quality and quantity of product that is necessary for that market.

®Slow-growth sectors include traditional handicrafts; food preparation; retail trade; blacksmithing; fishing;
carpentry; sewing (traditional); traditional dairy; broom production, door mats; rice hulling; small ruminants; brick
making; bicycle repair; furniture making; tailoring; and trading.
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Other Guidelines

Deemphasize extension. Microenterprise entrepreneurs are excellent emulators. The rice hulling
machines spreading rapidly throughout the country are an example of this. Therefore, extension services
for microenterprise should not be a large component in any program initiatives because entrepreneurs
learn from each other very well. Rather, the program should concentrate on identifying markets and
technologies, and encourage intermediary organizations to disseminate appropriate information.

Avoid development of new organizations. Identify existing business linkages and strengthen these
linkages rather than developing and imposing new orgamizations and Institutions into the commercial
sector.  Commercial consulting services are needed on an affordable basis for microenterprise
entrepreneurs. NGOs and the Chambers of Commerce and Industry are now providing some of these
services on a limited basis and could be assisted to do a better job.

Use emigrant workers and their remittances. Private worker remittances from abroad (Rs 23.8
billion in 1992) far exceed combined loans and grants from official sources (Rs 13.1 billion in 1992).%7
This should be examined for potential channeling of skills and financial resources into the productive
sector. Preliminary indications show that emigrant workers are investing in real estate, housing, and
consumption items. The potential to channel a portion of these remittances into productive business
ventures is tremendous. Emigrants have already demonstrated they have two of thr essential
characteristics necessary for successful entrepreneurship — willingness to take risks and equity capital.
Many of these workers have also acquired skills or worked in businesses that may be transferable to Sri
Lanka. In addition the emigrant workers include a high proportion of women, a special interest group
targeted in USAID’s microenterprise initiative. Unofficial estimates indicate that 500,000 women have
emigrated to work overseas. Fifty-two percent of all emigrant workers are female. Seventy percent of
the unskilled emigrant workers are female.

Learn from success. USAID should investigate the way that successful microenterprise
entrepreneurs learned the business they are in, and investigate how these methods might be strengthened.
Many entrepreneurs learned through on-the-job training in family businesses. There is a clear growth
path for many microenterprises. In many cases the growth path is intergenerational. The box below
illustrates this finding.

The following examples of intergeneraticnal learning were described to the team.
A blacksmith’s son becomes a welder under a tree, and the welder’s son buys a
machine shop. A bicycle repairman’s son becomes a motorcycle repairman, the
motorcycle repairman’s son becomes an auto repairman, and the auto repairman’s
son owns a garage. An appliance repairman’s son becomes a radio repairman.
Radio repair leads to television and stereo repair, which leads to computer repair.
The team also found a typica: pattern in which employees of larger businesses,
or even employees of micioenterprise entrepreneurs, learned the business by
working for someone else, and then left to start their own business.

FSource: Central Bank of Sri Lanka.
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Identify credit problems characteristic of Sri Lanka. The gap betw=en formal commercial
financial institutions and microenterprise seems to be particularly wide in Sri Lanka. In ather comparable
low income countries it appears that a much higher proportion of microenterprises have dircct deposit
and checking accounts in formal sector banks. In Sri Lanka, microenterprise owners may have savings
accounts; however, very few maintain a checking account. The financial sector needs to strengihen retail
lending techniques to lower transactions costs in dealing with microenterprise entrepreneurs

Microenterprises in Sri Lanka generally do not get supplies from suppliers that have established
checking and lending relationships with formal sector banks because the suppliers are often only
marginally larger than the microenterprise itself. Therefore, supplier credit (providing raw materals,
intermediate products, or finished products with delayed payment terms) 1s less prevalent that in an
economy with a more developed and extensive formal banking sector. Thus, a strategy of manstreaming,
or strengthening existing business linkages and credit relationships, 1s more ditficult because of the wider
gap between the formal banking sector and the microenterprise. Because there are a large number of
NGOs working with income generating activities, there is some possibility that these groups can serve
as intermediary 1nstitutions to help strengthen existing business linkages.

Coordinate with other donors. Coordination is essential to avoid duplication of programs or
overwhelming and destroying some of the intermediary organizations. Microenterprise programs are
under way or planned by the World Bank, the Swiss government, the Swiss Foundation for Research on
Alternative Finance for Development, the German FES, and the Asia Foundation. Others may be in the
planning stage.

Remember women. The USAID microenterprise strategy should pay particular attention to the
constraints that prevent women from gaining equal access to development resources. The extent to which
women participate in project activities will heavily influence the success of any contemplated
microenterprise project or initiative. The participation of women in decision-making and leadership rolzs
will help assure that policies, resources, and services directed to them are relevant and necessary to their
needs. Inadequate access to resources is closely linked to poverty and women have less than equal access
to traiming, credit, and other resources that would contribute to success in enterprise. In design of a
microenterprise initiative, explicit attention needs to be paid to the cultural roles of women, the household
division of labor, time constraints, and educational attainment. Any program or project should determine
the particular barriers faced by women and build in components reduce to these barriers.

Women have household and child rearing responsibilities that limit their ability to work outside
of the home. This implies that any program for microenterprise development should focus on working
with home-based businesses. Women need simple, non-capital-intensive technologies that can be run
from the home.

There were reports in the Hambantota area that social custom discourages women from
participating in commercial activities outside of the home. There was no reported prejudice against
women participating in home-based income generating activities. However this observation of social
inhibitions on outside commercial activity was strongly contested by some women in Colombo. Any
program initiative should investigate this area to determine whether this is a significant problem.

Although many women are involved in family enterprise in significant positions, cultural norms
often direct that official duties (registrations, licensing, or signing for loans, for example) are often done
by the husband on behalf of the wife, even if the business is her own. The implication is that any
program initiative should pay attention to educating women concerning rights and the law, and women’s
programs should include men so that cultural attitudes of males do not undermine women's participation.

A
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Women tend to be concentrated in selected sectors of the economy. Judiciously selecting program
initiatives where women are particularly active would have the effect of targeting women as beneficiaries.
One such area where women play a significant role is in the dairy industry. Sri Lanka 1s a net importer
of milk powder. Any initiatives aimed at strengthening the dairy industry would almost automatically
have significant impacts on the economic position of women. However, as discussed earlier 1n this paper,
it is not clear whether an import replacement project would be economically justified 1n light of off-setting
subsidies, import tariffs, and exchange rate distortions.

Women are more likely to form groups and these groups can be used as intermediary
organizations to provide services to women in business. Women traditionally form social groups and
savings groups called Seertu. It is an easy extension to form larger groups of women for credit and
savings. However, according to the experience of the Grameen Bank, the lender should not be
instrumental in forming the groups.

OPTIONS FOR NEW INTERVENTIONS
Establish and Operate an Institution for Microenterprise Policy and Development (MDT)

Rationale

Catalyst. The survey team heard frequently that there was a need for a national institution to act
as a catalyst for microenterprise development. The functions that such an organization could fulfil are
extensive, and the terms of reference and funding levels would have to be carefully examined during any
further development of this option. At present there is no organization filling the roles described below.
It was widely recommended that this institution be outside government.

Data collection. Apart from industry sector data for firms employing up to nine workers, there
are no data concerning the number of microenterprises and their activities. There are no detailed
industrial data on firms employing 5-9 workers. These data gaps extend to the financial sector where
there is almost no information concerning the use of financial services by nonagricultural producers. As
a result it is very difficult to formulate policy concerning microenterprise development and impossible
to measure the impact of policies and regulations.

Advocacy. Cheap loans and forgiveness of loans prevent development of institutions and
development of financial services. The cessation by the government of providing targeted and cheap
credit will encourage the innovativeness of financial institutions as they seek market share in a freely
competitive market.
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MICROENTERPRISE DEVELOPMENT OPTIONS: NEW PROJECTS

Table 4

Tatget Group Purpose Projea Vehicle Outpuis Aclivities Inputs
& estimated cost
Poor and near~paor Improve availabality 1. Microenterprise 1. Improved collection and use I Assist Government in survey design, data 1.TAG6PM;s

mKtoent.eprencurs
(170000 house haokls)

& usc of infurmanon
concerning poor and
near~ poor

llllLll)Clll!Cl"(‘llclll’}

Development
Trust (MDT)

2.

of data within Government
Dialogue with Government,
other donors and NGOs on

microciterprise issues

(9]

-

collcction and analysis.

ldcatify & discuss pobcy & regulatory tssucs
Lxchange informastion with other USALD &
donor progranis

2 MDT expenses as below

The poorest & survival—
ontented imictoenterprises
(L2000 houschahds)

Grnvth—onented
mwhroentoipises
(SO0L000 houscholds)

Pout and ncar - poor
mkoentrcpriencurs
(170000 fiousc halds)

Increase skatls and
prodicuivity to enhance
cconomk growth among|

lllle()Clllt:ll’l INCS

(MDT)
(310m)

(MDT)

nN

3.

A

NGOs trained and using
subsector surveys to develop
50,000 new enterprises

NGOs caxchanging and recemving
information via MDT

Advise 10,000 microenirepencurs
on business investmeant and
expansion

NGO using subsector surveys

10 cxpand 5,000 microenterprises

- Hdentify & assist > 50 larger firms

into micioenterprise linkages

- -

4

-

LoV I S I

Lxchange 2.4 dsemunnate information
Tran & assist NGOs in subsector surveys
teourage inter - firm linkages

Assist training & udvise cipansion—onenied
microenterpnises

Advise and assist mgrant workers on fupds

managenient and l?llilllC)) stagt - ups

I'rain & assist NGOs in subsector surveys
Provide business advisory services

Lxplore & develop linkages witk larger firms
Fatse with chambers of conmerce & other

mtermedianes in accessing shills & traming

1 TASIPMs

2 Set~upccsts $ 70,000

3 Operatingcost (50 %)
of $ 09 mulhon incl't A

Moie accessible and
efficicnt linancial

matkels

2 SANASA
($44m)

IAN
3 Janashakihe
(S0 1 m)

—— ]

- Savings services for > [ 7 mullion

houscholds

- Loan scrvices for > 500 ixx)

hous holds not reached by
formal banking sector

- Savings services for > 0 i pullion

houscholds >Sccee

- Loan servicer for <8-4+mmibwn

houscholds

ij)gsngu & planning for bank establishment

2

)

"9

Assstindesign and smplementation of bank
procedures and products

Designy and assist i mplementanion of
trammg and supeiision sysiems

Design and mstall improved finanaat and
managenal reporting systems

Design and assist i mplementation of
unproved supervisory system

Provide advice on osting and pricing of

financial products

I TAQ2PMs foreign &
B PMsdocal $116m

2 Lyuipment $ 1 86 m

3 Trainng $0 560 m

4 Scedcapital S0 4 m

S Contingencies $O 4 m

1 TA9PMs forewgn &
I PMs local. § 213000
2 Lguipment $ 62,500
3 Trammg s 10000
14 Contingencics § 28 500
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Savings services reach many people and play a role in poverty alleviation. To be of use to rural
customers, however, savings services must be offered in the community and not in a distant township.
There is legislation before Cabinet to allow NGOs to broaden the scope of their collection of savings.
Although this has the potential to benefit many, NGOs’ weakness in funds management poses high risks
for depositors and contidence in the rural financial market.

