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EXECUTIVE SUMMARY

India, with over 930 million inhabitants, is second only to China in terms of population.! Per capita
GNP in India is approximately $300, and is comparable to other countries in the South Asian region. India
is undergoing more rapid growth since the initiating an economic liberalization plan in 1991. Economic
growth rose from 4.3 percent in 1992-93 to a preliminary 5.3 percent for 1994-95 2. Projected economic
growth for 1996 is 6.0 to 6.3 percent.

The Mission of the U. S. Agency for International Development in India contracted with the Growth
and Equity through microenterprise Investments and Institutions (GEMIND) Project ' to undertake a study with
two objectives.  The first was to provide an international perspective on microfinance initiatives and
microenterprise development in India, particularly with respect to gender. The second objective was to make
programming recommendations about support for enterprise development through NGOs.

Microenterprise in India is defined, not by the number of workers, but by the level of investment. Few
data exist on microenterprises, variously defined as the “tiny sector”, "cottage industry”, village business, or
the khadi sector. It is typically difficult to obtain data on microenterprise, and in particular, the informal sector.
In India, the problem is compounded by requirements that only establishments with 20 or more workers report
to the government, and second that business registration is optional. Nevertheless. a conservative estimate of

the number of tiny and small scale business units is about 3.3 million total units.

Official GOI policy has been supporiive of small enterprise, with selected sectors of the economy
reserved for small businesses. The Small Industries Development Organization, and the Small Industries
Development Bank of India are officially mandated to support small business development. The village and
small scale industries sector achieved a real growth of five percent per year since 1990, higher than the overall
industrial sector growth. Because formal sector performance has been solid in recent years, it could be
expected that the informal sector is also thriving. In fact, anecdotal estimates place annual growth in the
informal sector at up to 15 percent per year.

As expected, growh rates and constraints vary within and by sector. s the policy environment
becomes more exporter-friendly, India's textiles, including ready made garments, agriculture and allied
products, leather, gems and jewelry and process foods have great potential. And all of these are in the domain
of India’s small scale sector. Agribusiness, including fisheries, forestry, livestock and [ orticulture have
tremendous growth opportunities for small scale businesses. A recent study of the rural non-farm sector
indicated that services were a more important growth sector than traditionally assumed. The major constraints
identified for the rural non-farm sector were: limited access to markets, undeveloped infrastructure, and
inaccessibility of credit. Each of these barriers has implications for microenterprise/microfinance support
programs.

Gender is also a crucial variable in microenterprise in India since women make up a large proportion
of microentrepreneurs, are over represented among the poor, and have inadequate access to social safety net

' “World Population Data Sheet". 1995. Washington, D.C.:Population Reference Burcau. Social Indicators of
Development. 1995. Washington. D.C.: World Bank.

* Country Economic Memorandum. 1995. Washington, D.C.: World Bank.

* GEMINI was initiated in 1988 and has expericnce in more than 40 countries. The program is administered by
Development Alternatives, Inc. to whom Weidemann Associates, Inc. is a subcontractor.
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programs. In India, 94 percent of working women were reported to be self-employed. Women's businesses
are a form of self-directed poverty reduction strategy and can partially substitute for social safety nets since
self-employed women appear to have higher eamings than piece rate workers.

Non-govemmental organizations (NGOs) play a significant role in promoting cottage industries and
income-generation in India. There are an estiated 60 thousand NGOs officially registered, but only about
10 percent are active. Of the active NGOs, between 700 and 1,000 are capable of delivering programs in a
sectoral area. Approximately 20 NGOs are attempting to mainstream economic activities.  The most
significant of these organizations that work with women are SEWA, PRADAN, MYRADA, UDYOGANI,
CDF, ASSEFA. ADITHI, and URMUL.

USAID has several options that must be considered in developing an approach to inicroenterprise
promotion.

. The legal and regulatory environment is particularly nettlesome for microentrepreneurs in
India. A dialogue covering policy and regulatory issues impacting on the growth and
development of micro-business would be fruitful since govemment cfficials apoear to be
given significant latitude in interpretation of policy, and "rent seeking” behavior results.

. NGO strengthening must be an integral part of any strategy tor USAID to assist the growth
of microenterprise.  These organizations can play significant roles in prepanng
microenterprise for financial intermediation. However, there needs to be more active
extension and outreach from orie NGO 1o another since many NGOs are discovering lessons
in parallel rather than from each other. The philosophical orientation or social welfare
underpinnings of many NGOs has often hampered meaningful entry into microenterprise and
microfinance. Furthermore, in the laudable effort to be participatory, many NGOs only reach
limited number of clients, with few programs, and take years to do so. This constrains their
potential for outreach, scaling up, and replicability, especially in the absence of opportunity
for cross-leaming with other NGOs.

. Before embarking on any microenterprise development, or microfinance program, USATD
needs to examine some critical knowledge gaps. These gaps include estimating with greater
precision the number and location of microenterprises, determining the major firm-level
constraints, identifying existing sources of formal and informal finance, uncovering the
existing business linkages between microenterprises and larger businesses, and assessing the
effectiveness of support structures and organizations to assist microentrepreneurs.

With regard to gender, USAID/India’s Women's Initiative (WIN) Project is in the pre-design stage.
WIN is expected to support women's initiatives in the Hindi-speaking area of North India through technical
assistance, grants and training for NGOs working on issues related to women's roles and status. Women in
these States are often poor, uneducated, and lacking in access to social services. The WIN Project will build
a constituency on women's issues by strengthening Indian NGOs working in Uttar Pradesh and Madhya
Pradesh, focusing on women's leadership, literacy, microenterprise and environmental health. WIN will also
work at the national level with NGOs involved in research and training on policy issues relating to women's
rights and status. It will complement the Mission's family planning and reproductive health interventions with
an ineervention designed to improve the role and status of women in Uttar Pradesh and Madhya Pradesh.

The Mission's strategy for the WIN Project should be guided by several principles:
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Women in development professionals, NGO leaders and poor women cited income-generating
as a top priority. Therefore. the project should be economically-led to the extent possible.
Upon getting the women's attention and time commitment, and demonstrating sincerity about
meeting their expressed needs, additional project features can be added--health, family
planning, literacy, etc.

Ideally, pilot projects should be sited where there is the greatest chances of success.
However, this project must be located in the Northemn Hindi-speaking belt where the need is
greatest and but where the human and institutional resource base is limitcd.

WIN is an integrated program with microenterprise as a potential arca of emphasis. However,
there is a critical vacuum of NGOs with proven microcredit/microenterprise experience in the
targeted geographic arca. Maxiium effort must be made to select sites and situations in tae
targeted area where NGO capacity can be enhanced. so that women are attracted to the
program, and objectives are achieved in women's leadership, literacy, environmental health
and entrepreneurship.

If feasible, WIN should be linked to any proposed Mission initiatives in microfinance, in
order to assess impact of credit, and to create connectiors between microenterprise and
inicrofinance pilot activities.

WIN's approach should be transparent since the proposed project involves sensitive topics
such as family planning and reproductive health. In view of the large women's movement in
India that some elements would label as “feminist”, there are many opinions to be sought and
divergent voices to be heard.

The Mission should involve NGOs in training and participation from the outset to ensure
maximuin benefits for the Mission, the NGOs who act as intermediaries, and *he women who
are the ultimate clients. The design and the process swrrounding it should probably be viewed
as an iniegral part of the project and not just a prelude to it.



SECTION ONE

BACKGROUND

INVESTIGATIONS IN INDIA

The Mission of the U. S. Agency for International Development in India contracted with the Growth
and Equity through microenterprise Investments and Institutions (GEMIND Project * to undertake a study with
two objectives. The first was to provide an international perspective on both microfinance and micr enterprise,
especially with respect to gender. The second objective was to help USAID/India to determine whether it
should support NGOs active in enterprise development, and if so. what form this support should take. This
consultaney " took place March 1-17, 1995 and followed a six week TDY by Dr. Joan Mencher, who examined
gender and successtul microenterprise programs of the Government of India (GOD and NGOs. The current
asstgnment comeided with one by Dr. Marguerite Robinson, who was investigating the potential for a self-
sustwning financial institution for rural India.

The consultant was to work in India for one month, collaborating with a local firm to conduct more
in-depth analysis of constraints facing women's aceess to formal credit in the northern and central Hindi-
speaking states.” Itis difficultin the best of circumstances to do justice to such a large, diverse. and important
country as India. so the findings presented here are preliminary.

During the assignment, the consultant met with USAID, government and NGO officials, using key
informant and rapid appraisal techniques. 7 Data were verified through “triangulation” using additional
sources. Primary data were gathered during a brief field visit to Rajasthan; otherwise, secondary data were
used.

No comprehensive survey of microenterprise nor microfinance had been undenaken in India and little
information was available in the Mission about this sector. Therefore, it was necessary to first review the state
of the art of microenterprise in India before proceeding to women's enterprise opportunities and constraints,
and finally to programming options for the Mission.

This report begins with a brief overview of USAID's Microenterprise Initiative and the global state
of the art on micreenterprise. Section two of the report addresses microenterprise in India while section three
adds the gender dimension.  Section four examines the role of non-governmental organizations in
microenterprise and microfinance. A brief discussion of poverty as it relates to microenterprise and gender

* GEMINI was initiated in 1988 and has experience in more than 40 countries. The program is administered by
Development Alternatives, Inc. to whom Weidemann Associates, Inc. is a subcontractor.

* The consultant for this assignment was Dr. C. Jean Weidemann, while Ms. Madhu Gujral was the USAID/Indian
Mission teain member. Dr. Heather Gold:nan. Director, Food for Development (FFD) and Mr. Terry Myers, Deputy
Mission Director, provided overall guidance.

® These states include: Uttar Pradesh, Madhya Pradesh, Pihar and Rajasthan.

" The consultant did not work with a focal firm since this decision was postponed urnitil a clearer determination could
be made about using such services.
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is included. The report concludes with a look at USAID's options and strategies for microenterprise in general,
and for women in particular.

DEFINITION AND USAID DIRECTIVES ON MICROENTERPRISES WORLDWIDE

Definition and Characteristics of Microenterprises

Microenterprises are very small informally organized, non-agricultural businesses.* Many of these
businesses employ only one person, the owner-operator. Some include unpaid familv workers, while others
may have one or two paid employees. USAID has adopted an upper threshold of ten emiployees, including the
owner-operator and any family workers, for an enterorise to be considered “micro”.  USAID's Policy
Determination 17 (PD-17), provides the following definition of a microenterprise:

As a working definition, subject to the following exceptions, a microenterprise should have
no more than approximately 10 cmployees and should have characteristics (assets, revenue,
etc.) that fit well within the tramework of objectives set forth below. Spacial emphasis should
be placed on small-sized and individuallv-owned productive activities. An attempt to define
or hmit the size of a microenterprise too severely would exclude from the program some
enterprises that Congress desired to receive the benefits of the program,

Furthermore. the objective of gradually advancing an enterprise to access formal sources of
financing could be undermined with too severe a limit based upon the firm's employees.”

Policy Determination 17 goes on to state that "Missions may well have to use a locally appropriate
definition ot microenterprise. This definition should be delineated in project of program documentation.”

There are distinct types of microenterprises along a continuum of economic sophistication. At the
lowest leve] are economic activities carried out on an occasional basis that generate some income, but where
it 1s debatable whether the activity constitutes an "enterprise”.  For example, a woman who raises poultry for
her own household use and occasionally sells excess to her neighbors, may or may not be considered a
microentrepreneur. In the same neighborhood, another woman may regularly raise and sell poultry as an
income-generating activity. This woman clearly fits the profile of a microentrepreneur. At a sightly more
sophisticated level, poultry-rearing may be a home-based family enterprise.