Safeguards to protect NGO creditors and to provide imuroved financial and management systems
and associated training for NGO officers are needed.

Coordination. NGOs need to be networked more effectively. There is a large number of NGOs
with estimates ranging to as many as 30,000. This indicates they play an important role in society.
Legislation is pending that will require all NGOs to be registered. It is also necessary that information
be collected on NGOs and their activities. NGOs carry out a broad range of activities, and a sorting
needs to be done to determine which are capable of working with microenterprise, and in what capacity.

Activities of MDT
A Microenterprise Development Trust would be set up to:

® Encourage and support practical research, dissemination of information, and open dialogue
with government, on relevant policy, legal, regulatory, and public administration issues, and
their impacts on the microenterprise sector;

®  Exchange program information with the 160 NGOs known to be involved in microenterprise
development and search for, disseminate, and promote the best ideas of NGOs and others;

® Sponsor research and development efforts by individuals and organizations on markets,
enterpriscs, and products appropriate for microenterprises;

® (Carry out subsector, commodity, market, investment, and consumer surveys to identify
business opportunities, firms with which viable linkages could be dev: loped, and regulatory
and market access issues that constrain microenterprise activities;

® Coordinatc with donors on programs and projects supporting the growth and development
of microenterprise;

® Provide technical assistance to intermediaries to strengthen their ability to work with
microenterprise;

® Work with businesses to develop linkages with small subcontractors, suppliers, and
distributors;

® As part of a limited research and development effort, identify, train, and assist growth-
oriented microenterprises to develop business plans, or investment packages to demonstrate
viability of enterprises for the smallest entrepreneurs;

® Facilitate the financing of investments for individuals directly or via bodies such as
AgroMart;

3
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®  Assist microenterprise entrepreneurs in gaining access to skills training and new
technologies; and

®  Advise and assist Sri Lankan workers, who have worked overseas, on the management of
their savings and the use of their funds in microenterprise investment opportunities in and
around their villages.

The MDT would incorporate elements of the TIPS, AgEnt, and MED projects, which have been
very successful, such as the use of market surveys, the development of linkages with commercial firms,
and the provision of business advice to expanding enterprises.  Although these activities can be very
beneficial and necessary for development, they frequently require investments that are only partially
recoverable.

The MDT would have a sunset clause to close operations after five years to avoid the
organizational tendency to self-perpetuating behavior. If the MDT is doing an effective job, it will
receive further support from some donor. It would be nonoperational and would work through other
organizations and enterprises in support of microenterprise. This would encourage the MDT to avoid
self-serving activities. = Self-sustainability of such desirable services may not be achievable, but such
organizational characteristics would ensure more cost-effective delivery of serv: .

At the field level, the MDT would work through a few District offices thst would expand in
number according to the demand for services. The selection of participating Districts could be
determined by the incidence of poverty and the existence of good NGOs through which the MDT could
work. An example is the Hambantota District, in which the Janashakthi movement already operates.
The MDT would develop working relationships with larger businesses, NGOs, and financial institutions
at head office and District levels.

The MDT would have a Board of 20 people, which would be made up of represcntatives of large
Sri Lankan and American businesses, government nominees, NGOs, and USAID. The MDT investment
and operational costs would be funded by large businesses in Sri Lanka (charitable grants) and by USAID
funding. The USAID funds would be used primarily for the costs of foreign expertise and for an
annually declining share of the operating budget.

The MDT would be staffed at head office by a director and one professional officer supported
by administrative staff. All permanent staff would be Sri Lankans. Foreign expertise would be recruited
in accord with a schedule for predetermined needs and also on an as-needed basis. Maximum use would
be made of International Executive Service Corps experts with commercial expertise.

The provisions of the Trusts Ordinance CAP.96 Legislative Enactments of Sri Lanka provide for
Charitable Trusts, which can receive tax exempt donations. The proposed MDT would not be owned by
USAID, but be seen by corporate organizations as an appropriate vehicle to help assure the growth and
survival of an open economy. The trust builds on a similar legal concept to such organizations as the
Janasaviya Trust Fund. The difference is that the MDT would be much more limited in scope and would
be under the control of the private sector.

Cost and Type of Assistance

The estimated cost of this intervention over five years is $1.93 million. It is suggested that
USAID fund 50-75 percent of this: $1.0 to 1.5 million. Summarized cost details are shown in Table

cw
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5. To avoid the need for a ministry location for MDT, this funding could flow through an intermediary
institution.

MDT would provide government-oriented technical assistance of 6 person-months to assist in
developing appropriate policy, legal, regulatory, and public administration approaches to encouraging the
expansion of a vital microenterprise sector. Under this option. 54 person-months of foreign technical
assistance would also be provided, over five years, in microenterprise skills and technologies. Wherever
possible, retired executives (with good commercial experience) would be used. There may be scope to
substitute some local consultants for foreign.

Staff to manage the MDT over five years will be needed. It is estimated that one director/general
manager plus 7 professional officers and 5 secretaries would be needed. Each field office would be
staffed by 2 professional officers plus 1 secretary. It is recommended that USAID be responsible for the
selection and salary payment for the MDT director.

Assist Janashakthi to Achieve Greater and More Effective Qutreach

Rationale

The Janashakthi movement is directed at poverty alleviation and encouraging women and their
Jamilies to <tart up and operate microenterprise activities through the use of their savings and loans from
the movement. In its four years of existence it has reached 35,000 women. The provision of services
is done on a cosi-recovery basis. The movement covers five divisions within the Hambantota District.
Expansion to cover the remaining six divisions will require the establishment of a subregional office and
the employment of additional supervisors.

With expansion into new divisions, the number of households reached might increase from 24,000
to 50,000. Most of the growth in services within the existing divisions will need to be in larger loan size
and increased mobilization of savings. It will be necessary to set up a subhead office branch to reach the
other six divisions.

Currently loan size averages Rs 2,000 ($40). This can be compared with the Grameen Bank,
which has a similar lending philosophy, of $70. Loan size, therefore, can be expected to grow. An
increase in loan size to the Grameen Bank level would mean an increase in the loan portfolio, for the
existing divisions, of about Rs 34 million.

24
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Microenterprise Development Trust

. Investment
Head office plus 3 district offices
Computer sets 5 sets
Photocopier 4 unit
Fax machine 4 unit
Vehicte 2 unit
Motor bikes 3 unit
Desks and chairs 5 unit
Filing cabinets etc 6 unit
Legal fees
Contingencies 2.5%
Il. Operations
a. Head Cffice:
Salaries
Director 1 person
Field officer 1 person
Secretaries 2 person
Travel 36,000 km
Office rental 12 menths
Electricity 12 menths
Telephone 12 months
Materials 12 months
Sundry 10.0%
Visiting consuitants 1/, 12 PMs
Repairs & Maintenance 7.5%
Depreciation 25.0%
b. Field offices: 3 offices

1/. One third are retired executives

lll. Operating contributions

USAID
Consultants
Businesses
Sri Lankan 40 firms
180 firms
USA 20 firms
Fees
Microentrepreneurs 500 units
NGO fees 20 NGOs

Other Sources (unknown)

Rs
268,000
500,000

50,000

1,250,000

125,000
12,500
12,500

Total:

Rs

80,000 /month

20,000 /month

15,000 /month

15 /km

45,000 /month
5,000 /month
8,000 /month

10,000

$15,000 /month

1,200,000 /year
Total;

Bs.

50,000 each
5,000 =ach
75,000 each

2,000 euchy
5,000 each

Table 5
Rs sus
1,340,000 26,800
2,000,000 40,00C
200,000 4,000
2,500,000 50,000
375,000 7,500
62,500 1,250
75,000 1,500
50,000 1,000
163,813 3.276
6,766,313 3135,326
Rs sus
1,040,000 20,800
260,000 5,200
292,500 5,850
540,0C0 10,800
540,000 10,800
60,000 1,200
96,000 1,920
120,000 2,400
294,850 5,897
9,000,000 180,000
481,125 9,623
1,603,750 32,075
3,600.000 72,000
17,928,225 $358,565
Rs. sus
9,000,000 180,000 80Ss
2,009,000 40,000 11%
750,000 15,000 4¢4
1,500,000 30,000 8%
1,600,000 20,000 6%
109,000 2,000 1%
3.578.225 71,865 20
17,928 225 $358,565 100%
51
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If the remaining six divisions were brought into the sphere of operations, the total loan portfolic
could reach Rs 155 to Rs 160 million. This would represent an increase in loan portfolio of at least Rs
110 million over a period of five to seven years. A loan portfolio of this size would need an increase
in net worth of about Rs 30 million. Savings as a proportion of loans outstanding should rise from a
level of 20 percent now to reach 40 percent. This would provide Rs 50 inillion in funding. The balance
needed, of Rs 30 million, could come from the JTF program.

Any growth will require several supports and safeguards. These should be:

Diversification of the loan portfolio. The course of this should follow subsector surveys
carried out by the movement with minimal outside advisory assistance. This could be
provided by the proposed MDT.

Improved funds management. The increase in the size of the loan portfolio will require
better management of liabulities to ensure an adequate and stable source of funding. The
large increase needed 1n savings will require a promotional effort supported by appropriate
safeguards and liquidity. A core of longer-term debt is needed to provide financial stability.
Adequate provision for bad loans and a sufficient equity balance are needed to cover
financial risk. This will require that the movement generate and retain a reasonable level
of profit each year. Diversification of assets, besides the loan portfolio itself, will be
necessary to reduce risk.

Improved financial reporting and analysis. The system needs to separate financial from
nonfinancial activities, to calculate the costs and benefits of growth into new divisions for
financial as well as nonfinancial services. The increased volume of savings will require
improvements in the recording of deposit, withdrawal, and interest calculation transactions.
Costs of each type of savings instruments will need calculation. Early warning signals,
specific to each Janashakthi Banku Sangam (or Janashakthi System Bank), will need to be
calculated and assessed on a monthly basis to ensure their more effective supervision.

Cost and Type of Assistance

Technical assistance is needed to help Janashakthi in planning future expansion and consolidating
the gains it has made. A larger organization will also need some improvements to its reporting systems
to ensure that current performance and outreach do not deteriorate.

Technical assistance could be provided to:

Provide and install improved MIS and accounting systems. (3 person-months foreign and
3 person-months local)

This is to improve the accounting and management of funds and allow for the recording of
a large number of small-scale financial transactions.

Provide and install an improved supervisory system between individual units and the head
office. (1.5 person-months foreign)

This is to strengthen their prudential management and protect creditors.

EX
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® Provide advice on the costing of services to allow for the retention of adequate reserves
and improvements in personnel performance, the cost recovery of advisory and supervisory
services, and the design and use of savings instruments to increase the reach of savings
services. (1.5 person-months foreign)

In the longer term, assistance could be provided to the Janashakthi movements 1n its efforts to
form itself into a bank. The size of its financial operations, however, may be too small to set up an
autonomous bank. Alternatives such as becoming a shareholder of the SANASA bank could be explored.

It is estimated that the total cost of assistance would be about $314,000 as outlined in Table 6.
This is made up of $213,000 for technical assistance, $10,000 for training, $62,500 for vehicles and
equipment, and $28,500 for contingencies.

Recommendation: Focus on The Economic Growth of Microenterprises:
MDT combined with Janashakthi assistance: $2.25 million
Cost $10 per family beneficiary

Advantages: Policy, microenterprise expansion and economic growth, women and
the poor (Janashakthi), innovative approach set within the private sector.

Assist the SANASA Movement to Become a Bank

Rationale

Although the SANASA Movement has been successful in reaching more than half a million
households, its performance has not been consistently satisfactory over all of its areas. Many
communities lack financial services despite the existence of a SANASA primary society. Staff of
SANASA need to become more professional and competent in their activities, and improvements are
needed in the financial intermediation and performance of the SANASA units at all levels. These
improvements are needed to enable SANASA units to provide a broader range of financial services to
those not adequately served at present by the formal banking sector.

Improvements to SANASA will enable it to achieve greater outreach and be more responsive to
the needs of the whole community. This will mean better savings services with a wider range of savings
instruments and a wider range of loan sizes and maturities. In particular, the poor and women will
benefit from improved savings services and the provision of small-scale loans up to $300. The improved
competence of SANASA staff will also enable the units tc make loans of up to $2,500 — a level at which
banks begin to operate efficiently.

U
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Cost of Assistance to Janashakthi Sanqum Bank

Technical assistance

Foreign
Systems 3 PMs
Supervision/pricing 6 PMs
Local
Systems 3 PMs
Training
Managers 40 staff
Supervisors 11 staff
Computer operators 15 staff
Senior staif 3 staft

Vehicles & Equipment 1/.

Motor bikes 1 units
Computers 4 units
Computers 11 units
Filing cabinets 15 units
Desks & chairs 15 units

Price & physical contingencies

$22,000 /PM
$22,000 /PM

$5,000 /PM

Subtotal:

360 /staff
$200 /staft
$300 /staft
S3C0 /staif

Subtotal:

$2,500 /unit
$6,000 /unit
$2,800 funit
$100 /unit
$250 /unit

Subtotal:

10.0%

Total estimated cost:

Table 6

Total Costs

66,000
132,000

15,000
$213,000

2,400
2,200
. 4,500

-~
oo

$10,000

2,500
24,000
30,8C0

1,500

3,750

362,550

$28,555

3314,105

1/. These are shown at full local prices including tariffs and taxes

&40
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Issues to be Resolved

There is a vast difference between overseeing a collection of credit and saving societies and
operating a fully chartered bank. Discussions with SANASA officials indicate they are yet to understand
all the implications and requirements surrounding bank formation. A number of very important issues
are yet to be resolved. Examples of these are:

Planning: An exhaustive review of all the activities needed for sesting up and operating the
bank is urgently needed. This review should show the time, effort, and cost needed for each
activity and set out the constraints to speedy implementation.

Legal: Details on ownership, ways to involve grassroots primary societies — both on entry
and exit, allocation of shares and their pertaining rights and obligations, scope of operations
— geographically and financially, accompanied by full legal incorporation.

Organization: More detail is needed concerning management and supporting structures and
their duties and responsibilities, on internal controls and supervisory and reporting
procedures, on job descriptions and responsibilities of staff, on the training and evaluation
of staff performance, on the delineation of cost and profit centers.

Systems: All financial and managerial reporting will require new systems to record
transactions as they occur, prepare financial statements for customers and for each cost
center, and prepare reports for Central Bank as well as for the different management and
control levels within the bank. The design and installation of new systems is time-
consuming. Once all systems have been designed and tested, manuals and the reporting
formats will need to be prepared, printed, and distributed. Computer and office equipment
will also need to be selected, purchased, and distributed.

Operating procedures: All financial products and services (such as supervision of the
primary societies) will need pricing to ensure full cost recovery and provide a margin needed
to maintain a satisfactory net worth position in accordance with prudential banking
requirements.

Products will need to be priced in accordance with their associated size, term, and risk to
encourage the development of a full range of financial services reaching all levels of society.

Staff selection and training: Staff for key banking positions, such as general manager and
financial controller, will need to be selected from outside the SANASA organization.
Following the design of systems and preparation of ali procedural manuals, SANASA staff
will need to be trained. Some staff may not be suitable for training and will require
replacement. This needs careful planning. The training of just the 7,000 primary society
managers for a minimum of three days at Rs 1,000 per day would cost Rs 21 million
($420,000).

Cost and Type of Assistance

The cost of external assistance is estimated at between $1.85 million to $4.375 million as outlined
in Table 7. The lower figure covers technical assistance, training only at the Divisional level up, and

seed capital.

1
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Cost of Assistance to SANASA Bank

Technical assistance

Foreign
Initial 3 PMs
Implementation 39 PMs
Local
Impiementation 48 PMs
Training
Managers 7,000 statt
Supervisors 500 staft
Computer operator 100 staft
Senicr staff 30 staff

Vehicles & Equipment 1/.

Motor bikes 500 units
Computers 25 units
Computers 100 units
Filing cabinets 500 units
Desks & chairs 500 units

Seed capital

Price & physical contingencies

1/. These are shown at full lccal prices including tarffs and taxes

10.0% of total paid—~up capital

Table 7

Total Costs

$22,000 /PM 66,000
$22,000 /PM 858,000
$5,000 /PM 240.000
Subtotal; $1,164,000

S60 /staff 420,000
$200 /statf 100,000
3300 /staff 30,000
3CCO /staff 5.CCO
Subtotal: $559,000

32,500 /unit 1,250,000
36,000 /unit 150,000
32,800 /unit 280,000
$100 /unit 50,000
$250 /unit 125.000
Subtotal: $1,855,000
$400,000

10.0% $397,800
Total estimated cost: $4,375,800
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Technical assistance for an initial study and costing of bank incorporation (3 person-months).
As outlined above, there are a number of ownership, organizational, procedural, and cost issues that need
to be discussed and included in the design of the bank. A clear and orderly plan for implementation of
the steps toward bank establishment is then needed.

Technical assistance for implementation of necessary steps toward bank establishment (39 person-
months foreign, 48 person-months local). This assistance, continuing over a two-year period, would
follow needs outlined above:

® Reporting systems design and implementation. (9 person-months foreign, 18 person-
months local)

Design of accouniing system, all financial and managerial reports for managers and
supervisors at all operating levels. Design and test software needed. Prepare procedural
manuals. Train key staff.

® Personnel management. (6 person-months foreign 12 person-months local)

Set out procedures for staff selection, job descriptions for all positions, design system for
evaluation of staff performance and incentives, design a training curricula, prepare training
material, train trainers, design and implement a cost-effective training system for new and
advancing staff.

® Establishraent of cost centers and services and product pricing. (6 person-months foreign
over 18 months)

Conduct a market survey to determine the range of, and opportunities for, financial products
best suited to SANASA and its target customers. Review operational costs at all levels to
ensure satisfactory pricing of products, services, and interunit financial flows. Advise on
incentives to encourage better staff performance.

Design and assist in the implementation of the supervisory system needed to monitor and
advise District, Divisional, and primary societies. Provide training and oversight of
supervisors and their managers.

Study tours. In addition to technical assistance, it is recommended that funding be provided to
enable senior management to travel to Bangladesh to review the Grameen Bank and BRAC models and
to Indonesia to review the BRI units and the LDKP/BPR systems. For five staff this would cost about
$17,000.

Vehicles and equipment. The banking capital requirement of Rs 200 million will be the resource
for financing most of the vehicles and equipment. It is recommended that external support be provided
for the improved supervision of the primary societies. For 7,000 primary societies this may require about
500 supervisors. Equipment supports could be in the order of 500 motorbikes, 25 core ard 100 other
computer sets, 500 desks and chairs, and 500 filing cabinets. The cost of these is about $1.8 million.

Training. As outlined above, the training of 7,000 primary society managers could cost Rs 21
million. Additionally the training of 500 supervisors, 100 or rmore computer operators, and senior staff
could cost a further Rs 7 million. The total cost ¢f initial training could therefore be Rs 28 million
(8560,000).
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Seed capiral. To operate as a bank, a total of Rs 200 raillion ($4 million) paid-up capital is
required. It is recommended that USAID provide $400,000 in seed capital. This is 10 percent of the
total requirement. The existing SANASA Movement including the primary societies should finance the
balance of the capital needed.

It is quite likely that the bank will also need a stable core of long-term borrowing. This will
require calculation depending on expected market services and growth strategies. Once formed as a bank,
it will be critical that SANASA be able to retain sufficient profits to maintain satisfactory capital ratios.

Recommendation: Focus on Maximal Outreach, Sustainability and Cost-
effectiveness

Formation of a SANASA bank. $4.375 million
Cost $5 per family beneficiary
Large outreach, women comprise half of beneficiaries, community oriented

including the poor, financial services for both survival and growth-oriented small
and microenterprises.

Provide Assistance to Banks to Work with NGOs

Under this option, assistance would be provided banks willing to develop supervisory and
advisory linkages with NGOs involved in the provision of small-scale financial services.

® The target banks would be Hatton National Bank, selected Regional Rural Development
Banks, and, possibly, the People’s Bank and Bank of Ceylon.

® Financial assistance would be provided to the banks to enable them to make the necessary
investments required, primarily, for the supervision of the NGOs/SFIs. This could also
include the funding of a part of their operational costs during a start-up period of two years.
At the end of the two-year period, the banks and their NGOs/SFIs would reach a mutual
cost-sharing arrangement based on the flows of business. This would strengthen linkages
within the financial sector.

Revitalize the Regional Rural Development Banks

The Regional Rural Development Banks are not functioning as intended. The environment in
which they are operating is changing and they are lumbered with poorly performing loan portfolios. The
Banks need to become a part of the community they serve rather than an arm of government. This would
require a change in their corporate image, « change of their ownership (away from government), the
provision of incentives for staff to improve staff productivity, a much greater focus on mobilization of
community-level savings, and full autonomy and greater flexibility in lending policies and management.

4
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The Regional Rural Development Banks need to focus on making loans in the range of Rs 30,000
to Rs 300,000 — an intermediate area not well serviced by either NGOs or commercial banks.

Assistance would aim at:

®  The development of a corporate image, corporate goals, and associated strategies consistent
with an identified and achievable market segment;

® Recommending ways to improve the delivery of services at the community level. This will
be concerned with establishment and servicing of delivery points, staff training, and
introduction of staff incentives to improve staff productivity;

®  Assisting in the design and <osting of services to ensure market growth in a self-sustainable
manner. Essentially this will be concerned with the design and costing of a range of savings
instruments, transfer pricing in the movement of surplus or needed funds between the
network of Regional Rural Development Banks, and setting the right loan interest rates and
repayment incentives; and

® Designing and installing supportive managerial and financial reporting systems.

Assistance to the Regional Rural Development Banks might be better if accompanied by a specific
loan program carrying with it substantial technical assistance for the Regional Rural Development Bank
system. This type of program and assistance might be more consistent with Asian Development Bank
and World Bank-type projects.

OPTIONS FOR MODIFICATION OF EXISTING USAID PROJECTS

The discussion in this section concerns possible modifications to existing projects to strengthen
USAID’s microenterprise program.