At the low end of microentrepreneurship continuum are individuals who are the disguised
unemployed. They include 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 individually
exhibit little or no economic growth. As a result of these factors, there is a high turnover of businesses at the
low end of the microenterprise continuum.

* This section draws from previous syntheses of GEMINI work, as well as USAID's Microenterprise Initiative, and
PD-17 of October 10, 1988 on Microenterprise Development (Annex A). The latter is currently under revision.

*USAID Policy Determination: Microenterprise Development Program Guidelines, October 10, 1988. paragraph B-2
Program Beneficiaries.



At the upper bounds of the microenterprise continuum are growth- oriented businesses. A major shift
occurs when a business expands beyond the level of using only family labor. Only a small minority of
microenterpnses are expansion-oriented. The growth-oriented enterprises expand quickly. Annual growth
rates ranging from 40 per cent to 80 per cent are common. The expanding enterprises are often characterized
by the proprietor having had previous experience in a related business, family support, engineering or technical
skills, a productive work force and a propensity to take some business risk.

Subsistence-oriented and growth-oriented microentrepreneurs cach require a different strategy and o
different set of interventions. While both need credit, both often have difficulty finding suppliers of financial
services. Banks are usually not structured to provide satisfactory financial services to small survival-oriented
entreprencurs and their houscholds. Financial institutions able to cost-effectively deliver services to small
communities are needed. When such institutions are not available. intermediaries such as NGOs are often
used. Busiess development training is appropriate for businesses that are expandmy, but not for survival-

oriented busmesses.

Approximately 30 per cent of the Third World population is under-served by social and economic
services. Atbest, poverty alleviation and microenterprise development programs reach between four to twenty
per cent of the targeted population. Governmental and donor programs have been unsuccesstul in reaching
intended beneficiaries.

This has resulted in movement to a market-led approach focusing on the environment surrounding
microenterprises and to the strengthening of intermediaries able to develop and provide sustainable post-project
services. A major need of microentrepreneurs is the provision of financial services. As a result. project
assistance focussing on this need has reached large numbers of beneficiaries at relatively low cost. The
provision of savings services for the poor and the communities in which they live is of <ritical importance,
Frequently the number of savers in a financial program or institution will outstrip the number of borrowers,
perhaps by a fivefold margin. Many microentreprencurs are debt-averse due to their small equity base and the
economic uncertainties of their lives. Savings programs allow them to accumulate liquid assets available for
use during emergencies and offer positive rates of returns. Universal duta show that even very poor families
are able to save 20 ceats to 50 cents per week. These amounts are significant when measured against initial
loan sizes frequently in the range of $25 to $50. The positive relationship between the recovery rate of loans
and the collection of savings from within the same community is also important. The volume of community
savings, furthermore, usually excecds the demand for lending when satistactory savings services are provided.

Typically, microenterprises account for approximately 30 per cent of employment in an economy. The
majority of microenterprises, however, grow very little: about 70 per cent show no growth and these employ
half of the microenterprise work force'®. Business start-ups are responsible for 80 per cent of employment
growth, and more than 80 per cent of new starts are one person enterprises.

Gender is a critical factor. Women proprietors often use enterprise profits for family welfare, thus
creating conflict 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 markets. Among the fastest growing enterprises, however, raw material inputs is an important economic
constraint.

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



Often banks are often neither structured nor located to provide small-scale financial services outside
of urban areas. Thus, it has been necessary to provide services in these areas through small financial
institutions and NGOs. The latter types of financial services can reach large numbers of clients and can
achieve sustamability with substantial investment over time. The Grameen Bank required ten years to prove
its viability. BancoSol in Bolivia needed almost twice its anticipated time for start-up and commencement of
operations, and the Bank Rakyat Indonesta (BRD Units and the Bank Pembangunan Daerahs (BPDs) in
Indonesia benefitted from project assistance recerved over ten years. This amount of time 1§ necessary to
ensure that all regulatory, commercial and social linkages are fully tested and viable in a non-distortionary
manner.

Self-help group (SHG) development requires an investment of approximately $4 per group member
to enable members to be eligible to receive services. Job training programs usually cost more thun $200 per
trainee. Taking mto account tailures in start-ups and the inevitable death of many enterprises within three
years, the final cost will be more than double for each surviving entreprencur. Additional business mvestment
cost per job created will commonly be within the range of $ 130 to $ 1,000. Unless training is tocussed on
specitic job needs, its cost, plus business investment costs, resultant businesses will not be financially feasible.

Sub-sector studies have enhanced cost effectiveness of enterprise-creating services by identifying high
growth potential industries; types of interventions to be used; and stimulating their linkages within a
commercial framework. Required services can then be identtied and appropriately priced so that, as tar as
possible, they are recoverable from the consumers. The high rates of return feasible from microenterprise
activities make cost-recovery a realistic goal 1f satisfactory services are provided.

Measuring the inpact 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 1n 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 of projects on non-intended beneficiaries, particularly at the village level, further
contaminates the statistical integrity of a4 control group against which project benefits can be measured and
compared.

The effect of projects on the intermediaries delivering services to microentrepreneurs also requires
careful assessment. There are many instances of intermediaries being socially or financially destroyed through
project participation.

USAID's Microenterprise Initiative
The Administrator of USAID chartered a Microenterprise Initiative in June of 1994. The Initiative
is a set of policies, strategies and specific actions designed to make microenterprise a prominent part of

USAID's economic growth strategy. The goals of the initiative are:

. To assist poor people to increase their income and assets, thereby gaining the basis to improve
their welfare, nutrition, health, housing and education.

. To increase the skill and productivity base of the economy, so that the capacity of the
economy to grow is enhanced.



. To develop sustainable institutions through which disadvantaged groups gain greater access
to resources, fostering a social fabric that more effectively weaves poor people into their
societies as participating members.

In pursuing these goals, USAID is committed to the foliowing areas.

Focus on Women and the very poor. "Programs should be designed ideally to (a) seek out the very
smallest enterprises and, among them, those with the greatest potential for expansion: (b) help firms access
formal systems of financing and technical services; and © make at least 50 percent of their resources (credit,
technical, and training) available to women-owned and -operated enterprises.”  The conference report
accompanying the legislation suggested that the microenterprise beneficiaries should be individuals in the
poorest 50 percent of the population, women-owned businesses, and businesses owned and operated by the
poorest 20 percent of the population"

The USAID Microenterprise [nitiative emphasizes poverty lending programs. Poverty lending
programs are defined as extending loans of $300 or less. Among microenterprises, those with the greatest
potential for expansion should be targeted.

Assist implementing organizations in reaching greater numbers of people. The PD-17 encourages
USAID to maximize use of private sector institutions such as local privately-owned and controlled financial
institutions.

Work toward sustainability and financial self-sufficiency. Working with commercially viable
businesses finance and service organizations assures that institutional strengthening will support the ability of

these businesses to continue to found and develop new small business entities.

Develop partnerships with local organizutions. USAID will seek improved partnerships with
governmer:tal organizations, associations, credit unions, and other institutions.
Summary: Fine-Tuning Microenterprise Interventions

Microenterprise programs can best achieve their goals of expanding opportunities for clients by:

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

. providing innovative non-financial assistance in a cost-effective manner for technical 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,

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

" PD-17.



Microenterprise interventions should aim toward: achieving greater outreach and significant scale;
creating viable financial services; delivering cost-effective non-financial services; building local institutions
that have long-term viability; and including women and the very poor. These themes were used as guidelines
in recommending microenterprise interventions to USAID/India.



SECTION TWO

MICROENTERPRISE IN INDIA

DEFINITION AND CHARACTERISTICS OF MICRO AND
SMALL ENTERPRISE IN INDIA

Microenterprises in India are known as "tiny, “cottage”, village or "khadi" industries, and are defined
by levels of investment. The micro group includes enterprises with less than hait a million rupees in plant and
equipment. Incontrast, a “small” enterprise is significant!y larger and can have up to 6 million rupees m plant
and equipment. If the business is ancillary to a larger unit or is export-oriented, mvestment can be up to 7.3
million rupees. Relatively few data are avatlable for enterprises employing less than 20 persons, since this
is the threshold for reporting requirements to government.

Busiress ownership can take the forme of a sole proprictorship: a partnership with more than one
individual; or a private limited company. or a public limited company.  Business registration 1s optional.
Recent figures indicate there are 2.2 million registered small scale industries (SSIs) in India cmployving 42.5
million persons. A very conservative estimate of the number ot unregistered, or informal, businesses is 1.1
million enterprises. Thus formal and informal tiny and small scale units total at least 3.3 million (SILB1 1994).

The fortunes of informal businesses are tied to the fortunes of formal businesses since there are often
direct business linkisges. Because formal sector performance has been solid in recent years, it could be
expected that the informal sector is also thriving. This contention is supported by soine statistics.  Annual
growth in the informal sector has been estimated at about 15 percent per vear. The village and small scale
industries sector achicved a reai growth of five percent per year since 1990, higher than overall industrial
sector growth. However when measured by employment growth. the viltage and small industries sector grew
at about 4.5 percent, which is less than traditional industries which expericnced G percent growth in
employment. The small scale sector, including tiny businesses, recorded an impressive growth of 28 percent
in exports in 1993-94, compared to the previous year. Some sub-sectors in the traditional industrics group
turned in commendable performances--hand looms with a growth of 24 percent and handicrafts (including
gems and jewelry) at 28 percent (op. cit.).

Government Policy Toward Micro and Small Enterprises

The GOI has adopted a very supportive and paternalistic attitude toward small business development.
Historically, government policies have left civil servants a wide latitude in interpretation. This resulted in
uneven implementation of policy directives, and "ient seeking” behavior was often reported on the part of
government officials responsible for making rulings, or granting permissions.

A long-standing policy reserves selected business areas for smal} enterprises only. Restrictions or
prohibitions were placed on larger firms entering these markets in an effort to encourage growth in the small
sector.  An example of this type of restricted industry is the confectionery business. When the Wrigley
Company attempted a market entry in 1988, the confectionery business was set aside for small business. This
meant that Wrigley was prohibited from establishing branch operations; Wrigley was limited in the amount
of equity they could own; strict limits and prohibitions were placed on selling of products in the domestic
market; Wrigley was not allowed to use their own brand name for fear of giving a foreign firm unfair
advantage in competition with domestic companies. Wrigley was able to negotiate exceptions to most of these
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restrictions. Most of these restrictions have since been changed, but this case demonstrates the constrictive
nature of the policy of attempting to promote small business by protective measures.

Since economic liberalization began in 1991, the GOI has taken additional steps to stimulate growth
of small industries. The system of reserving selected lines of business for the small sector remains. {owever,
the GOI has created a high level committee to review product reservation for small scale businesses, and
another committee to check entry of large und medium units in areas reserved for small industries. The GOI
is providing additional technology services, including in rural areas, strengthening subcontracting exchanges.
and promoting linkages between sgriculture and industry. Donor projects have focussed on food processing,
leather, textiles, garments, metallurgy and chemical products. Small scale ganment exporters have been given
incentives for upgrading technologies and enhancing competitiveness in global markets. A sixteen member
goveming board of the National Credit Fund for Women was also created to promote inttiatives for women's
development by providing credit as an instrument of socio-cconomic change.

Another inttiative, laurched in 1993, was targeted at generating self-employment for educated,
unemployed youth through small industries, services and business enterprises,  For khadi and village
industnies, interventions have included upgrading technologies, expanding market outlets, export promotion,
quality control, training, and research.