Mahaweli Enterprise Development

Activities that could be considered include setting out and charging a schedule of fees to be levied
on microenterprises for assistance received from the business development centers. MED could also
participate with NGOs, such as AgroMart, in surveys to identify and promote enterprise development
opportunities, and advise these NGOs on the development of these opportunities.

MED could work more closely with regional chambers of commerce and trade associations in
developing initiatives aimed at microenterprises. It could survey and list all types of support services
suitable for microenterprises, and print a directory of these services in national languages and distribute
it to NGOs, trade associations, chambers of commerce, and consulting organizations. The direciory, for
example, would list training courses, business associations, market advice, and business-oriented services.

Business advisory services should be confined to enterprises with expansion prospects. This
would exclude the provision of general training courses and one-on-one advice for subsistence-level
activities.
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The monitoring system should be modified to record microenterprise-impacting services, by
gender, delivered by the project and measure their effectiveness.

AgEnt

AgEnt could be encouraged to devote part of its market identification and development activities
in opportunities for microenterprise and women participation. It should adopt a definition for
microenterprise which is consistent with that used by the Mission. AgEnt could also be ¢:icouraged to
extend its activities so as not to exclude the Mahaweli and its entrepreneurial development.

The monitoring system should be modified to record microenterprise impacting services, by
gender, delivered by the project and measure their effectiveness. AgEnt should continue to employ
women in the development and supply of its services.

The program should consider the indirect effects of AgEnt market development services on
microenterprises. Larger businesses working with AgEnt may have outsourcing, marketing, or financial
linkages to microenterprises.

TIPS

Its monitoring system should be modified to record microenterprise impacting services, by
gender, delivered by the project and measure their effectiveness. TIPS should improve the liaison with
other Mission projects involved in tusiness and market development to disseminate information
concerning the identification and development of business linkages between microenterprises and larger
firms.

PVO Co-financing (and CIPART)

The Mission should not fund credit operations being carried out by NGOs. The focus should be
on the sustainability of NGO operations and assistance should focus on institutional strengthening.
However commendable their objectives, the use of subsidized NGOs in providing rural credit will
eventually inhibit the development of sustainabl: financial services. The focus needs to shift to
strengthening self-sustainable institutions. The Mission should improve the measurement of project
effectiveness in terms of outreach, cost-effectiveness, and sustainability.

® The World Council of Credit Unions has been providing technical assistance to the SANASA
Movement. It is understood that WOCCU will submit a new proposal, under CIPART, for
continued technical support. The formation of a SANASA bank, however, may lessen or
change the need for some of the proposed technical assistance. Some of the assistance could
conflict with later banking requirements. At the least, further USAID assistance will need
to be compatible with the movement’s evolution toward becoming a banking rather than a
credit union operation.

® The Mission would provide technical assistance to the Janashakthi Movement to improve its

financial and managerial reporting system. Consider assistance for expansion to the
remaining six divisions.

VG
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®  AgroMart should develop closer links with the MED, TIPS, and AgEnt projects to identify
and develop products which contain more value-aaded. If there is a move to the southern
province, then AgroMart should link up with the Janashakthi Movement.
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SECTION FOUR

SUMMARY OF RECOMMENDATIONS

SUFFICIENT FUNDING OPTION

Options to be considered by USAID for any microenterprise initiative depend on the level of
funding available. If sufficient funds are available to finance a separate microenterprise project, the
following options should be considered. Although listed as discrete alternatives, these options can be
combined in a number of possible configurations:

Establish and operate a microenterprise project to support p.:actical investigations and
advocacy concerning policy, legal, and regulatory and administrative constraints to
microenterprise development; sponsor market research; and coordinate and disseminate
infermation for NGOs working in microenterprise development.

Assist the SANASA Movement to form a bank to extend additional financial services to
those not adequately served by the existing formal banking sector.

Assist the Janashakthi Movement to achieve a larger and more effective outreach program
to rural women.

Provide assistance to banks willing to develop supervisory and advisory linkages with NGOs
involved in the provision of small-scale financial services.

Support the revitalization of the Regional Rural Development Banks so they can focus on

making loans in the Rs. 30,000 to Rs. 300,000 range that is not serviced by either the NGOs
or the commercial banks.

INSUFFICIENT FUNDING OPTION

If incremental funding is all that is available, the strategy should be to add microenterprise
components to existing projects, or to strengthen existing microenterprise outreach components. Existing
or planned projects that would be appropriate for an expanded microenterprise focus include the Mahaweli
Enterprise Development Project, the AgEnt project, the TIPS project, and the forthcoming CIPART

project.

J <



32

GUIDELINES IN IMPLEMENTING EITHER OPTION

Administrative

USAID/Sri Lanka should adopt the same definition of microenterprise that is contained in
USAID Policy Determination 17 (PD-17), of October 10, 1988. Because PD-17 is under
revision, any revisions in the USAID/Sri Lanka definition should reflect this change as well.

USAID should seek to play a coordinating role with other donors active in microenterprise
development.

Government Policy

USAID should encourage the government to stop granting broad loan forgiveness and
refinancing loan schemes with subsidized interest rates. USAID of course should also
abstain from committing the same errors.

Appropriate Focus and Activities

Microenterprise interventions should focus on growth sectors within the economy, not the
declining sectors.

Extension services for microenterprise should not be a large component in any program
initiatives because entrepreneurs are excellent emulators. The program should concentrate
on identifying feasible markets and technologies, and encourage intermediary organizations
to disseminate information.

USAID should focus on encouraging institutional development of intermediary organizations
that, in turn, strengthen natural business relationships. Such organizations include financial
institutions, business associations, and selected NGOs.

A microenterprise initiative should examine ways in which the Rs 24 billion per year (almost
double the combined total of lcans and grants from official sources) of worker remittances
can be used to assist the growth of a strong microenterprise sector.

USAID should investigate how successful microenterprise entrepreneurs developed the skills
necessary to run their existing business, and dete;mine whether these methods can be
strengthened. To be included in this investigation are apprenticeships, on-the-job training,
and working in a family business.

The financial sector needs to strengthen retail lending techniques to lower transactions costs
in dealing with entrepreneurs in microbusiness.

A recommended strategy for USAID is to provide assistance in identifying markets that
microenterprises can penetrate, similar to the work now being done in AgEnt.

+1
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® The USAID/Sri Lanka microenterprise strategy should pay particular attention to the
constraints that prevent women from gaining equal access to development resources, and
design project components that remedy the identified constraints. Any program initiative
should pay attention to educating women concerning rights and the law, and women’s
programs should include men so that cultural attitudes of males do not undermine women’s
participation.



ANNEX A

RECOMMENDATIONS OF THE PRESIDENTIAL COMMISSION ON
FINANCE AND BANKING



The Commission had a number of recommendations for expanding credit to the poor. These are
summarized as follows:

The Regional Rural Development Banks should:
© Be established in all remaining districts;

® Have their issued capital increased from Rs 20 million to Rs 30 million and allow
commercial banks and cooperative societies to participate in their equity;

® Recruit more staff and provide productivity-related staff bonuses; and

® Establish a Microenterprises Support Fund, with funding through the Central Bank.

Comment: The survey team sees that the focus still seems to be on channeling credit to the poor;
almost nothing is mentioned about the provision of savings services. The Commission discusses the
market niche of the Regional Rural Development Banks in terms of supplying the agriculture sector and
the poor. Ways of doing this cost-effectively are not addressed. The importance of nonagricultural
activities is not discussed. It is important that the Regional Rural Development Banks find their place
in the market. It is possible, however, that if all banks participate in the equity of the Regional Rural
Development Banks, as recommended, the Banks may be constricted to activities that do not compete with
its owners.

The Cooperative Rural Banks (CRBs) should:

® Be delinked from the Multi-Purpose Cooperatives (MPCs);

® Receive prudential supervision by the Central Bank;

® Be given the status of banking institutions within the meaning of the Monetary Law Act; and

® Strengthen audit procedures.

Comment: The survey team believes that adequate supervision of the CRBs by the Central Bank
would need a substantial increase in supervisory staff, special training of inspectors, and the use of
procedures geared to SFIs railic than using the normal commercial bank supervision procedures. The
team supports:

® Activating a credit programming exercise by the Central Bank:

® Widening access to credit at market-related rates of interest; and

® Establishing a credit coordinating and monitoring committee to improve coordination
between financial institutions and to monitor the progress of credit to the poor.

4 o
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ANNEX B

USAID’S MICROENTERPRISE INITIATIVE

s



USAID:s
wme Microenterprise Initiative

The econormuc growth sategy of the US. Agency for [nternagonal Development (USALD) emphasizes poor peoples’ eco-

nomuc empowerment. Microenterprise development 1S an impormnt means (o thus end.

Adrmunseator Bran Atwood has issued a charter outlrung the goals of the imnacve and direcany agency saff to pursue
them. The goals are: 1) to 1ssist poor peeple to ncrease their ncome and asses, thereby zururg the basis to umprove wieir
weifare, nuaigon, hedith, housing and educagon. 2) t0 increase the skill and producavity base ot the 2conomv, so that 2c0-
nomuc growzh is enhanced; ind ) to develop suscunable insarugons through which dissdvantiged groups gun greater
2CCasS (0 resources, fostering 1 ol f5nic that more etfecavely weaves poorer people into thewr socienes is paraQipaang

members.
In pursuing these goals, USALD wall be commutted to:

. Focus on women and the very poor. USAID has pledzed to devote haif of i sugrort ‘or ucTCentrprse T
grams to poverty lending programs (and the poverty lending porten of muxed programs: by dscal vear 1560
Poverty lending programs are Jdefined s those that serve the very poor, with reterence <0 loan imounts Seiow
$300 in 1994 doilars.

o Assist implementing organizations in reaching greater numbers of people. Because the scale of need s great,
invohang tens of muilions of enmepreneurs around the world, the agency’s approach 1s designed to reach as

many people is positie.

o Sustainability and finandal self-sufficiency. Through susmunable insatugons, more people can be reached and
services can conanue over ame, becomung permarent parss of local econormues.

+ Partnerships with local organizations. USAID will seek improved parmerstups with governmenal and ror-
governmencl organzagons, assocagons, credit uruons and other msouons.
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+ The adrmususrator has asked Dick McCall, the agency’s chuet of saff, to ensure that all parss of USAID work
together to move the wugagve forward.

USALD will develop expanded cental mechanusms to support the tuaaave both Gnancuily and techrucallv. Ceneal sup-
port 1s crucal (o ensure that new programs recerve the benefiss of cross-feralizacon. hugh sandards ot performance and cut-

ang-cdge tnovagon.

« The admunstator has bolstered the Microenterprise Development Office with 3 signuficandy larger saff 1o act
as the hub of the unaave. For 1995 implemenagon, that office will deugn a Microenterprise [nnovagon
Program, wath the following elemenes:

- Finanaal resources to leverage mussion programmung tn mucroenterprise, paracularly where such lever-
age ¢an spark UMCOrtnt ANOVIgon.

- Financual resources to support selected crganizanons direcdy, such as U S. private voluntary orginiza-
gons {PVCs), non-governmenal crzaruzacons (NGOs) and credit unons, for innovaave, cumng-r:cg-:

programuming.

- Expanded capacuty to provide technical assmnce to mussions and other organizanens The otEce aiso
will periorm essenoal research, cainung, momtonng and evaluacon duaes.

— Deselopment of better tools for monutoring the pertormance of USALD-supported programs and
Jssessing their LMPact On enuepreneurs

* The exsang PYO Matching Grant Program and Micro and Small Enterprise Loan Guanartee Programs wall
expand the pornon of their funding that supports mucroenterprise, under the guidance of the coordinator ol
the ruoaave

l;u:,,,!»,, }i h.nz 7"“"'7"%3& A

To begin tie immaave quicklv, USAID has expanded three exsang mcroenterprise pregrams in 1994 Despite severe
budgetary constaing, central funding for mucroenterprise actviaes tor fiscal year 1994 wall be berween $20 ruiton and
$23 muihon.

* A ficliey for keveraging mussion programmung will be avaiable for 1594, based on 1 zrasion ot the exsang
Ang-Poverty L ending Project (APPLE) suthonzazon.

« The Bursau ‘or Humerumran Respenses O a2 of Povate and Volunary Ceopersgen PYO Matchng Grans
Program wil mve tnereased support 1o mucrcenterprise. This wear the progrom 2pecs © dlocate wooree-
mately $3 ml.hon ‘0 microenterprise Jetelopment compared to $4 2 miilion i Zecal vear 1993

* The M:icro and Smail Enterprise Development Program wall increase supror: 0 'mcoc"::rpm: s sear
Wik s §1 melbon w subndy 2ppropmanon, it cin leverage approxamately $23 mutlion 1 lending = S et
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USAID Microenterprise Initiative
Wne  Summary — June 1994

To support poor enfrepreneurs around the world, the Microenterprise [maaave raises mucroenterprise develop-
ment to a level of prionty wathun the progrnm of the U.S. Agency for Internanonal Development (USAID).

. o oA
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The Microenterprise Charter makes mucroenterprise development a promunent part of USAID's econormuc
growth smategy tor reachung the poor. USAID has set 3 goal of devoung half of all 1s support for mucroenter-
prise programs to poverty lending programs or the poverty lending pornon of muxed programs by the end ot
Gecal vear 1996, Poverty lending programs are defined as those that serve the very poar, with reference to loan

L=

qzes below $300 tn 199+ dollars.

i1 overall support ror mucroenterprse Kom An estmated $80 mullion in fAscal year 1993
et of $130 muilion and $140 mullion wn fscal years 1994 and 1995, respecavely

o [ncreases

{0 Lir

« A commument that 35 percent of doilar funding ror mmucroenterprise (about $38 muihor) will go
through USAID/Washington i 1995 and 1996, while the majority of the program continues 0
be funded by USAID feld mussions. Central funding for mucroenterprse n 1994 has already

grown to $23 mullion.

« A Microenterprise [nnovanon Program ot $30 muilion for 1995 and 2zun i 1996, with a new
grant program to support microenterprise programs of non-governmental organizanons (NGOs),
private voluntary organizanons (PVOs) and other instrunons; matching funds to increase mussion
support for mucroenterpnse; and expanded techrucal assiscance n design, momtoring and evaluagon.

« Increases 1n the exsang PVO matchung grant program (to $8 mullion in mucroenterprise tunding)
and the Micro and Smail Enterprise Loan Guarantee Program.
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Charter of the
USAID Microenterprise Initiative

The Microenterprise Initiarrve
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BiLy.aie] From USAID's Office of Microenterprise Development:

N
e What Are Microenterprises and What Activities Does

‘ggjep’ the USAID Microenterprise Initiative Support?

This statement 1s intended to answer some of the questions frequently asked about USAID's
Microenterprise Initiative.'

Microenterprise Characteristics

Microenterprises are very small, informally organized, non-agricultural businesses that often
employ a third or more of the labor force in lower-income countries. Many microeaterprises employ
just one person, the owner-operator or "microentrepreneur”. Some microenterprises include unpaid
family workers, and others may have one or several hired emplovees. Aitnough no single
characteristic distinguishes microenterprises fiom small enterprises, USAID has adopted a threshold
of ten employees, incluling die vwnervperator wid any fmily workers, s e spper bound for an
enterprise to be considered "micro”.

Another important characteristic of a microenterprise is the level of assets or income—both of
the business and those working in it. USAID has targeted its Microenterpise Imtiative at the
businesses run by and employing the poor. While definitions of poverty differ Srom onz country
context 10 another, Missions should ensure that any microenterprise programs they support benefit the
most disadvantaged members of the sector. When screening potential clients, 1nstead of means
testing, successtul microenterprise programs tailor their services 0 be attractive to the poor. Ponerty
lending programs, for example, use very small loans to reach the poorest clients and are an important
pat of the Initiative. The USAID Administrator has pledged that one half of all financial support to
microenterprises will go through poverty-lending programs or through the poverty-level portions of
mixed programs. USAID has traditionally used a loan size of $300 as 2 reference point in defining
poverty lending.

Goals and Principles

As primary goals, the Microenterprise Initiative seeks to help the poor increase their income
and assets, raise their skills and productivity, and form organizations that facilitate their more
effective participation in society. In so doing, programs receiving USAID funding incorporate the
following principles: a commitment to significant outreach of services, a continued focus on women
and the very poor, a striving for sustainability and financial self-sufficiency, an adherance to rigorous
performance standards, a sharing of information on best practices, and a fostering of innovation in
both programs and supporuive policy chzzz2. Programs suppertad by Missions should be commiiad
to tinancia) viabiiity and have a credible ~on for sttaring 1. Befors recaving Junding, 2xisting
programs shouid clso domonsizate thair Ly 0 muntan low Lobas of dalinguansy and default whila
charging cost-recovery inierest rates on loans,

“The notice 1s for 'nformation only and dogs act replace USAID's Policy Detarnunatica 717 (PD-1D)

on Microentarprise Davelonmant, PD-17 is surrantdy naing ravised,

| <
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Ways to Implement Programs

In promoting microenterprise development, Missions are encouraged to form partnerships
with non-governmental organuzations, associations, credit uaions, banks, cooperatives, or other local
institutions. A number of institutional paths arc possible. Similarly, programs may use a variety of
mechanisms including village banking, peer group “solidarity* lending, innovative individual savings
and credit programs, and experumental, cost-effective techniques in non-financial assistance. Noa-
financial assistance might involve technical and management training, advocacy, or the release of
market and infrastructural constraints identified in subsector analyses. Interventions may also
encompass support of an enabling environment for microenterprises through institutional and
economic policy change such as improvements in the legal and regulatory framework or reforms in

the financial sector.

Micro=nterprise programs may range from an exclusive focus on non-financial assistance to
programs concenusting solely on microcredit delivery. Non-financial programs, particularly those
that involve training, tend to be expensive and in most cases will be urable to cover costs through
fees for services. Missions should exercise caution in funding these kinds of activities. Such
programs may need to experiment with new techniques to increase their efficiency in service delivery.

Missions may want to wean successful micro-credit programs from continued dependence on
donors’ funds by belping the institutions tansform into licensed financial iztermediaries abie w
borrow from commercial banks and mobilize deposits from the public. Once licensed, the newly
created intermediaries have the potential to leverage dnnor investments vy severa! times or more.

Activities Not Included

In designing new programs, Missions should be aware of what does Dot constitute
microenterprise development. Enterprises owned and operated by middle- or high-income persons,
such as professional partnerships or small consulting firms, are not eligible for support under the
Microenterprise Initiative, regardless of their size. Congressional interest in microenterprise
developm.nt has always centered on reaching the poorest entrepreneurs. Missions should, therefore,
not label 2s microenterprise development any programs that do not specifically address the sector in
ways described above. For example, general policy reforms or agricuitural-crop lending may, in face,
indirectly benefit microenterprises, but should not be classified as microenterprise development
programs. Some microenterprise programs may also provide support to small businesses, but should
clearly distinguish the different enterprise categories when reporting to USAID/Washington and the

Congress.
Questions?

If Missions have any questions concerning this statemant or whether particular zctivities fit
croenterprice

under the Initictive, please contact Eiisabary Rhyne, Dirzctor of the Ofice of Microer
Deavelcpment (G/EG/MD).


http:developm,.nt

B-10

AGENCY FOR INTERNATIONAL DEVELOPMENT
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THE AJOMINISTRATOR \.I.D

POLICY DETERMINATION

MICROENTERPRISEZ DEVELOPMENT DPROGRAM GUIDELINES

A. Statement of Obiectives

Microenterprise assistance is an important element of
A.I.D.'s private enterprise developmen: strategy. It is
particularly important in advancing the goal of broad-
based economic growth and, specifically, increasing
incomes of :he poor, providing opoortunities for
advancement of micro-zntrepreneurs, and =2ncouraging
indigenous investment, The microentarorise subseczor
inclages ctne W~nola2 spectrun 2I product:iv/e dctivizias
ranaing from rural-based agribusinesses and handicraft
producszion to urban-based ktrading, service, and
manufacturing enterprises, manv of which ara labor-
intens:ve,

The policzy guidelines descrioed S2loWw war2 deve
ensure tnhat the resources provided under A.1.D.
microenterprise development program benefit the ﬂanv and
diverse business efforts of the poor.’r The program's

objective is to help people with limited or no access to

loped =o
's

Many A.I.D. policy guidance documents identify
important 1ssues that need to be addressed in designing
A.I.D.'s assistance to lower-income groups in both the
formal and informal secturs in developing countries. The
policy gquidelines contained herein should be applied by
Missions in concert with those in the A.I.D. policy papers
on Financial Markets Development (August 1983), Cooperative
Develovment {April 1985), Privats Enterprise Development
(revised March 1985), Women in Devalopment (October 1932)
and Privat=2 and Voluncary Organizations (Seotember 1932);
the Guidelines on T2rms of aAid; and th2 gquidanc2 containe

’

A
[

1n caolas 1935 STATT 239310 and 28+314 on the privacza
enterori32 local currency l2nding Drazrc2n contawnad 1n
sect:ions L6 and 105 2f 4n2 Food 3S=c.rizy At I 1233,
Some of thes=2 policias ar2 stmmarized 1n zhe znn2¢ to znis
guidanc=.

|
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capital achieve a level and quality of business activity
that will permit increased access to formal financing and
technical services and expand productive employment and
incomes. Development Assistance funds, Zconomic Support
Funds, and local currencies support programs that develop
institutions that serve microenterprises and that provide
microenterprises with ccedit, training, and technical
assistance,

B. General Proaram Guidelines

1. Proaram =arnark and rfunding Information. A.I.
FY 193% aporopria-ions legislation required that A,
make availaole not less than $50 million of the 2ge
FY 1988 DA and =SFf appropriations ko implement a
mLcroent2rprise c22velooment progran. A.I.D.'s 7Y}
appropriations legislation increased the earmarX to
million. Miss:ions will be informed annually by AID/W
changes 1n the =armark level. Local currencies that
from nonprojec: assiscance (such as cash transfesrs, C
and 2. 130 salas) azv b2 used 11 lizu of dollars to 2
the objlecziv/es 0 n2 lagislation, This =2armzark ey
through =he fund of credic, technical assistance,
training, or r=al activities directed at
microencarprises. 1ssrons should be creaative 11 se2%ing
funding and project approaches to implement this orogram.