Some of the policy changes have had mixed impacts. Commercial interest rates were mandated
downward in 1993 "io stimulate industrnal recovery” (SIDBI 1994:13). To encourage a smoother tlow of
working capital to small scale industries, the entire small scale sector was classified as a "priority sector”. The
smallest industries, and the tiny sector units muade up of khadi, village and cottages industries, and artisans,
were allocated 40 percent of credit available to the small scale sector. The new private banks are also required
to adhere to these "pnionity sector” norms. There are prices to be paid when banks are required to do priority
sector lending. These include distortion of the incentive structure, higher default rates when credit is extended
to non-viable small businesses, isufficient credit for larger, more viable enterprises, and misdirection of credit
despite laws.

Measures which prnimarily affected large businesses include liberalized fiscal measures, and allowing
access to foreign exchange resources on current (checking) accounts, and reduction in corporate tax rates.
Import duties were lowered. along with duties on key raw materials, machine tools, capital goods, and parts
and components. To help the domestic capital goods industry compete with imports, a countervailing duty on
import of capital goods was also proposed. Other measures included a five year tax holiday on new industries
in backward States of India.

Government Support for Small Businesses

The Ministry of Industries is responsible for development of the small enterprise sector. The Small
Industries Development Organization (SIDO) in Delhi supports small industries through extension and other
initiatives. A special bank, the Small Industries Development Bank of India (SIDBI) provides finance to the
sector. SIDBI was established in Apnl 1990, under the Small Industries Development Bank of India Act,
passed by Parliament in 1989. SIDBI is a wholly-owned subsidiary of the Industrial Development Bank of
India with 5 regional and 26 branch offices throughout India. SIDBI also uses 63,000 other finaacial
institutions ranging from commercial banks to coops to disburse loans.

The objectives of SIDBI are to serve as the principal financial institution for promotion, financing, and
development of industry in the small scale sector. SIDBI also coordinates the functions of institutions engaged
in promoting, financing or developing small scale industry. SIDBI, originally a refinancing institution, has



now diversified its activities and offers financial assistance through term loans, foreign currency loans, lines
of credit, equity assistance, and equity type soft loans. SIDBI's total assets in 1994 were over USD 3 billion.
Several subsidized loan schemes have been established for women, ex-servicemen establishing businesses, and
first generation entrepreneurs with typical loan ceilings of Rs. 1 to 1.5 million. SIDBI indicates that it has
stimulated capital investment of rupees 25,580 million, and generated 640,000 new jobs in its first four years
of operation. While approximately 40 percent of its loans go to the tiny sector, only one percent of total SIDBI
clients arc women. Recognizing ti.2 need for strengthening the self-help potential of rural poor, particularly
women, SIDBI now extends loans and encourages savings among these individuals and supports selected
NGOS to enhance their management capabilities.

Business Associations

Several associations provide support for large businesses, but there are few trade or business
associations for small and microenterprises. Among the largest associations are the Federation of Indian
Chambers of Commerce and Industry (FICC). which is the leading apex organization representing the widest
cross-section of industry and trade in India.

USAID has given a US $1.1 million grant to FICCI to help promote economic liberalization policies
of the GOl and create a climate conducive to successful implementation of reforms. FICCI is accomplishing
this by conducting nationwide education programs for businesses on the aims and benefits of new economic
policies. A second activity is to fucilitate a process of consultation between different regional and industrial
interest groups and kev policy makers.

Othier major organizations active in enterprise development and support include the Conference of
Indian Industnes (CCI), the Associated Chambers of Commerce (ASSOCHAM), and the Agricultural
Processors for Export (APEDA). CCI has an influential lobby for big industry, but also has a unit for rural
and smaller industries.

There are also industry level and local level associations. Smaller producers are supported in several
sectors — for example, the National Dairy Development Board, and the Cooperative Development Foundation
for rice cooperatives. The National Dairy Development Board provides services to dairy farmers, seventy
percent of which are female. SEWA is the most noteworthy organization catering to the credit and deposit
needs of women producers.

Outlook for Small and Microenierprises

rhe liberalized economy introduced some formidable challenges to the small scale sector —
unrestricted competition from multinationals entering the consumer durables and non-durables market
segments with internationally known brand names, technological superiority, and intensive marketing. The
large scale exports of processed and semi-processed agricultural commodities through large export houses and
multinational firms leave gaps in the supply of these resources which have traditionally been inputs for tiny
industries.

The larger and more progressive SSIs have the flexibility and adaptability to switch over to low-
volume specialized markets and diversify into differentiated products with appropriate manufacturing
processes. The other SSIs and tiny units operating in the decentralized environment could gain through
linkages with large enterprises or export houses. Foreign direct investment should have the spin-off effects
through linkages with small scale unit that can provide the supply base to larg: undertakings. Foreign
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investment offers possibilities for buy-back arrangements for labor-intensive activities such as reprocessing
and repackaging of expoit goods, serving as ancillaries to large industrial houses with foreign collaboration
through equity/technology transfers, and modernization and quality upgrading ofter other potential avenues
for the small scale sectors.

Since the infrastructure for boosting output in the agricultural and horticultural sectors is also being
strengtilened with incentives for private investment, there may be a need for expanded capacity in storage,
processing and marketing. Small scale industries are best suited to enter these areas by strengthening their
linkages with agriculture and other allied sectors. Agribusinesses, including fisheries, forestry, livestock and
horticulture have tremendous growth opportunities for SSIs.

A truly efficient and competitive small scale sector requires:

. removal of deterrents to sustained increase in production

. price incentives to farm producers to increase agricultural output
. development of the infrastructure needed for agro-exports

. measures to ensure adequate flow of capital to small businesses.

As the policy environment becomes increasingly exporter-friendly, India's textiles, including ready
made garments, agriculture and allied products, leather and leather goods, gems and jewelry, and processed
foods have great potential. And all of these are in the domain of India's small scale sector.

On the one hand, India must integrate itself into global markets and at the same time, face competition
in the domestic market from international suppliers. The future of the Indian small scale sectcr is dependent
on technology, product quality, factor productivity, competitive marketing techniques and sound management
practices

Microenterprise Knowledge Gaps

As noted earlier, establishments with less than 20 employees are not required to report to the GOL
Therefore, few data sources could be found for this category. Before any program is developed that targets this
sector, more information is needed about the target group. USAID should not proceed with a microfinance
initiative until more is known about microenterprise in some of the following areas:

. characteristics, location, and numbers of potential clientele for microenterprise/ microfinance
programs;

. impact of the current policy and regulatory environment on small businesses;

. major constraints on small businesses;

. existing sources of finance, including informal finance for microenterprise;

‘2 Gender is an important variakle for these areas of inquiry. For example, since current information indicates that
the majority of women in microente, tise are self-employzd, then intervention strategies will need to be tailored to this
reality.



. existing business linkages and growth areas, especially at the sub-sector level;
. support structures and organizations.

Savings rates are also an important consideration, particularly as they are sources of start-up capital
for businesses. India is reported to have had a high savings rate — about 20 percent. There is some question
about whether this has been eroded in recent years by consumerism.

In the arca of non-financial assistance, business linkages and growth areas have received some
attention but deserve more exploration. What business linkages benefit microenterprises--for example, mutual
assistance, technical assistance, credit, in-kind/trade/supplier credits, market identification, market
development, merchandising, etc.? These might occur through guilds or trade associations where members
provide mutual assistance. joint purchasing, or a common repair facility.  How can these lmkages be
strengthened and what institutioral structures are most appropriate?

Sub-sector analysis'' is another area with potentially high rewards for small business growth. The
following section summarizes a recent study that could be a model for future sub-sector work.

Non-Financinl Assistance: Using Sub-Scctor Analysis to Identify Client Characteristics and Needs

A recent subsector study examined the importance of the rural non-farm sector in terms of employment
generation, «.u»ing incomes, contributing to GDP growth, and strengthening the foreign exchange position of
India."* Ten subsector profiles were developed in each of eight states. Secondary data were combined with
interviews with key informants and interviews with entrepreneurs to provide the informational base. The
findings of this study have tremendous implications for microenterprise and microcredit programs in rural
arcas. For example, credit was not the top ranked constraint, but was third, after markets and rural
infrastructure. Among the findings and implications were:

. Contrary to the traditional view that rural non-farm workers are engaged as artisans in
household manufacture, the study found nearly 60 percent of workers were in service sectors.
A number of emergent sub-sectors were identified. This implies that a strategy to assist rural
non-farm enterprise should focus on services.

. The overall growth rate for rural non-farm activities was 2.7 percent. From a base of 40
million workers, approximately one million new workers are being added per year. A quarter
of all of these workers are women. The only sector with a negative growth was household
manufacturing.

. Agricultural processing accounted for one-fourth of total enterprises. Over 77 percent of the
establishments were operating year round, and 71 percent were running without power. This
indicates the potential employment impacts of development of rural infrastructure.

o Excessive regulation oexists with pervasive violation and regulations seem largely to serve
the purpose of rent extraction by officials. Most rural establishments rely on informal sources

" The term, " sub-sector analysis,” as used in this paper, is not limited to the methodologies pioneered by Michigan
State University and the GEMINI Project.

" "The Rural Non-Farm Sector in India," Study Group on Rural Developmeit, 1995,
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of credit including advances from traders. Formal channels have low interest rates, but very
high transactions costs for the borrowers.

. In order of importance, the three major constraints are growth in markets, non-availability of
infrastructure, and availability of credit.

Knowledge Gaps

Annex A delineates areas where further research is ne¢eded on gender, microenterprise and
microfinance.
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SECTION THREE

GENDER AND MICROENTERPRISE IN INDIA

CRUCIAL ISSUES

This section highlights priority gender issues facing the country that USAID (1995) and the World
Bank (1991) have documented.'” Among those are:

Low Status of Girls and Women. The gender ratio of 927 females for every 1000 males
reflects the differential treatment of females in India. In the northern and central Hindi-
speaking states, sex ratios are skewed in favor of boys. Child and maternal malnutrition are
common and mortality is significantly higher for girl than for boy children. Female
infanticide, child marriage, and inequitable care of the female child arise from pressures for
dowry payments and the costs of raising a child who constitutes an economic loss when she
leaves a birth family for that of her husband. The "inside-outside dichotomy” (World Bank
1991) places women in the sphere of home and compound, with men interacting with the
outside world. Upper-caste Hindus and landowners prefer that women's work occur within
the domestic sphere and not take them out into the public arena. When women are confined
to unpaid domestic work and family farm work, their status is undervalued became they are
less able to earn income. Furthermore, the inside/outside dichotomy combined with women's
double roles of production and reproduction often results in female preference for home-
based work even when the pay is lower (Weidemann 1991, 1992a).

The Feminine Face of Poverty. The official poverty line in India is Rs. 11,000 per
household per year.' Forty percent of the world's poor reside in India and of these, two out
of three persons living below the poverty line are female. This number will grow unless there
is greater investment in female education, health and other programs that increase access to
services, assets and information while enhancing their productivity. Recent reports estimate
that women comprise only 20 percent of the beneficiaries of poverty alleviation programs of
government, donors and NGOs in India (World Bank 1991).

Female-Headed Households. Women head approximately 20 percent of Indian households
and provide significant income in many others. Female-headed households are over
represented among the poor since they often have fewer adult workers and high dependency
ratios.

Geographic Differences in Access. In the northern and central Hindi-speaking areas, over
40 percent of females are secluded, thus limiting their access and mobility for taking
advantage of markets, training and other resources.

'* Additional details on women and microenterprise can be found in the 1995 report to USAID by Joan Mencher.