2. Program Beneficiaries. There is no precise definition
of a microenterprise. As a working definition, subject to
the following axceotions, a nmicroenterprise should have no
more than approximately 10 employees and should nave
characteristics (assets, revenue, etc.) that fi: well
within the framework of objectives set forth belcw.
Special emphasis should be placed on small-sized and
individually-owned productive activities. An attempt to
Jefine or limit the size of a mcroenterorise oo severely
would exclude from the program some enterprises that
congress desirad -0 r2ceive the benefits of the progranm,
i.e., entarorises made up of poor peoole, such 35 a rural,
communi:y-based firm owned and operated dy 20 weoren or

certaln coopara-ives. Furthermor2, the oojectinz of
graduallv advancinI an =2ntarorisa <o access £or-zl sources
of finencing «~24li ce underain2d ~1zh T22 Fzvar: i o linic
based uoon the fiz1's 2mplovees,

Missions rav well have o 232 2 loczliy apdrogriit?
definit:ion of a:cro2ncarprise. This definition snould ce
delineazed in project Or pro3raa docunentation. Missions
should focus on 33siscing now a3 ~211 ac existing

. BEST AVAILABLE COPY !


http:coocera.t.es

B-12

2D-17
October 10, 1988

enterprises. Programs should be designed ideally to

(a) seek out the very smallest enterorises and, among then,
those with the greatest potential for expansion; (b) help
firms access formal systems of financing and technical
services; and (c¢) make at least 50 percent of their
resources (credit, technical, and training) available to
women-owned and -operated entecprises,

Missions should note that the conference report
accompanying the appropriations legislation suggested some
levels or classifications of program beneficiaries:

(a) individuals i1n the poorest S0 percent of the
population, (b) businesses owned by women, and

(c) businesses c+Jned and operated by the poorast 20 percent
of the populatc:ion,

3., Dpolizy Drzlzgua, Microenterorises ofren face a
ma.croeconomic policy and administrative environment that
contains serious market access and entry barriers.
Although A.I.D. may be able to address some of these
problems through micro=anterprise assistance activit:es,
Missions should se=X to addr=ss these graslans in therr
other policy diralogue =2:Iforts as well., <Con/2rzely, whers
successful policy reform efforts create private business
opportunities in a given ar=a, Missions should consider
special emphasis in existing progrz ., or new
microenterprise activities to reinforce the policy change
and exploit the opportunity presented in favor of
microenterprises.

Some policies that have a particularly negative effect on
microenterprises and inhibit their graduation to the
formal sector are:

0 Interest rate ceilings that encourage financial
institutions to ration credit towards favored large
clients, discriminate against riskier micro-
enterprises, and discourage savings movilization;

0 Trade and investment policies that pronote large-
scale industry and are biased against agriculture
(such as foreign exchange rationing and tariff

syst=ns3});

0 Tax laws that ofzen offer low S3x rizss t©o largar
entzrprisas and 2nczdraga thz us2 22 szoizal-
intensive activicias; and

O Restricziva raqulacory and l2gal svs:zsns that crea:za2
consideranla cgbszaclas for 3mall firms, thereby
encouraging informality and discouraging access to
benafits aflorded to legally constituted firms,
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4. Access to Program Resources. In general, the provision
of credit and technical assistance under this program is
aimed at enterprises or cntrepreneurs that cannot access
formal sources of credit. Although special microenterprise
programs may be developed with banking and other
intermediate financial institutions (IFIs), an important
objective of A.I.D.'s efforts is to introduce
microenterprises into the formal financial system.
Therefore, A.I.D.-financed technical assistance may be used
to assist microenterprises to access the hanking system
even in the ansence of a special microenterprise *window®,
In such instances, the microent=arprises senef1t even thouan
they are not specifically targetted by a carticular credit
program,

5. Micrcenterprise Credit Activit.es. A fregues r
to assisting miccoenterprises 1s the provision of credi

a. Loan Size., The average loan size should not exceed
$300 unless tnecr=s are indications that largar-sized loans
are needed to achiave the odjactives of =his progran. For
programs where prevailing country condi-10ons maxke the 3300
limit unreasonable in terms of meeting program objectives,
Missions should se: forth the reasons for the higher loan

size in project or program documentation.

Although the $300 loan size was originally proposed by
congress as a mechanisa for directing A.I.D.'s assistance
towards new =2nterprises, such a limitation may (1) deny
program resources to viable microenterprise program
candidates, (2) be difficult for Mission programs to meet
due to such factors as differing country conditions, and
(3) bias policy against microenterprise growth to a viable
size in some ecnnomic sectors. The loan size should be
small enough to r2ach the target beneficiaries but
sufficient to achreve the oojectives of the pIogran.

b. Interest Rates and Associated costs 'O
Microentarorises. The settcing of lnterast rites 1s an
importanc 2lemant in a pregran designed to cromote viaonla
microenterorises and financially viabie and suscainaol=:
IFIs. Gwn2r-a pracsicasla, tne2 1nb2r025T TRTES and assocrazad
fees charged to 31 microent2rpris2 DY AN TTI spould r=ilzct
the full cost of tne credic provided, 3Sucn an 2pProich
will recuces the likelinood of decapitalization and 1ncr2ase
savings mooilization. If inta2rest rates, collazaral
requirements, or r2payment periods are adninistratively
impossd by the government, the terns agreed tc in A.I.D.-
suppors=2d acctirities will %2 opart 2f 3 nlanna23 2Zfort zo
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encourage governments to move progressively toward market
terms,

The interest rate to be charged on loans to
microenterprises (1) shall, at a minimum, be at or near
the prevailing interest rate paid on Treasury obligations
of similar maturity (to the maximum extent practicabple),
and (2) should not be less than terms prevailing locally
or a rate that approximates the opportunity cost of
capital in that country. At a minimum, the interest rate
to ultima-e private borrowers should be significantly
positive in real terms, i.e., when adjusted for inflation.

In many cases, the transaction costs of microenterprise
loans are greater than similar ccsts associazad with
commercial loans. These costs include the costs of funds
wobilized or borrowed; the normal premiums for the higher
risks of term loins or devaluation risks- £9r 10ans

denominated in foreign currency; the adminiscrative costs
of providing loans to microencerprises; any sxtracsdinary
costs of non-bank services furnished the slicroenterprises
or of suparvising the sub-loans; and a reascnanla prof:t
margin for ths IFI. Missions nay w1sh to provii2 tachnical
assistance to reduce loan transaction costs in :the credic
delivery system and to encourage gr=2ater linkage with the

formal financial system,

It is recognized that, in most cases, most of the initial
loan activity in this program will be short-term.

c. Terms to IFIs. The interest rate charged to
commaercial Lncermediaries that act as IfIs for this progran
(1) should be at least equal to the cost of local,
nonconcessional sources of capital; (2) approximate the
cost of lendable resources of comparable maturities from
the local private capital market (if such resources exist);
and (3) be based on the appropriate rate to the ultimate
borrowers. If interest rates within a particular country
are neld down artificially by gecvernment policies, the
rate charged to the IFIs should be set within the contax:t
of U.S. efforts to encourage adoption of free marxet

intares: rates

-GS =TT

IFT5 should szrive to davalop mora simplilisd zpplication
processes, wnire appropriata, as well as t2 tin< and
accelerats ths movament of sorrowars into th2 fornal
financial system.

\\
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pVOs and cooperatives should be encouraged to work with and
through existing IFIs to handle credit components of the
program. Where this is not feasible, grants may be made
available to PVOs and cooperatives for certain startup
costs of becoming IFIs under this program.

6. Technical Assistance and Training. Another common
approach to assistling mLcroenterprises is the provision of
technical assistance, such as management, marketing, or
production support. Many microenterprise projects involve
training or extansion services o microenterprises, either
as a self-containud technical assistance and training

project or as a compcnent s€ a cradit= project. As past

experience has demonstrated the value of charging
racinients for tachnical assistance and training, programs

offerring these services sphould strive for increasing cos

recovery over the life of the progran,

Sstudies have concluded that training and extension services
are a potentially effective yahicle for reaching the
poorest or 3m2ll23t 2nL2IDILS=S 14

o The training is siaple and builds on 2xi1st1ing
wnowladge relevant to microenterprise level needs;

o They advise or serve as 4 broker 1n dealing with
government regulations and licensing procedures; and

o The recipients are organized into groups Or
associations, thus reducing the unit costs of

reaching then.

Evaluations of successful technical assistance projects
aimed at assisting microenterprises and small scale
enterprises indicate a number of common traits:

o Focus on a "single missing ingredient® rather than
addrassing nulzipls constraints;

o0 Gives oriority to addressing the neads of particular
indus-=ri2s and problens; and

0 Concentrate support on as-aolished enterprises,
rather cthan attempting t2 creat2 nev enterorises,

7. Insti-u-:on2l Interredraziac. ALTLO. should magimicl2
the use of priwvate S2CLOCL 1NST1TUTIORS (1.e., COmMm2IlLz1
panks, cr2diz J4n1Sn3, coeparazivas, PVCs/NGOs, viliacge
banks, and zraiing organizations) wh=2n such 1ns-ituc:icns
operate as intarmediari2s 1n tals DroIran,

Strong oref2ranc=? should be glven to strenagthening and
worcing throush local orivaz21ly-owned and controlled

[

BEST AVAILAR| [ COnY

(ol



B-16

Pn-17
October 10, 1933

institutions. When utilizing section 106 and 103 local
currencies for microenterprise assistance, Missions should
follow the p[OViSlOﬂS contained 1n cables 1336 STATE
259310 and 259314 on the privat2 enterprise local currc2ncy
lending program described 1n the Food Securlty Act of
1985. wWhen utilizing funds other than section 106 and 108
local currencies, Missions snhould follow the guidance
contained 1n the Private Enterprise Development Policy
Paper (revised “arch 1985).

It 1s especially i1mportant that internediiarias wWork as
direczly as posslble witain th2 community 20 tne
benefliciari=2s of cred:rt and +=2chnical 3sisiszance, Wh2a2n
appropriate, zreditz could be =2xtand2d :througn 3roups Orf
similar mechanisms that use ous:iness or individual
reputition 1n the community 3as a prinary decrsion Criteris
1A 2r3Git a.L.38aTion.  TAcCcLrizenanat ol Tom falT.lifaticn

of women 1n the decision-maxing and nanig=an2nt o
intarmediaries should also be emphasized.

hite T LT e o -

In sa2lecting 1773, A.7.D. should 3Juive particilar atzanticn
=5 =n2 ax13sence 3f ar olans o attaia tn2 Iollowing
desirable 1ns-izutional cnarzco=ristils

1%

9 ~Financial soundness - d2monstra
prospec:zs for long-ta2rn viaoilit

o Orientation toward mxcroente:prx:e lending;

0 Market-based pricing policies - demonstrates a
willingness and ability over time to operate in the
markst without reliance on subsidies;

1[7

23 r=23s39nadbl
/

o <Capi:al mooilizacion capasility - denonst ra:es
capability to mobilize capital from intarnal
savings prograns and/or from access to local

capital markets;
o Portfolio and client diversification -

diversification relative to loan purposz2 and type
£ borrower or in other ~ays r2duca exTosur?;

0 Conplamentary financing capasillty - je:lonstraces
potanzial over time for providing other {inancial
sarvices to meet the Jdiversity of porroWer n2:ds;

0 Support systan - denmonstritas potantizl, covar tine,
£or forming pars 3% 3 M2TWdr< I 3502 C3pisle of
oraviding fimzncizl, zT2c-nizzl, ind nznalz2rial
assiszance.

A.I.D should scrive o cotarn lif2 of procect funding Ios
mor2 -han th2 thr2e =o fiLve2 wear norn and 2llo4 07 th2
long-term assistance provided to tha IFI -0 achi2v2 o2
result necessary for susctained oo=rations beyond proisct

life.
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ANNEX

CURRENT A.I.D. POLICIZS
RELATED TO MICROENTERPRISE DEVELOPMENT

The promotion of microenterprise development is consistent
with A.I.D.'s emphasis on market-based growth and the
involvement of the private sector in development. A,I.D.
policy has refleczad this orientation for some time,

Policy papers on Financial Markets Development, Cooperative
Development, Private Interprise Developmeant, domen 1in

Develooment, and Privace and Jolunzary Organizations all
play :mpor=zanz rol2s 1n snaping A, 7.D.'s {ramework fcr
supoor;Lng microenterprise developnent. Some 2s5pects of
the D¢l Dio2r3 ara2 sunmmarized kRelow, ‘
1. Financial Markers Develoonment (3ugqust '988)

The Financ:al “arva=sz Devalopment solicy Daper desliribes
A.I.D.'s policy on Zinanc:2l marxecs devalopaant and
provides guidance on the developmenc of A.I.D.'s prograns
and projects in financial narxkets. LI.D. Eri23 Lo
promoze a sysc=2n of financ:ial nar<eto that 15 intagrated
and relatively undistorted, one that relies heavily on

competitive financial institutions, and on policies to
facilitate competition. This system should be capable of
eaffectivaly nobilizing private savings, allocating that
savings =0 investments yislding maximum retucns, and
magimizing the participation of the general populacz

Among the subjects discussed are macroeconomic policies,
encourac:ing and mobilizing domestic private savinags, credit
allocation policies, legal and ragulatory constraints, tax
polici=s, institu-ional develoomen:z, credit policy,
financial training and scandirds development, 2and n24
financ:al i1nstrements and 1nstit

ut:.ons,
Speciiiz guidance 1S orov “2 1nfornal sector. The
onlicy paper recormanis © . 2Nncourage RCit
qovernn2nz3 0 2dzTpt spec r=s £hat 1nNCr231sz ICC3SS
to fczm2l sourzez 2f el 1z 3,7.D, shcull Iponsor
stucdi2s o2n 72 nztlire and 3 ofF nformal finznc:ial
markats,
A.I.D.'s ass:is55230c2 o th2 1nfornal sector nas nistorically
been 1n tne form of project-nased credit and technical
assistancs. Altncuign maay M ILD, trogrars Jdirazzad at
MLSr2=2nz2r0r.533 and inisrmal 38217 @nt2rpIrliioniEva

BEST AVAILABLE COPY



B-18

»D-17
OQctober 10, 1933

demonstratad that these enterprises ar2 reliaonle borrowers
and can pe reached cost-effectively, studies have shown
that providing credit alone to micro2nterprises only rarely
produced self-sustaining gains; 1ncr2as=2s 1n income Jere
short-lived.

Informal .ector enteroprises oftan face a policy and
administrative environment that contains s2rious marke:
access and entry barriers. Some macroeccnomic policies
have a negative 1npact on informal ent2rprises and serve

as antry sarri2rs to zhe formal sector. These issues
should se addressad witnain tn2 framework of A.I.D.'s
assistance =0 the 1nfornal sec:tor.

A.I1.D. snodld 3ls0 consinue -0 =2ncourzje formal frnancial
ins=i=nuri13ng =9 serwva the sane cli=a2ntela served by tne
LAformal f1aanciil Nai4=273. N otne DIACEs3, o TolE
efficrent formal markets gradually displace less efiactive
informal markets. The best examples at2 thos2 1nvolving
the 2x%2n3:1on of formal financiral svsca™3 0 D2Li2r s2rva
tha 3ra~ing f:nancial denands of small farma2rs and small
SC3il2 an=ranron22r3,  Tols 3coroacn decends Ior o 1os
SuUCC=253 Jn =ne “ruza Of an assunption :nzt fornal
financial markats ar=2 7or=2 eff=2ctive =nan 1nfodrnal
inst-ituz1on3 undar appropriate circunstances Alrhcizn
thi13 assu~p-10n 15 generally borne ou: over the lonag run,
it may not be correct in some markets 1n the short run,

To facilitate graduation to commercial borrowing, A.I.D.
should fsst2r tne involvermen: of formal financial
institu=1ons :n the 1aformal svstem, For exampia, 1% ney
be useful to have a representative from a local private
bank involved in an A.l.D.-sponsored informal sector
lending program conducted through a 2VO. This might
facilitate an informal =2nterprise's graduation from tne
A.I.D. program to commercial banks by increasing the bank's
familiarizy wi=h the borrower (and much of that s2gnent of
borrowers) while establishitng a credit history in which
the ban% has confidence,

2. Cccooaritivae Davalocmant (2oral 1033)

The Cooparzzivs Zavalozrant 2olicy lsses tn=2
razionile £3r A.1.D.'5 4Or% 411 COO“%:B:LJ@S and 133
Qbj=2czivas Zsr The <cooparativa devaloorant, ALILD.,
supDOr=s =he i=valopnent of cooparative organizations
because cespe2razives 2ncody 3speccs of tne princliplaes o
voluntarism, democracic chorc2 and the =2cononic
effeciivanass oFf private entarprise that histmerically hava
shaped our o2wn nazion's devalopment,
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Two important points made are:

o Cooperatives are able to reach and benefit seccors
of the population that would not normally be served
by other private sector institutions or direct
government programs,

o Cooperatives offer an attractive alternative to
puolic seczor programs., The paternalistic approach

of governments and absence of compeition provide
lit=12 1ncenz:ve =0 seek =ff:crenc metnods of
product or =32rvice delivery. A coopzritive,
becaus2 1= 15 recidl2nt owned, "as an autonmatic
incenriva =a maximi2Ze beneflts tO tne nempers,
3. private =ntarorise Develooment (ravised March 1985)
A.I.D.'s privaz2 =2nz2rprise iniciative 13 directed at the
developnent of 7n2 LDT's private sS2CLor, The policy papar
sta-as that =ns 152135 i a.I.0.'s poalicy toNard private
enterprise ar=2:

O to encourags LICs o open tnair 2conomes to a
greatar reliiance on comp=titive narkets and private2
enterprise in order to meet the basic human needs
of their poor majorities through broadly-based
self-sustained economic growth, and

o to fostar zhe growth of productive, se
income and Job producing privace encsr
developing countries.,

The Private Znt2rprise Developnent policy paper also
identifies \.:..D.'s target group for private enterprise
developnent activitzies, It r2p2ats Seclisons 131 and 102
of the For=2igzn Assistanc2 Act of 1961 (FA%), as ameanded,
stating that on2 of a2 four principal goals of U.S.
foreign econom.lz 3s3lszancz 1s ". . . the allaviation of
the worst onRv3:2al manii2cszacions oI powarty andng hhe
world's scor malcoiTe .ot
Consisssns wl-7 =713, to SuazToer Zellizzs T.o. . TnEL Lo
principal puirznse 37 nit2d St2tes Ol.iat2Ta. Janvalonmenc
assistance 13 %0 nels tne2 goor malority 2I p2ople 1
daveloring Zcountri2s IO Dartlcizat2 10 3 DISI233 £
equitaole grow~th through producttlv2 Wor« )
policy paper Z1727T3 That proj2Cts ~0ich '3
privata =2n-2ror132 20licy 3nousd cleariy
linkages bazwzin <73 oIl “nat 13 %)
Arne Tt 3. o Drllinell Tl LI Dr.Tas

z
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Specific policy guidance in the policy paper addra2sses
activities that include policy dialogue, legal ang
regulatory constraints, assistance to the ind:genous
private sector, private Sector particlpatlion tn th2
provision of traditional government services, parastatals
and government authorized monopolies, capital saving
technology, training, and infrastructure.

With respect to the informal sector, the policy paper
stated A.I1.D.'s pelief tnat the operatian of the
hetarogeneous, dynamic and largealy unrzegulatad 1n
economy provides a powerful arguasnt 1a favor Of

2]
O
s
2
]
—

elininacing unaconomic contz2ols »2n zhe formnal econeny., In
countris3 amsnzsl2 2o pceluiczy dialeogu2 and relatad ra2forms,
direct A.I.D. 3s5515%3ance 0 2nhanc2 the 1mportzanca Jf =n2
informal =2conony is5 2 wvaluacle zomol2m2nzary orocra~ =2
policy gralogue witn tne LDC gov=rni2ncts, [0 counoriies
that ars reluctant to discuss policy, assistance to
proddctivea activicties carciad cus tn 2he tnformal private
Sector nay o2 the only effecoive Wiy =3 stinglaze orzad-
Dased growtn and develooment., 4, 7.D. 135 3 397377 1nat2r23t
10 CI3Gr3In3 wnilIn 3UDS0CT T2 LTIiorTal DIt eIl

4. wWomen in Devalooment (Dc-oon2r 12332)

Poor women 1n dev2loplng countries bear major economlc
responsibilities, yet they are generally less well
educated than men and have less access than men to modern
productive resources. Thus, they often fill jobs which
require little skillad work and ar2 anong tne lowes:
paying. In the Wdomen 1n Dev2locnment oolicy pabe:, 3.7.90.
recognrzed that tne produc+t=ivity Of women is 1mportant £o
personal, family and national well-being, and that women's
productivity depends on their improved access to resources,
e.q. land, improved farming technigues, information, and
employnant,
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activities that include policy dialogque, legal and
regulatory constraints, assistance to the tndigjenous
private sector, private sector parcicipation in the
provision of traditional government services, paraszatals
and government authorized monopollies, capital saving
tecnnology, training, and infrastructure, get

Specific policy guidance in the solicy paper addresses

With cespect to the informal sectcr, the policy paper
stated A.I.D.'s belief that the operation of che
heterogeneous, dynamic and largely unrequlated informal
economy provides 3 powerful argument in favor of
eliminating uneconomic controls on the formal economy. In
countri=s amenanle to policy dralogue and related reforms,
direct A.I.D. assistance to enhance the 1nportarice of the
informal =2conony 1S 2 valuaole complamentary Drogran o
policy dialogue with the LDC governments. In countries
thao 7= -=l.ztint Trzoucc oolicy, assistance no -

- = - -

productive activitles carri=ad out 10 tn2 informal privace
sector may be the only effective way to stimulate broad-
based growth and developmant. A.I.D. nas a strong interest

in pragrams ~hich sSupport tne 1nfornal private sector.