'* The poverty line shou!d probably be revised upward to nearly double the current figure (Bharti Ramola. Personal
Communication. Delhi, India. 1995).
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Fertility Rates and Health. The northern and central Hindi-speaking States of Madhya
Pradesh, Bihar and Uttar Pradesh have the highest fertility rates in the country at 4.7, 5.4 and
5.4 births per woman respectively.  Life expectancy is now 59 years for both males and
female. But females have higher mortality rates during the second half of infancy and during
the childbeaning years. Maternal moriality is estimated at 450 per 100,000 live births
compared to a rate of 10 in develoned countries. Only 25 percent of births among rural
women are attended by a trained heaith provider and prenatal services are often licking.

Literacy and Education. Literac: among females was 39 percent compared to 64 percent
among males in 1991. Urban females are twice as likely to be literate as rural females and
two thirds of those in classes supposted by India's Total Literacy Campaign are women.
Female attendance in primary school has increased steadily from 1930 to 1985, from around
25 percent to 77 percent, but still tags behind the rates for boys. At secondary level, about
10 percent of girls complete school, compared to 23 percents of boys. There are considerable
rural/srban and geographic differences, with higher enrollments in urban areas and n the
South. Not surprisingly, school enrollment increases with tamily income.

Political Empowerment. A recent amendment to the Indian Constitution mandated that 30
percent of all members and 30 percent of all Chairpersons of Panchayats (village level,
elected self-government bodies) be women.  Approximately 800.000 women will now
participate managing community and government resources. The amendment should help
ensure more equitabie gender distribution of social and economic development. This is a true
window of opportunity for women, but one that requires leadership training and community
mobilization processes that may be unfamiliar to women who are illiterate and have had little
interaction with structures of government. '’

Labor Force Participation. Less than 10 percent of India's working woinen are in the
formal sector. Between 70 to 80 percent of the Indian population resides in rural areas with
the majority of women employed in agriculture. UNICEF estimates that 60 to 80 million
children are employed full-time, whereas 40 million adults are currently unemployed.

Informal Secctor and Self-Employment. The Shramskakti: Report of the National
Commission for Self-Emploved Women and Women in the Informal Sector (NCSW) was a
watershed study chaired by Ela Bhatt, the founder of SEWA. The report detailed the actual
conditions of poor womer in these sectors throughout the country, the laws affecting women
and the changes required, the health hazards they faced, and models and recommendations
for organizing women. It also brought out the significant regional variations in socio-
economic conditions, with the implication that a singular national policy on women's
development would not likely be effective.

Gender Aspects of Microenterprise
Characteristics of Women's Enterprises. Women's businesses tend to be home-based and

sometimes ambulant, with no fixed location. Female enterprises are also likely to be smaller with fewer assets
and less access to credit than men's businesses. In addition, the preponderance of women in certain low-

" The consuitant met with one of the newly elected women during a field visit to an income-generating group in a
very remole and poor area of Rajasthan. She was a 40-year old widow, with no education and little income, but she had
very definite ideas on how to change women’s lives for the better and was clearly supported by the women in the group.



remuneration enterprises with few barriers to entry, such as food and craft production, limits opportunities for
expansion. Women also tend to be concentrated in the commercial sector and in services. Their work is often
seasonal. part-time and diverse, theis accommodating their childcare and other responsibilities. Women's
portfolios may be more diverse thuwi those of men, perhaps to spread risk. Finally, women's business growth
strategies may differ from those of men. A typical pattern worldwide is for men to purchase equipment and
for women to hire workers (Weidemann 1992b).

Rationale for Supporting Women's Businesses. There are important rationales for supporting
women's enterprises. The primary reason is the contribution of these businesses to family income and family
welfare.

Women's business is a self-directed poverty reduction strategy. particularly when agriculture
or formal employers cannot supply income-producing work for large portions of the
population.  Supporting women's ability to cope with poverty through enterprises might
prove, on close analysis, to be a relatively successful, cost-effective measure compared to
temporary social safety net programs (Rhyne and Holt 1994,

Another reason to support women's businesses is the effect of female entrepreneurship on their status.
There is evidence that when women gain access to income, they shift their social position, both inside and
outside of the family (ibid.) This is especially true in India according to the World Bank. The following
statement supports economically-led women's initiatives:

Direct unmediated access to income drastically reduces a women's dependency and thus strengthens
here ability to realize her own preferences within the family. In the longer term, changed perceptions
of women'’s economic value appear to change family resource allocation preferences by raising the
opportunity costs of not investing in the welfare and economic productivity of women. This means
that raising female eamning power may be critical to increasing the effective demand for the education,
health and family planning services necessary to improve women's welfare (World Bank 1991).

A final rationale to support women's enterprises is the contribution these enterprises make to the
economy. An important subset of women'’s businesses do grow to some scale. (Rhyne and Holt op. cit.).

Self-Employment. The Shramshakti report on self-employment and the informal sector was
mentioned earlier. In India, an estimated 94 percent of working women are self-employed (Shramshakti 1988).
The self-employed category includes rag pickers, catering and food processing, petty hawkers and traders,
laundry services, and petty manufacturers. Typically, self-employed women have higher earnings than home-
based or piece rate workers that are employed by others, particularly when they have access to capital to invest
in their businesses. Other data suggest that self-employed women fared better economically than domestics
(Weidemann 1991).

Programming Microenterprise/Microfinance Initiatives for Women
Many areas of India discourage women from participating in economic activities outside of the

household. There is usually no prejudice against women participating in home-based income-generating
activities. Evidence in India indicates that many women prefer home-based economic activity even though



they were paid less.'"® This implies that women need simple, non-capital intensive technologies that can be
operated from the home." Interventions that target home-based businesses should automatically reach large
numbers of women.

Women have less than equal access to training, credit, and other resources that would contribute to
success in enterprise. [nadequate access to resources is closely linked to poverty. In designing microenterprise
initiatives, 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 first identify the particular
barriers faced by women and then build in components to reduce these obstacles.

Since women tend to be concentrated in selected sectors of the economy as noted earlier, judiciously
selecting program initiatives where women are particularly active has the effect of targeting women clients.
Concentration in existing sectors should not preclude promoting women in newer, non-traditional economic
activities, in an orgamzed fashion with well-coordinated vertical linkages.

While many women are involved in family enterprise in significant positions, cultural norms often
direct that official duties (registrations, licensing, signing for loans, cte.) be carried out by the husband on
behalf of the wife, even if the business is her own. Husbands or fathers are often required by bank officers
to countersign a loan, even when this is not official bank policy.

Obtaining loans from formal financial institutions is difficult for many small entrepreneurs,
Microentrepreneurs, those in the tiny sector, or individuals engaged in only in income-generating, find the
process is even more difficult. Women in particular face particularly large obstacles and constraints. Women
often have difficulty getting equity capital or working capital for starting a business, even from family sources.

Finally, the participation of women in decision-making and leadership roles in any enterprise project
or program will help assure that policies, resources, and services directed to them are relevant and necessary
to their needs.

** Similar results were reported in Egypt by Weidemann 1992a. Among a survey population of 323 entrepreneurs,
over half the women said they would prefer a home-based business to an outside location, even if they made significantly
less profit. Only 10 percent of men felt the same.

** Housing lenders would do well to recognize that for those living in poverty, homes often serve as living and
working quarters.
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SECTION FOUR

MICROENTERPRISE AND NGOS IN INDIA®

CHARACTERISTICS OF NGOS IN INDIA

India does not lack for NGOs. There are few countries where individuals and NGOs demonstrate
altruism on such a scale. The Societies Registration Act of 1860 provided for the formation and registration
of these groups. Today there are an estimated 50,000 to 60,000 registered NGOs. Registration does not
necessarily imply legitimacy *' nor active programs. Only 5,000 to 6,000 or approximately 10 percent of the
total NGOs are active. Of that ten percent, two thirds could be classified as small, with staffs of five to seven
persons. NGOs of this size can do consciousness- and awareness-building but cannot deliver development
activities. Between 700 to 1000 NGOs are capable of delivering programs in a sectoral area. OFf those, only
a third could be considered large, i.e., having staff numbering 100 or more. In contrast, Bangladesh has more
than 700 organizations with staff sizes of 100 or more. Thus Bangladesh could be characterized as having
very large NGOs, while the landscape in India consists of a proliferation of smaller NGOs with varying
capacities. As with NGOs everywhere, many are dependent on the charisma of their leaders.

NGOs and Microenterprise

NGOs have a long history of promoting cottage industries and income-generation in India. Currently,
there are probably 50 to 100 organizations that are seriously and sustainably attempting to mainstream
economic activities. Of these approximately 20 are outstanding. Of those that conduct significant work with
women, that category might include but not be limited to SEWA, Professional Assistance for Development

ction (PRADAN), Cooperative Development Foundation (CDF), ASSEFA, ADITHI, URMUL, MYRADA,
and UDYOGANLI. * A matrix comparing sponsors, objectives, activities, target clientele and operations for
several of these key NGOs can be found in Annsx C.

Many of the remaining NGOs are subsidized. When grant money ends, projects often end
simultaneously. It was reported that some NGOs are further hampered by ideologies that are antagonistic
towards the marketplace. This results in the poor selling to the poor instead of to those who are better off. The
welfare mentality rather than poverty alleviation approach of some NGOs and of past GOl initiatives reinforces
this sitation. Many programs are extremely small in scale, reaching perhaps 20 or so beneficiaries.
Furthermore, while there is no dearth of si:ili training by NGOs, jobs are in short supply, especially in remote
and rural arcas.  Another constraint among NGOs is inadequate absorptive capacity due to lack of staff or
outreach. In summary, the potential for replication and scaling up are missing elements in the Indian NGO
scene.

* This chapter focuses on NGOs. Details on government programs, such as the Mahila Mandals and DWCRA can
be found in Gender and Poverty in India. Wastington, D.C.: World Bank. 1991.

*! Retired politicians, civil servants, and other insiders have an incentive to form NGOs in order to qualify for
government grants to this sector.

* This NGO implements the World Bank Economic Development Institute's enterprise/financial systems program,
called WEMTOP, in India. Similar pilot programs are underway in Africa.
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Poverty and Enterprise Development

The nature of poverty in India makes it difficult for even NGOs with superior capacity to promote
enterprise development and income generation. Half of the population is illiterate, with even higher rates
among women. Many of the poor have no assets or skills. Of a population of 900 million, there are 300 to
350 million rural poor in India. Of these, about 240 million arc hardcore poor, for whom wage labor is the
only option. This 1s espectally true among many female heads of households and for scheduled tribes and
castes. Unless the poor have access to land, forest or other means of production, or belong to an artisan group,
it 1s difficult to proinote enterprises or self-employment.*

It is likely that only 3 to 10 percent, or approximately 60 million of the rural poor, have some
possibility for self-employment. The outlook for microenterprise or self-employment is probably brighter in
urban areas. especially in the informal sector, through petty trading or vending microbusinesses.

Government/NGO Interaction

Collaboration between govemment and NGOs began soon after independence, but has had a history
of philosophical. political, operational and bureaucratic tension ( World Bank 1991). The scenario improved
recently when the Prime Minister 1ssued an NGO Action Plan encouraging NGOs to act as agents of social
change in addition to their more traditional role as service providers (1994). VANI is the NGO group that has
helped GOI chart this new course, which is still in process. The Foreign Contributions Regulation Act
prohibited direct donor support to NGOs, muainly to prevent external political involvement. However, this Act
is now under review as GOI recognizes the role of NGOs, especially in grassroots development.

The Home Ministry has NGO oversight responsibilities. The Ministry of Rural Development and
Ministry of Welfare have significant NGO programs, and most ministries have small grants for NGOs. The
Council for Advancement of People’s Action and Rural Technology (CAPART) was created as an apex entity
for channeling government funding to NGOs. There was consensus that this has not been the most effective
organizational arrangement.

Strengths and Limitations of NGOs

This section highlights some of the observations made about NGOs during the brief consultancy. The
discussion begins with some general comments and then focuses on NGO activities in microcredit and
microenterprise.

. Any program that is designed to reach large numbers of beneficiaries in remote parts of the
country will likely have a substantial NGO component. NGOs are among the few appropriate
institutions that reach into all parts of the country and have intimate contact with diverse
groups in society.

® An exception may be services in the rural non-farm sector which exhibit promising growth, as noted in Section Two
of this report.
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NGOs play a very important role in social intermediation. ** A fundamental form of social
intermediation is expanding the access of the poor, as beneficiaries only, to social and
production support services, such as health, education and agriculture extension programs.
A more advanced form of social intermediation--building up human resources and local
institutions to prepare marginalized groups to manage their own institutions or Lo enter into
responsible business relationships with formal financial institutions--is more ditficult, but
essential for sustainability. In the latter model, there is a reciprocal contract with a two-way
flow of obligation that ecnables beneficiaries to become clients. Financial intermediation
encompasses the sustainable delivery of credit, savings and insurance. Participation is the
bridge between social and financial intermediation. Crucial to this area of inquiry are cost-
effectiveness, sustainability, optimal levels of participation that ensure ownership but are not
overly time and labor-intensive, best modalities (probably through groups), overcoming
physical barriers, such as limited infrastructure of banks, roads, markets, and communication
systems, as well as socio-economic impediments of clients, such as low literacy, poverty,
caste/ethnicity, mobility, and gender.

In the very laudable cffort to be participatory. many NGOs reach only limited number of
clients, with few programs, and take years to do so. This constrains their potential for
outreach, scaling up, and replicability, especially in the absence of opportunity for cross-
learning with other NGOs.

Many NGOs are run by non-professional staff possessing few skills in operating complex
organizations. Thus, some NGOs need training and upgrading of skills as much as the target
group with whom they are working.

The communication among NGOs facing similar problems with similar client groups is
remarkably lacking. Parallel discovery is the norm, rather than learning from each other.

Most NGOs started with a social welfare concept, and have only gradually evolved into
income generating activities, and eventually into enterprise development. Only in the last
four to five years have significant numbers of NGOs added savings and thrift components to
their programs.

The relationship between NGOs and beneficiaries is sometimes paternalistic. As a result,
many NGOs do not understand the concepts of "graduation", sustainability, and business
development. Without "graduation”, clients remain locked in their relations with the NGO.
Ideally, if the NGO is a financial intermediary, the client should develop the capacity over
time to move on to formal banking.

Many NGOs set themselves up for failure. There are four possible scenarios with clients and
economic activities as dual variables. The easiest approach is to upgrade the existing
activities of current clients. The second level of difficultly is to work with existing economic
activities, but with new clients. Next on the order of complexity is introducing new economic
activities to current clients. The most difficult scenario is thz one that many NGOs attempt

* The World Bank has been a leader in defining and exploring social intermediation and its relationship to financial
services for the poor, particularly women. See Lynn Bennett, 1994 and 1995.



— that of introducing new economic activities to new and poor clients, often using groups
as a vehicle to do so.”

. Some NGOs lack knowledge of the state of the art in the technologies they disseminate, thus
contributing to low productivity and results among beneficiaries.

. At the other extreme, NGOs frequently promote improved production techniques, without
regard to market development. For example, if they find women are engaged in sewing by
hand, the NGO may "upgrade"” the production technique, but fail to find new market outlets,
thereby over-saturating the market.  The bottom line 1s that instead of production
enhancement strategies, NGOs need to adopt market-driven approaches.

. Some NGOs have started thrift and lending programs. Since the oversight of the activities
of these NGOs is so lax, some NGOs are illegally accepting deposits of clients’ meney. The
depositors with these NGOs are placing their funds at risk with no recourse in cases of
financial infidelity, or incompetence.

. Experience has shown that NGOs that emphasize savings mobilization prior to extending
credit have much better loan repayment records. Participants have a much more acute sense
of ownership of funds. There needs to be adequate preparation before individuals and groups
are linked to banks.

. Some NGOs emphasize group loans and economic production to the exclusion of individual
activities, where the latter are preferred and appropriate. The NGOs thus lose clients and
opportunities.

Empirical Evidence: The Case of URMUL in Rajasthan

To illustrate some of the above points, the following discussion demonstrates some of the activities
and best practices of an Indian NGO, the URMUL Trust. While there was not time for extended field visits,
a brief trip was made to Loonkaransar, URMUL headquarters in a very poor and geographically remote area
of Rajasthan. ** URMUL was started in 1986 and registered in 1987. Initially, it was an Upper Rajasthan Milk
Producers Group and had a staff of six or seven persons. URMUL has been in Loonkaransar and the
surrounding areas for about 8 years and now has a staff of 50 that works in approximately 70 villages. About
33 villages have women'’s groups that reportedly reach up to 1600 women, many of whom are poor, illiterate
and lower caste.

URMULY activities include education, health, income-generating, thrift and savings groups, food self-
sufficiency through a grain bank that also gives grain loans, sheep/goat rearing and management of common
property. The Swedish International Development Agency (SIDA) is the primary external source of education

* Adapted from Vijay Mahajan. Personal Communication. New Delhi, India. 1995.

* Preliminary evaluation of the IFAD program for poor rural women in Tamil Nadu indicates that in some instances,
women may have been linked too soon with formal banking.

*" A narrow gauge railroad serves Bikaner, the nearest town. There is no air service and roads are in poor repair.
Project headquarters are two hours from Bikaner. Project villages, such as those the consultant visited are often "off
track" without any surfaced roads.



funding, and targets 6-14 year olds in the "Lok Jumbish Program." Action Aid of the United Kingdom is
another major funder of URMUL activities. The area is drought-prone and similar to sub-Saharan Africa —
dependent on agriculture when there is rain. When there is drought there is malnutrition, unemployment and
severe underemployment. There are few prospects for non-farm work at any time because of geographic
isolation.

There are several lessons to be learned from URMUL's program for women:

. Initially, the program worked with lower caste women and emphasized health. Project staff
reported that health issues were not a "felt need” by the women, who instead requested
income-generation activities.

° Some women were trained to spin cotton yarn and to make dhurries, essentially as contract
labor. Raw material is delivered to the village group and finished products are collected
monthly.™ The women work during the non-harvest season and at home since female
seclusion is practiced. During harvest their labor is needed for agriculture and they do not
have time to devote to spinning. The women who spin pay for their spinning wheels in
installments and are given skill training by project staff.

. The women who spin are able to carn Rs. 200 to 600 per month during the off-farming
season. This is a significant contribution to household income given that poverty level
income is Rs. 11,000 per family. Furthermore, the non-agricultural season is six to nine
months in duration, thus allowing considerable time for spinning for extra income. Widows
made up about 20 percent of one of the groups that was visited, and in such cases, this
additional income source is crucial. Women reported they used their money for food and
education for their children. This corroborates worldwide information that the income women
earn contributes to family welfare. All the women in the group that was visited had repaid
their loans for the spinning wheels.

. URMUL was filling a real gap since there were no government services of any kind from any
ministry in the village of Nathu Sar that the consultant visited.

. On the downside, there is a threshold beyond which the spinning and weaving activities
cannot be expanded because of lack of access to markets and market saturation. Some experts
would also question the introduction of traditional activities, such as handicrafts, since these
are often underpaid and overdone. In the URMUL case, the choice seems defensible. The
women were asset poor and none had sheep, goats or other means of earning money, except
as wage laborers. %

In summary, URMUL has demonstrated its ability to identify client needs in Rajasthan. It has
displayed flexibility by shifting to other project activities when initial choices did not work. URMUL has
reached a significant number of total clients in less than ten years, demonstrating a good learning curve.
URMUL is now contemplating activities in Assam in the Northeast, another less developed area of India. The
attempt to replicate in another distinctly different area is unusual and is one of the charactesistics of a

* Men also requested income-generating activities because of the poor agricultural situation and scant alternatives
for livelihood. Since female seclusion is practiced, men's income-generating groups are separate and they produce stools.

¥ Income-eaming was such a strong felt need that in the group interviews, these secluded women asked the consultant
about possibilities for working on roads and other infrastructure projects.



competent NGO. URMUL also emphasizes self-sufficiency through its grain bank and thrift and credit groups,
another desirable quality among NGOs. On the downside, URMUL has not reached large numbers of women
with its economic activities and will likely face marketing constraints with the spinning enterprises.

Best Practices for Group-Based Financial Services
Since women often: participate in group lending, this brief section of the report presents preliminary

results of a recent World Bank's study of five South Asian group-based financial services systems. Based on
the findings released to date, the characteristics of strong groups included the following:

. Selt selection of members
. Literacy of a least of a few group members
. Membership of only one gender

The most successtul systems were ones where a large proportion of the lending capital was raised from
group members’ own savings. This finding 1s consonant with USAID emphasis on savings as a crucial element
of financial systems for the poor. Interestingly, the study reported that group performance 1s not affected by
group size, leadership rotation, and the type or frequency of group meetings.  Groups that had casy access to
an outside system of assistance, such as an NGO, were able to enforce sanctions applied to members (Bennett,
Goldberg and Hunt. torthcoming).

Groups do not guarantee success. However, where they are well-managed financially, avoid
corruption, refrain tfrom control by elites to the exclusion of the disadvantaged, they can be sustainable and
cost-effective means of self-help.



SECTION FIVE

MICROENTERPRISE OPTIONS AND STRATEGIES FOR USAID/INDIA

MICROENTERPRISE DEVELOPMENT: OPTION OR IMPERATIVE FOR THE MISSION?

Microenterprise and the informal sector are key sources of employment in most developing countries
and India is no exception. Anecdotal reports suggest that this sector in India is growing at two to three times
the overall economic growth rate, creating jobs and promoting sclf-employment.  While agribusiness is a

1

current strategic objective of the Mission, microenterprise per se is not.

The Mission is confronted with two questions about microenterprise. The first is whether it should
engage in a microenterprise initiative, and the second is the place of microenterprise in an integrated WID
project. To begin, microenterprise promotion should be viewed as the overarching umbrella, encompassing
microcredit which often appears to loom larger. Microenterprise initiatives require analysis of constraints
affecting the sector. Finance is often a major constraint but usually other factors, such as markets, are also
critical. Additional aspects of microenterprise promotion include analysis of the policy. legal and regulatory
environment.

The Mission is now considering a major microfinance initiative, similar to the Bank Rakyat Indonesia.
A BRI-type microfinance initiative, adapted to India would have major long term benefits for women and the
poor in general, and should be weighed carefully. Accumulated evidence indicates that a finance-led approach
can be very cost-effective in reaching large numbers of clients and mobilizing savings (Christen, Rhyne and
Vogel 1994; Mahajan 1995 and Robinson 1995).

Before the Mission undertakes a BRI-type finance initiative and/or includes microenterprise in the
proposed Women's Initiative Project (WIN), it makes sense to offer some recommendations about
microenterprise in general. From this consultancy, three general recommendations emerged in the areas of?:
policy and regulatory dialog; training and cross-leaming of best practices among NGOs working in
microenterprise and microfinance; and basic research into the microenterprise. Each is addressed in turn
below.,

. Microenterprise Policy and Regulatory Dialog

While exploring BRI-type options, including bank policies that would further unleash the financial
system, the Mission should not overlook opportunities to undertake parallel policy and regulatory dialog in the
microenterprise sector. Similar exchanges could take place at a minimum with the Small Industries
Development Bank, and possibly the Ministry of Industry, Small Industries Development Organization and
other entities that impact on microenterprise development.’® Prior to this, the policy, legal, regulatory and
administrative environment needs to be assessed from a small enterprise perspective, with gender in mind.
One issue identified in this study was the disproportionate degree of discretion in the interpretation of

% As noted earlier, some interaction and consultation is currently underway through a USAID grant from the Mission's
Office of Environment, Energy and Enterprise to the Federation of Indian Chambers of Commerce and Industries.



regulatory issues affecting small businesses, such as licensing, importing, etc. that may be in the hands of rent-
seeking administrative staff.”!