4. Woman in D2valopmanz (Gcotogar 1930)

Poor women in developing countries bear major econonlc
responsioitities, y2t they are generally less well
educated than men and have less access than men to modern
productive resources, Thus, they often £ill jobs which
require little skilled work and are amoug the lowest
paying. In the Women in Development policy paper, A.I.D.
recognizad that the productivizy of women is important to
personal, -family and national well-being, and that women's
productivity depends on their improved access Lo resources,
e.g. land, improved farming techniques, information, and
employment.,

As a natter of policy, A.I.D. will:

k to 1ncrnhasa relevant kxnowledge and skills

0 3ee
among women and girls where lack of education and
training constrain women's effective access to nore
oroductive wWork;

o supoport tne davalogmant oL lazcor-3aving
t2zhnologi2z «hizn 3 =3zla and azzacsizie Lo
wom2n 4ner2 z 2 13gi2 2i:z: ~272n's
ovarall prod

> s2itoort =222 , “nIousn
colicy ralfor 37375 ~nicn
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demonstrate ways in which women can enter
nontraditional types of work where systematic bias
exists against females in the labor force, or in
certain segments of the labor force.

Effective implementation of A.I.D.'s Women in Development
Policy depends on the policy being reflected throughout
A.I1.D.'s portfolio. This is to be done primarily by:

o introducing gender distinctions in the terminology
employed in all of A.I.D.'s program and oroject
dceumencs 1n order to define mor=2 oraclsely the
sociral context and impact of A.I.D.'s wWwork;

o disaggrzgazing by seX dara collected for 3.1.D.'s
country stratcegy formulation, project
idenrificaticn, oroject desi1gn and tnrougaout the
11fe of projecis;

o requiring A.I.D.'s country strategy, projecc
identi1fication and planning documents to explicitly
descrioe strategies to involve women, benefits and

5 -3 wonen and benchnarks to meisdie

4 a=1on; prowvwi.ding sudstantiie

.
o 3scatamencs during tne DIoC2S3

impadimant
wonen's 2a
or

™

their raview;
o evalua-:ing and s235ing the 1mpact of A.1.,D0.'s
programs and pro scts according to gend2r
differentials - both in relative and aosolute terms
- with regard to improvements in access to and
control over resources and predicted benefits and

returns.,

d
)

The policy paper discusses actions to be taken in botn the
formal sector and informal sector. Although general
trends in devaloping countries show women's participation
in tne formal labor fcrca to be low, Lncreasing pooulation
nd =ne wnabilizy of the formal sector to

¥

pressur2s and

accommodate the expaniing labor force has pushed nmore
peopla, especially wonen, 1nto seaking employnent in the
informal sector.

In the f£ornal s=2:toL, o solicy 20C0Nur3gRs 3TTInDLS o)
Dreak =he nati2rn J: s5man's r2l2gat.0n L2 150w =003 0CT LYY
occupasioni <11 DD ICrOWoA poc2nzial. A,.7.0. <an
accomplisn =-ni3 2 J23130103 10to Drojects tae 2yzansicn of
amploymenz orporIdnitias 10 33-C0r3 Wher2 40720 2ave st
traditionally wWorxed, ani in choge ralaTivaly aew 32379303
of the economy/ wWaer= ganier-3peciing Wwork rol2s ar2 not 7et
entrenched. -n addiz:icon, A.2.D. €3N suopcrz ant f21ad
occuzaricnal =Tr2..1i¢ Drograns Lor Women.
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In the informal sector, a variety of progranms for small
entrepreneurs and microenterprises have been successful,
and can be adapted for women. A.I.D.'s decision fo focus
on technical assistance and/or provi-ion of credit through
financial intermediaries must depend cn the particular
situation. However, 1in many countries there are
substantial numbers of self-employed women, particularly
in micro and small 1ndustries, who will gain from enhanced
Mmanagerial, administrative, and financial skills, as well
as from the formation of Cooperative institutions.

Specific policy guidance 1s also provided 1in such ar=as as
women 1in agricultural development, human resources,
education, energy and natural resource conservation, and

water and nhealth.

5. A.I.D. DPartparshin in Intarnaticnal Pevalschent with
Private and Voluntarv Organizations (Septemper 1982)

The policy paper on Private and voluntary Organizations
presents the rationale for A.I.D.'s work with private and
voluntary organizations and the proceduras that tpe Agency
will follow 1n this arsa. The Daper states thar Pv0s are

a heterogeneous universe - diverse 1n their expertise,
size, bases of supcort, and modes of operation. PVOs bring
unigue skills to the joo of Third world development and can
be a means for effectively engaging the rural and urban
poor in their nation's development,

Tl Sbotc

Alan Woods
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PEOPLE AND ORGANIZATIONS VISITED
DURING THE MICROENTERPRISE DEVELOPMENT SURVEY

5



People and Orqanizations Visited During The Microenterprise Development Survey

January

9

10

12

13

14

Monday

Tuesday

Wednesday

Thursday

Friday

Saturday

Tuesday

Wednesaay

Janasaviya Trust Fund

Cantral Bank
Central Bank
Sanasa Federation

Mahaweli Enterprise Devaiopment Project

Hatton National Bank
Agromart Outreach Foundation

Central Bank

TIPS
AgEnt

Industnal Services Bureau, North Weslern Province

AgroMait

Mahaweil Enterprise Development Project
(Madatugama Business Center)

SANASA
Community Action Foundation {NGO)/JTF

Mnrustry of Agriculture

UNDP

Mnustiy of Youth Affairs, Sports & Rural Development

A.A.S.M.Ali, Director of Credit

P.T.Sirsena, Director of Bank Supervision
W.A Wiyewardena, Director, Rural Credit
L.B.Dasanayake, General Manager

P.W Abayawickrama, Financial Consultant

James R. Fnucane, COP

Sunil Amarasinghe, Director

D Wiesurriera, Assnt General Manager
Ms. Beulah W. Moonesinghe, Chairperson.
G.I Hewapathirana, Pioject Drrector

Mrs. M.N R.Cooray, Additional Secretary, Banking Development Dept.

Spencer T. King, CEO

Richard Hurelbrnk, Managing Director

Ralph Chatfee, Fnancial Advisor

Anthony Dalgleish, Marketing/Agro—~processing Advisor

Gamin| Senanayake, Director
Traning Center

Jayantha Jayewardene, Deputy COP
M.W Panditha, Credit Advisor

Unit Manager, Walas Wewa
Communtty Organizer, Kurunegala.

Mr.B Warsakoone, Additional Secrelary.

T KBarman
Mr. R.M. Ratnayake, Sceretary
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19 Thursday
21 Saturday
27 Friday
31 Monday
February
1 Wednesday
2 Thursday
3 Friday
6 Monday
7 Tuesday

Hatton National Bank

People's Bank

Janashakthi Sangum Bank
Hatton National Bank

The Asia Foundation
National Planning Department

Swisscontact, Kalutra
IRDP, Min. Planning & Implementation
Center for Women's Research

Sri Lanka Business Development Center
Woamen’s Chamber of Industry and Commerce

CARE tntemational, Sri Lanka

SANASA

Central Bank
Chambers of Commerce

CIDA

Mahawelll Authority of Sri Lanka
Mtemnaticnal Labor Organzation

Small & Medum Enterprise Developers

R.T.Wijetilleke, Managing Director & Chief Executive
Daya Muthukumarara, Deputy General Manager
S.S.A.L.Siriwardena, Director of Research

Titus Abeysinghe, Assnt. General Manager

Carmel Goonetilleke, Deputy Chief Manager

W.G. Mithraraltne, Govemment Agent, Hambantota
S.H. Chithrani Dammika, WDF Organizer, Hambantota

Edward H. Anderson, Representative.
Mrs. Chitra Perera, Director

Mr. W. van der Veer, Project Manager
Mr. Amerasekera, Director

Prof. Swama Jayaweera, Joint Director

Mrs. Thana Sanmugarn, Joint Director

Dr. Abhaya Attanayake, Managing Director
Suniyakanth1 Mellawa, Chairperson

Mrs. S P Gunasinghe, 1st Vice —~Chairperson
Mrs. Wangasekera, 2nd Vce-—-Charrperson
Mrs. Ramola Sivasundaram, Jont Secretary

Lora Wuennenberg, Assistant Country Director
Swama Kodagoda, Duector/Trainng

Robert F. Lestina, Consu ltant, WOCCU.

P W.Abayawckrama, Fnancial Consultant

M.G.Senanayake, Dep. Director, Banking Development Dept.

Patrick Amerasinghe

Julan Murray, First Sccretary, Canadian Embassy
S W.K J Samaranayake, Director General

S Kulatunga, Project Coo-ordinator

H M Ranasinghe, Project Manager
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30. “Small and Micro Enterprise Development Project No. 262-0212, Egypt. Midterm Evaluation."
Katherine Stearns. GEMINI Technical Report No. 30. March 1992. $7.60
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41. "Study of the Informal Commercial Sector, Poland.”" SMG/KRC Poland. GEMINI Technical
Report No. 41. May 1992. $4.20
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45. "Get Ahead Foundation in South Africa: Final Evaluation." Robert Christen, Elisabeth Rhyne,
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Technical Notes:
Financial Assistance to Microenterprise Section:

*1. Series Notebook: Tools for Microenterprise Programs (a three-ring binder, 1 and 1/2 inches in
diameter, for organizing technical notes and training materials) and "Methods for Managing Delinquency"
by Katherine Stearns. April 1991. $7.50. Also available in Spanish and in French.

*2. “Interest Rates and Self-Sufficiency.” Katherine Stearns. December 1991. $6.50. Also
available in Spanish and in French.

*3, "Financial Services for Women." C. Jean Weidemann. March 1992. $5.00. Also available in
Spanish and in French.

*4, "Designing for Financial Viability of Microenterprise Programs.” Charles Waterfield. March
1993. $10.00 with diskette. Also available in Spanish and in French.

*5. "Monetary Incentive Schemes for Staff.” Katherine Stearns, ACCION International. April 1993,
$3.80. Also available in Spanish and in French.

Nonfinancial Assistance to Microenterprise Section:

*1. "A Field Manual for Subsector Practitioners." Steven J. Haggblade and Matthew Gamser.
November 1991. $4.65. Also available in Spanish and in French.

*2. "Facilitator’s Guide for Training in Subsector Analysis." Marshall A. Bear, Cathy Gibbons,
Steven J. Haggblade, and Nick Ritchie. December 1992. $35.00. Also available in Spanish and in
French.

*3. "Management Information Systems for Microenterprise Development Programs.” Mark King and
Charles Waterfield. January 1.95. $6.50.

Field Research Section:

*1. "A Manual for Conducting Baseline Surveys of Micro- and Small-scale Enterprises." Michael
A. McPherson and Joan C. Parker. February 1993. $13.60. Also available in Spanish and in French.

Special Publications:

*1. "GEMINI in a Nutshell: Abstracts of Selected Publications.” Compiled by Eugenia Carey and
Michael McCord. Special Publication No. 1. 1993. $10.00

Copies of publications available for circulation can be obtained from PACT Publications, 777 United
Nations Plaza, Sixth Floor, New York, NY 10017, U.S.A.
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