Training and Cross-Learning of Best Practices Among NGOs Engaged in Microenterprise/
Microfinance

The Mission should involve key NGOs working in microenterprise to assist in identifying needs.
problems and best practices. Since many of the NGOs appeared to wort in isolation, it would be reasonable
to aim towards training, cross-fertilization and dissemination of best practices. Initially. one representative
from the 10 key NGOs ** working in microenterprise could be brought together to outline the current situation
and identify possibilities for learming from each other. After a small national seminar, regional and state
workshops could follow.

Basic Data on the Sector
As noted earlier, establishments with less than 20 employees are not required to report to the GOI.
Therefore few data sources could be found for this category. USAID would be in a better position to proceed

w’th a rational microfinance nitiative if more were known about microenterprise.

Six initial areas of inquiry are recommended and additional knowledge gaps are outlined in Annex

A.JJ
. Characteristics and numbers of potential clientele for microenterprise/microfinance
programs™;
J Effect of the current policy and regulatory environment on small businesses and the major
constraints;
. Major constraints on small business;
. Existing sources of finance, including informal finance for microenterprise;

' For example, import and licensing restrictions often discriminate against small enterprise. Only larger businesses
have the financial and pulitical 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. A small business does not have access to letters of credit, and cannot afford to purchase in container-load
quantities of imported goods.

* GOI previously worked fairly successfully with a group of NGOs representing various sectors and geographic areas
to inaugurate its NGO initiative.

¥ Gender is an important variable for these areas of inquiry. For example, since current information indicates that
the majority of women in microenterprise are self-employed, then intervention strategies will need to be tailored to this
type of businesses.

¥ This inquiry should take into account the prevalence of poverty in India. Only 2.3 percent of India's population
has a household income of over $2,484. While per capita GDP in Indonesia is around $700, the comparable figure for
India is less than half that amount--approximately $300. BRI has a much more affluent client base and therefore the size
of loans and transaction costs will be much lower than any comparable program in India. Furthermore, many of India's
poor not only lack assets but are deeply indebted, attributable in part to rural India's tenant-landlord system.



. Existing business linkages and growth areas, especially at the sub-sector level; and
. Support structures and organizations.

Microenterprise is an area of comparative advantage for USAID. For example, USAID has a
comparative advantage and global history in identifying and developing non-traditional exports through its
International Executive Service Corps TIPS Project (Sri Lanka), the KEDS Project (Kenya), MAP Project
(Morocco) and the AgEnt Project (Sri Lanka). USAID also has a comparative advantage in innovation. This
is important because microentrepreneurs are excellent emulators, but poor innovators. USAID can assist by
identifying innovations that can then be disseminated by intermediaries, such as NGOs or trade associations.

WID PROGRAMS

Gender reinains an agency-wide priority. The Office has two upcoming projects to backstop Agency
efforts in gender research, advocacy, service delivery, technical assistance and training. The Global WID
Office has been allocated three direct hire positions when hiring freezes are in effect elsewhere.

Within the India Mission the new Women's Initiative Project will be the primary vehicle for an
integrated gender project that includes microenterprise, presently planned for several central and northern
Hindi-speaking states. Financial as well as non-financial assistance will be necessary to reach the women in
these States as they are often secluded, illiterate, low income, and have little experience with formal
institutions. Thus, the project should include the "social intermediation” approaches described earlier and
should adopt a "credit plus” rather than a minimalist credit only approach.

WOMEN'S INITIATIVE PROJECT (WIN)

USAID/India's new project will support women'’s initiatives in North India through technical
assistance, grants and training for NGOs working on issues related to women's roles and status. India confronts
a continuing population crisis with a population that has doubled in the past 20 years to almost 900 million.
Assuming present growth rates, the population will reach 2 billion before stabilizing in 2088. The project
targets the northern and central Hindi-speaking belt which has the highest birth rates, scarcest resources and
poorest social services. Women in these States are uneducated, poor and lack access to social services.

WIN's goal is to increase women's participation in the fundamental decisions affecting their
reproductive lives. Specifically, its purposes are to:

. Build a constituency on women's issues by strengthening Indian NGOs working in Uttar
Pradesh and Madhya Pradesh, focusing on women's leadership, literacy, microenterprise and
environmental health. WIN will also work at the national level with NGOs involved in
research and training on policy issues relating to women's rights and status.

. Complement the Mission's family planning and reproductive health interventions with an
intervention designed to improve the role and status of women in Uttar Pradesh and Madhya
Pradesh. Those projects are the $325 million Innovations in Family Planning Systems in
Uttar Pradesh and the $90 million reproductive health project, EXPAND, in Madhya Pradesh.



Women's status and role as an aspect of the population equation would be addressed, and the
ability of women to make informed decisions on family size would thus be influenced.
Stabilizing population growth is one of three strategic objectives of the India Mission. The
other two are: increased competition and innovation in selected sectors ( Housing finance,
capital markets, agribusiness and power generation) and environmental protection in targeted
sectors. WIN's theme of improving women's status cuts across these two objectives as well.

THE WIN DESIGN PROCESS

Principles

The Mission's strategy for a women's initiative involving microenterprise should be guided by several
principles:

The project should be economically-led to the greatest degree possible. The potential for
income-generating activities and microloans has attracted women across the globe. WID
professionals, NGO leaders and poor women cited income-generating as a top priority.*
Upon getting the women's attention and time commitment, and demonstrating sincerity about
meeting their expressed needs, additional project features can be added--health, family
planning, literacy, etc.

Pilot projects are usually sited where there is the greatest chances of success. However, this
project must be located where the need is greatest and but where the human and institutional
resource base * is limited. The issue of site selection was raised repeatedly by those
interviewed during the during the consultancy. Many individuals did not understand why
these areas were under consideration since they were viewed as having low prospects for
success. Therefore, it is important to clarify to individuals outside of USAID that need, and
complementarity with existing projects were predominant criteria used in selecting this area.

WIN is an integrated program with microenterprise as one of its four possible areas of
emphasis. However, there is a critical vacuum of NGOs with proven microenterprise
experience in the targeted geographic area. With the exception of the SEWA program in
Lucknow and the surrounding areas, respondents could not identify exemplary women's
microenterprise programs in Uttar Pradesh and Madhya Pradesh. Maximum effort must be
made to select sites and situations in the targeted area where NGO capacity in this topic can
be enhanced, so that women are attracted to the program, and objectives in all four areas are
achieved.

The approach should make use of USAID's comparative advantage as a global leader in
microenterprise. USAID outstrips many multi-laterals and bi-laterals in microenterprise/
microfinance knowledge and practice. USAID/India could tap into the existing
worldwideUSAID body of knowledge, such as the established networks, research, technical

% The ICDS Project has sometimes experienced difficulties getting low income women to attend child fecding
sessions because of their income-earning obligations during the daytime hours when the program operates.

* Uttar Pradesh has a nascent women's NGO movement that will take some nurturing but could support project work.
(Jodi Jacobson. Personal Communication. Washington, D.C., 1995.)
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assistance and training of GEMINI to supplement the growing interest and knowledge at
Mission level. A microenterprise initiative in the Mission can draw upon related work in
existing Mission units, such as Food for Development; Environment, Energy and Enterprise;
Regional Housing and Urban Development Office, etc., with the goal of introducing a
cohesive and mutually reinforcing strategy.

. WIN should be linked to any proposed initiatives in microfinance, where feasible, to assess
impact and create connections between microenterprise and microfinance pilot activities.

. However, the WIN approach should be broader than microfinance alone. The levels of
human capital development among women in the target states are among the lowest in India.
Furthermore, approximately 40 percent of the women in these households are in seclusion.
A strategy involving only microfinance would not reach the poorest of the poor, especially
females.”

. WIN's approach should be transparent since the proposed project involves sensitive topics
such as family planning and reproductive health. In view of the large women's movement in
India that some elements would label as “feminist,” there are many opinions to be sought and
divergent voices to be heard.

. Participatory strategies with their clients are common among Indian NGOs. If the Mission
intends to involve NGOs, a participatory approach is called for from the outset to ensure
Mission interaction with the NGOs, who act as intermediaries, and the women who are the
ultimate clients.® This will result in greater uncertainty at any given moment in project
design and implementation. The method will require an unswerving commitment to
openness, and in all probability, a longer time frame for project design. The eventual results
in terms of achieving project objectives should exceed those of a more traditional design
approach. Management of this process will tax the Mission's human resource base which is
constrainted by limited numbers of staff, competing other tasks. Consideration should be
given to adding at least one local staff member to work with this project and its associated
processes.

. USAID's funding mechanisms and internal procedures are sometimes at cross-purposes with
a project initiative. Such is the case with WIN — population funding is both helpful and at
the same time, presents a difficult terrain because of its past history in India. While USAID
does not view WIN as a family planning nor reproductive health project, but rather an
integrated project focusing on women'’s empowerment through literacy, income generating,
leadership and environmental health, an outsider may not hold the same view.

. The principle of doing intensive work in a limited pilot area to ensure success that is
replicable elsewhere is preferable to attempting too much in multiple sites. Many projects fail
to scale up and cannot be replicated because they are too labor-intensive and not cost

7 The GEMINI evaluation of women and BRI versus Bank Pembangunan Daerahs (BPD) financial services
programs in Indonesia reports that three quarters of clients are men. In contrast to BRI, BPD clients are significantly
poorer than BRI clients and are predominantly female (Holt 1991).

* While USAID/India cannot interact directly with nor subsidize the thousands of NGOs in the country, it can have
high impact, cost-effective interactions with selected NGOs in the targeted geographic region.
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effective. These aspects demand careful consideration during project design, implementation,
monitoring and evaluation.

. The design and the process surrounding it should probably be viewed as an integral part of
the project and not just a prelude to it.

Suggested WIN Design Features

USAID should allow for an evolutionary rolling design for WIN. Ideally, a prominent feature of the
project should be participatory training and planning process involving both the NGOs and the women who
are the ultimate clients. Objectives may initially be less precise, and implementation plans may shift from
those in the current project description.

It has been difficult and time-consuming to date for the Mission to directly involve local NGOs. Thus
U.S. PVOs, such as CARE, have been used as intermediaries for service delivery. Should this situation
continue, two planning/implementation tracks may be desirable.  One could work with US PVOs as
intermediary institutions and another could pilot direct work with Indian NGOs. Both of these aspects might
request funding through the USAID Microenterprise Innovations Project.

The participatory approach suggested above is not without risk. NGOs with conflicting views and
agendas may emerge. Therefore, criteria for selecting and accrediting local NGOs for potential involvement
requires careful consideration. An outside advisory group could assist in establishing criteria for local NGO
selection. The advisory group could be drawn from the cross-section of groups that came together in
preparation for the Beijing Women's Conference in August-September, 1995,  An alternative might be the
Health Watch Network.”

A Project Design Task Force could be created, consisting of about 10 individuals representing the
various sectors subsumed in WIN, as well as Mission staff, Jocal consultants, and international consultants.
A similfar approach was used in an integrated WID project design for the World Bank that addressed many of
the same issues for women with similar backgrounds in The Gambia. That project is known as one of the more
successful gender projects in the Bank and has been replicated in several other countries. Collaborative needs
assessments, in partnership with local NGOs and under the guidance of a Project Design Task Force, should
be conducted in the geographic target areas to determine where the greatest impact could be realized.*® In
addition, or alternatively, a forum attended by key NGO leaders to address design issues and share best
practices could be part of the design process.

In summary, WIN weaves together into one project a series of critical issues and opportunities for
women at the policy, institutional development, and client capacity building levels. These questions and
opportunities focus on NGOs, gender, empowerment, microcredit/microenterprise, and the existing and
proposed Mission initiatives in child survival and population stabilization. Some of the downside risks have
been identified above. However by adopting a flexible and process-oriented approach to design,

* This option was suggested at a meeting of the WIN Working Group in USAID/W.

“* The OXFAM office in New Delhi has developed a set of State-level indicators, including sex ratios, government
attitudes and expenditures on women's programs, and status of NGOs that may be useful in targeting any additional
States.



implementation and management, these risks can be minimized and the project can make a significant
contribution to enhance the quality of women's lives in a geographic area of great need.
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The current gaps fall into three major categories: microenterprise development, including NGOs;
microfinance; and gender. Each is treated separately below.

Microenterprise Development

What data are available on microenterprise, particularly for the tiny sector and firms with less than
20 employees?

Are data disaggregated by gender?
Are there gender differences in types of enterprises? If so, what are the differences?

Are the majority of female microentrepreneurs self-employed and what are the strategic
implications of this?

What are the constraints faced by microentrepreneurs? Are these different for female versus male
entrepreneurs?

Which major NGOs work with entrepreneurs? It would be useful to chart the key NGOs by year
established; sources of funding; staffing patterns; staff skill levels; geographic coverage; number of female
clients; numbers of male clients if any; differences observed between female and male clients and their
needs, etc.; additional sectors covered, such as health, education; thrift component included and whether
it is required or voluntary; interest rates; repayment rates; whether group methods are used; what group
methods are used; whether enterprises are individual or group-based; graduation criteria for moving into
more formal financial systems; and number of clients graduated.

What are effective approaches to supporting NGOs working on microenterprise development?

What are the most cost-effective means of NGO involvement in microenterprise development?

How can NGOs and other community organizations best be linked to the formal banking sector?

Which business and trade associations support ME development, especially for women?

In which areas does the tiny sector versus the small scale dominate?

What are business linkages that benefit microenterprises--for example, mutual assistance, technical
assistance, credit, in-kind/trade/supplier credits, market identification, market development, merchandising,
etc. These might occur through guilds or trade associations where members provide mutual assistance or
joint purchasing, or a common repair facility.

How can these linkages be strengthened?

To what services do small businesses have access?

What are the growth areas by sub-sector? Are there differences, e.g. by gender, rural/urban, etc.

WX



Microfinance
What are the major differences between the rural and the urban financial sector?
What is the role of informal finance? What are the sources and typical loan sizes?
Are current savings rates as high as the reported 20 percent or has consumerism eroded that figure?

What non-bank financial intermediaries exist and how do they operate, for exampie, NGOs, APEX
organizations of NGOs,' federations of SHGs, credit unions, and cooperatives?

What are the roles of pawnshops and pawning in microenterprise finance? Pawning is a fast and
non-bureaucratic way for microentrepreneurs to get needed cash for business purposes. This helps women
since they are more likely than men to have gold jewelry as a store of value or for ornamentation.
Therefore the presence of widespread pawning in the country is an advantage for female entrepreneurs.
Do formal sector banks have pawn departments that accept gold jewelry * as collateral?

If a woman applies for a business loan, does the bank ask for the husband's signature also?
Alternatively, if a man applies for a loan, does the banker require the wife to sign? Are husbands, because

of self-esteem or other issues, reluctant to countersign for their wive's loans, even though women are
widely reported to be better credit risks than men??

Gender
How do women now get credit?
How do or would women use credit?
Which women most need credit?

Would 2 minimalist, or credit only, approach work if it targeted women at the poverty line (right
above or right below)?

How long would it take to move rural versus urban women from credit plus programs to direct
dealings with formal financial systems?

What percent of women would move into entrepreneurship after group membership that focused
on enterprise skills? What urban versus rural differences exist?

! For example, the Chaitanya scheme in Maharashtra State that began with its own savings, now has an apex
organization of groups that on-lends.

* For example, in Sri Lanka, almost 70 percent of the outstanding loan portfolio of the Regional Rural
Development Banks was in pawned loans. In addition there are pawn shops located throughout the country.

} There is global evidence that women are more conservative about incurring debt and take out smaller loans.
Programs should consider the benefits of educating women concerning rights and the law. Also, women's programs
must include men so that cultural attitudes of males do not undermine female participation.

,
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Would women still/want need group support after they are dealing with formal financial
nstitutions?
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ANNEX C

MATRIX FOR SOME KEY NGOs IN THE MICROENTERPRISE SECTOR*

* Source: Vijay Mahajan, Development Consultant, Hyderabad, India.



Sarva Jana Seva Kosh

S.No. Key Variables SEWA Bank SEWA SHGs CDF Thrift *Coops* PRADAN SHGs CRESA SHGs
A General
1 Year of establishment 1974 1989 1991 onwards 1990 onwards 1990 onwards 1987 onwards
2 Type of institution Urban Cooperative Non-Banking Unregistered Unregistered Unregistered Registered
Bank Finandial Company informal groups informal groups informal groups under
Sodelies At
3 Ownership/Sponsorship Shareholders: all of Shareholders: all of Mermbers are "owners®.  Members are ‘owners®. Members are "owners™. Members are "owners”®.
whom are poor women whom are poor families The sponsar is SEWA, The sponsor is COF The sponsor is PRADAN The sponsor is CRESA
members of the Trade from villages in which and its affiliate, the (Cooperative Deve- (Professional Assis- (Centre for Rural
Union calied Self- a Gandhian NGO called Mahila SEWA Trust. lopment Foundation) tance for Development Reconstrudtion and
Employed Women's ASSEFA runs rural SEWA Bank provided erstwhile Samakhya, Action, an NGO) Social Adlion, an NGO)
Assodiation (SEWA) development projects loans & takes deposits an NGO.
4 Primary Objective * To provide poor wormen  "To act as a development  To enable rural poor wormk To enable rural women  To enable rural poor wormk *To assist rural poor
asecure place to save.  agency... for economic to save and to get to save and o get to save and o get women economically ®
Also to provide loans upliftment of members... aedit easily and at lower credit easily and at lower caredit easily and at lower
for productive purposes 1o promote thaft and cost than from money- costthan frommoney-  cost than from money-
s8vings habits. * lenders. (inferred) lenders. (inferred) lenders. (inferred)
5 Other Major Objectives  Economic empowerment  Economic empowserment  Econormic empowerment  Economic empowemment Economic empowerment Education and health,
of urban poor women of rural poor households  of rusal poor women of rural women of rural poor women income generation A
i
8 Main Adivities Savings collection in Receiving funds recovered - Calledting savings - Collecting savings - Colledting savings - Collecting savings !
wban ciwm areas. by ASSEFA Gram Sabhas on a penodic basis. Rs 10 on a monthly basis on a periodic basis. Rs 10 on a monthly basi
Eanking services. who got donor grants for - Providing loans from - Providing loans fiom - Providing toans from - Providing loans from
Lcans up to Rs 25,000 vanous development acti-  pooled s8vings. pooled savings. pooled savings and pooled savings and
for produdtive purposes  vities (wells, pumps, cattle) - Channeling loans from - CDF thrift groups do  small matching grant from small matching grant frot
Providing ksans for new SEWA Bank. : not accept outside funds. PRADAN in early stages CRESA in early slages
development activities. - Channeling loans from - Chsnneling loans from
nationalised banks/NABAF Rashtriya Mahila Kosh.
7 Tesgs! Sacrnent Poor sef-employed Poor families fromthose  Poor rural women in four  Poor rural women in two  Poor rural women in Poor rural wormen in
women in Ahmedabad districts where ASSEFA  districts: Ahmedabad, districts of AP : Warangal Maduraj & Ramnad W .Godavari and Krishna
and five nearby districts  runs development projects  Kheda, Banaskantha, and Karimnagar districts of Tamil Nady disticts of Andhra
: 39 branches in 5 states and Mehsana
8 Funding The SEWA Bank is a profit The SUS Kosh is a profit  TheSHGsdomotneed  The SHGs do motneed The SHGsdonotneed The SHGs do not need
rmaking entity; extension making entity, although for direct funding; extension direct funding; extension dired funding; extension direct funding; extension
and training support is the year ending 313941t and training support is and raining supportis  and lraining suppoxt is and training support is
given by SEWA andthe made a small loss of Rs 17( given by SEWA and the given by CDF which given by PRADAN which given by CRESA which
Mahila SEWA Trust which Exension support comes  Mahila SEWA Trust which is funded by anumber  is funded by a number is funded by a number
are funded by a from ASSEFA, funded by a are funded by a of foreign and Indian of foreign and Indian of foreign agendies and
large number of foreign  large number of foreign large number of foreign  donor agendies. donor agencies. Rashtritya Mahila Kosh
and Indian donor agendies and Indian donor agendes. and ndian donor agendes.



S.No. Key Variables SEWA Bank SJS Kosh SEWA SHGs CDF Thnift "Coops*® PRADAN SHGs CRESA SHGs

9 Finanda! impad:

a. Direct . By choosing to work with  SJS Kosh has not only The initial impact of SHGs The thnft coops charge  The SHGs charge The SHGs charge
only poor seff-employed  been confined to the rural  on SEWA Bank is higher interest rates of 2-3 % pa interest rates of 2-4 % pa interest rates of 2-4 % p<
woimen, the SEWA Bank poor but among those lo  cosls but as the numbers  and have very low default and have very low defaults on loans from own funds
has remained rather small ASSEFA benefiaaries only increase, the demand for  (2.2% as on 31.3.94), thu {(exact data not available®). but are obligated to chare

as compared to the other This has led o relatively  credit from rural SHGs the coops are finanaally 12% for RMK loans (see
urban cooperative banks  slower growth compared  will in fact solve problem  sound, with growing oper- below). There is no
in Ahmedabad/ Gujaratl.  to other rural banks. of inadequate demand in  ations and reserves. spread for the SHG in
Profitability is also likely® ts urban operations. the RMK scheme.
to be lower in comparison.

b. Indired The customers served by SJS Kosh has weaned the Members of SEWA SHGs Because of the insistence SHGs have federated SHGs have been linked
SEWA Bank are unlikely ic ASSEFA projects away are unlikely to have gl on using only own pooled into "duster banks*® up with the Rashtriya

have come into the fold of 100 percent gram funding  Ioans from rural banks, savings, the COF promols  which knk up with local  Mahila Kosh (RMK)

normal commsraal banks. o making greater use of  except iIRDP type of loans. thrift "coops” are highly  commeraal banks for through CRESA. RMK

Thus market broadened.  loan funds. Savings also encouraged. autonomous and vibrant  a line of credit under a lends to CRESA @28% p=
finandat instituions as  NABARD Pilot Project for on-lending @12% pa
compared to normal coops.

10 Non-Finandal Impad:  Smoothening of househalc Gram Sabbhas which are  Building poor rural women' Building local, people-  Providing the financial Providing the financal
consumgption through use local people's institutions  confidence in handling fin- owned and managed rure basis and discipline for resources needed for

of savings; increase in are strengthened when. andal ransactions. finanaal institutions kvelihood promotion for  livelihood promotion for - ()
nocome due o use of credi they own finandial rescurces. the rural poor the rural poor women &
11 Operational Set-up
a. New orgenisational Yes, in the sense that the Yes, in the sense thalthe Yes, the SHGs were setup Yes, the coops are entirel Yes, the SHGs were selup Yes, the SHGs were seu

set-up sstablished? Bank #seft was created by Kosh #tself was created by 1o provide a fadility to new and created for the to provide a facility lo to provide a faaility 1o
SEWA for the purpose of ASSEFA for the purpose of the rural poor savers and purpose of linking rural  the rural poor savers and the rural poor savers anc
extending finandal service managing Gram Sabha borrowers and to link them savers and bomowers in - bormrowers and to link themn borrowers. New ones hz

ovmed finandal resources. with the SEWA Bank. a local ares. with commeraal banks.  set up after RMK link-up.

b. No of staff members In the above sense, In the above sense, SEWA organisers inthe  Three CDF staff devate i PRADAN has 8* staff  CRESA has 21 total stafi
engaged in handling BP all 45 of SEWA Bank staff. all 91 of SJS Kosh staff.  districts spend part of their their time (o the coops.  Jooking after the project  who spend about half tirr
SHGs. SEWA Bank plans CDF staff inputs have PRADAN staff inputs have looking after the projed,
o dedicate 7 staff to SHG:reduced over the years a: reduced over the years as while the rest is spent on
earlier members are able earlier meimbers are able other adivities in the
(o play organising roles o play organising roles  same villages.
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Key Vanables SEWA Bank SJS Kosh SEWA §HGs CDf Thant *Coaps® PRADAN SHG: B CRESA SHGs
Outreach o
Number of Units 1 brsroh anly 39 anchea 223 BHGs 5 olusters 10 clusters, 318 5HQAs 3 olusters, 40 SHGs
Number of Distriots Cover 4 Tin TN, 3in Bihar, 2 esch in 4 2 2 2

Number of Stales Coversc

Number of users of this 8f

Number of wamen users

Costs
Direct

interest loss, &tc.

Adminsitration Costs

Bad dabt costs

Benefits
Total number of depcals

Totel amount of deposrs

Tatel number of toans
Total amount of loens

Qiher benefits

(SHGs Mc bulk scoounts
in the SEWA Bank In Abed

1

Ovar 16.000° sharehalders;
96,000 deposkors; 12,000
borrow ers (Cumulstive)

All barow s and slmost
il depositars are wamen

Due to RBI restrictions an
interest rates by banks it
recently, the inlerest on
loans was 18% pe for
loans Leow Rs 25000,
which constituted 2il loans

Administretion costs inad
degrecistion ranged fram 4
10 § % of working funds &
9to 12 % of average loans
outstanding. In 15888-93

Though no write-offs heve
boen made but bad dett
reserves ranged from 8.2
10 3.9 % dwing 1963-83

Over 38,000 * un 81,364

R3 84.2 miftion on 81.3.94
(dlus institutional Rs 26 mit.
ond rursl EHG depoaits

Re 1.46 miltion)

Over 12000 * cumulative
borowers il 81.2.64

Ra 16 1 million. excluding
loans to SHG members

SEWA Bank deals with the
inaurenoe compenies on
tehall of SEWA members
for acoident end (e insur-
ence and atso for house-
haid (fre. theft) insurence

Rajesthan and Maharashtre.
one in Kamatska Qots! 15)

4 o3 above

Over 81270 sharehaidors
a1 on 811284, noof

depositors snd bomrowers NA

Abaut 30 % of members.
4050 % of depositors and
about 30% of borowers

Although es s non-tanking
finoncial compary. the Kosh
can charge higher Interest
retes than banks. A has in
faot been chergmp lower
rates: 12% pe uniformly.

Staff and cthes overhead
costs cameio 2 1% of the
warking funds and 6. 2%

of sversge loans outstanding
during 1992-93. Figures far

1

8171 members a3 on
March S, 1954

SHGs sre excluanely far
fural pXar wamen.

EHGs charge between 2to
S % per month G iens.
The SEWA Bank, however,
lends 16 SHG members

ot 15% pa.

Duse to time-shanng by
BEWA orjanisers. end use
of SEWA vehicles and
distnct offices, costs of
SHGs cauld nat be

£3-84 could nat be computed soparitely caloulated.

due to chanpe in sccomnting.

*No date w5 svelkeble on
bad debts, but overdues
were reparted to be 21.6%
a3 an §1.12684. This means
long tem loan lozs of ~7T%.

NA®

Rs 4.8 milion an 31.393
(pus Gram Satha funds of
Rs 33.6 miflion)

NA®

Rs 98.8 mition
230N 311254

Kosh provides socounting
and sefokeeping services
far Gram Sabha funds.
These amounted to Rs 69.6
million. Tho Kpah geis &

2 porcant service oharge

No scparate data could be
gathered an SHQ bad
detts Ontime repeymert
i3 higher than for normat
benk losns.

8141 members. sl ssvers

Rs 1.48 milion an 31.3.94

* Exact number nat known

R3s 246 millon on 31.394

in sdddion to sevings snd
loans, EHGy sre a forum
for discussing ecanamic
ectivity potential and are
baing sctvely linked with
rural ial benks.

1

11.536 membars &3 on
March 31, 1934

SHG» are exclusivey for
tural women, mostly from
lower income groups

There is no extemea:
cepitel, sothereis no
question of intesest
subsidy.

CDF malntains a Emited
degres of staff support
which had a cumulative
cast of R 0 75 milkon
{nception till 81.394)
This includes advocacy.

Deleults were 2 2%

of the ioans outastnding
an 81.3.84. Bincethe
coops mtsted thak funds

1

5,386 members a3 On
Sep 30, 1634

SHG3 are exclusively far
fural poor womes.

in the early stapes.
PRADAN gave maiching
gients of Rs 2000/SHG.
Now discantinued

inRial 17 groups cost
Rs 7350 par EHG over
three years. PRADAN
estimates suupart cost
will be down to Rs 3000
per SHG upto cluster
benk stsge

* Data not avallatie.

roughly three times & yesr
these defaulls are very low.

11636 members. ail saverr 5386 members, all savers

Rs 389 mitlion on 31.384 Rs 1.27 miliion on 30.9.5¢

18632 during 1993-94 8560 loans (curmu?)

Rs £.36 million in 1993-94 R3 4.6 million cumutstive
Rs3 0.45 million In 193354

1

Neely 1600 members
as on Jan, 1965

SHGs are exclusively for
furs! poor women, from
SC/ST. lendiess BC

and fishing communities

In the earty stages,
CRESA gave matohing
grants but it has now
discontinued this.

Tdtal costs are estimsted
to be about Rs 16,000 per
month. This works oul to
nearly 1 percont of the
working funds. Howewer,
CRESA expocts oosts to
double ks program skze
without any additional cost

The arganisation stated
that they have had no
defualls sofar Howewer,
there are some skipped
instaiments, but no detaits

1600 members, alf savers

Rs 0.7 miflion in Dec, 19¢

U uee su ovorall

For RMK. 650 loens.

For RMK partion, Rs 1.8
milkon. of which Rs 1.0
million is outstanding

Thiift coops act as a
besis far Iteracy and
numeracy campeign.

SHG3 act as @ besis for
verious other inputs for
sub-sectoral ivellhood

They eis0 aol a3 pressure promation, e.g. daky and

groupy and good oount&s-

poury. PRADAN also

ples to reguler coops gives aotivity grants

RMK loens ere insured
ageinst borrower's desth.

G-3
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P22 USAID Microenterprise Initiative
war  Summary — June 1994

To support poor entrepreneurs around the world, the Microenterprise Initative raises microenterprise develop-
ment to a level of priority within the program of the U.S. Agency for International Development (USAID).

The Microenterprise Charter makes microenterprise development a prominent part of USAID's economic
growth strategy for reaching the poor. USAID has set a goal of devoting half of all its support for microenter-
prise programs to poverty lending programs or the poverty lending portion of mixed programs by the end of
fiscal year 1996. Poverty lending programs are defined as those that serve the very poor, with reference to loan
sizes below.$300 in 1994 dollars.

« Increases in overall support for microenterprise from an estimated $80 mullion in fiscal year 1993
to targets of $130 million and $140 million in fiscal years 1994 and 1995, respecavely.

« A commitment that 35 percent of dollar funding for microenterprise (about $38 million) will go
through USAID/Washington in 1995 and 1996, while the majority of the program continues to
be funded by USAID field missions. Central funding for microenterprise in 1994 has already
grown to $23 million.

+ A Microenterprise Innovation Program of $30 million for 1995 and again in 1996, with a2 new
grant program to support microenterprise programs of non-governmental organizadons (NGOs),
private voluntary organizations (PVOs) and other insatutons; matching funds to increase mission
support for microenterprise; and expanded technical assistance in design, monitoring and evaluadon.

« Increases in the exising PVO matching grant program (to $8 million in microenterprise funding)
and the Micro and Small Enterprise Loan Guarantee Program.

« Designation of USAID’s chief of staff as coordinator of the initiative; a strengthened Office of
Microenterprise Development in the Bureau for Global Programs, Field Support and Research.

« Revised monitoring systems, including establishing performance indicators that are practical to
measure and accurate reflections of results achieved. Review of central mechanisms of the
inidadve in 1996.



Charter of fhe
USAID Microenterprise Initiative:

The Microenterprise Initiative
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lower-income coundies, a third of mare of the bor force is ofien engaged i microeneer

@aﬁpmmdmbmwmmﬂym
343

timited. [nhzmdxingh:miawmpiichﬁhdmd\:UnhcdSmaAgmcy&x
[mmudanlDadopmau(USAID)aﬁirm:dmmppmformjawmpmcwiﬂbn
mrdmmnudmzppmd!mmm&mmm;mcm
noaic parucgacon of the pooc n parocular, USAID is strengthening 3 apacity ©
support poverty lending programs.
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The microenerrprise initiative encompasees 2 oumber of activieies. Firt and foremoss, i
vl e 3 e devel ied oue by local .
rations that offer cred, savings, advocicy, taining of similar services. A wide varicry ¢
mmmmugmm.mmmapmmco’z
A s crectk umions and fnancal nsinusions. The mi 4
initiative seeks o use cach of these types of organizagons’ unique and comparanve skill

In addition, the microcnterpeise inidative secks o foster greater awarencss throughout d
md&mdmmmmm»mﬁﬂymbax
sideragion inm the broadest range of USAID programs and policics, axch as in
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The Goals qf the Initiative

ﬂ\a:mzhm:prinmydcvek)pmaugoahfonhcmiawnnpmwm:

To assist the cfforts of the poor & increase their income and assets. Microenierprises have

been shown to be an effecave means of increasing the income and assets of the poor @

ton. [n the poorest countries, microenterprise an ourperform more formal enterprises
wn this dimension.
To increase shills and productinty fo enhance econownic growch. Microenterprises deved

opmu:pmzumlmdmungu'hlzbﬂidaamngd\drpmpriaas.[nmcmmm
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the cxpacity to spread mnnovanon quickly. Also, growing MICTOCNICTPrises AN CTVE 43 2

primary souree of new demand for labor.

will, in curn, aflow thie cradinonally
dbadmugadmglmmwbcwmndud:oﬁnhhhaumg.nunﬁmudm-

To facilitate the developwent of *cconommic demacracy.” Through microenterprise pro-
grams a wide range of local instiutions is qreared. Some of these are highly
pamdpammunmmky-bmedmgmindom.mhnviﬂagcbmhaaedhmm
which groups of villagers manage pools of savings and loans. Orhers are more formal
Some are concemed with finandal services, whils others are focused on advocacy. In
insances, the aim s  develop susinable soructures through which disadvanaged
gzm;ngmpmammmmddnbﬁshdmpootumccﬁmpum-
pumhdxdrsodcd:s.ﬁccapninﬁmummimpommupcaddvﬂsoday.
Howevey, the qux of all microenterprise activiges sall remains basic finandal viabiliry,
ic., the nsdauional capacity © provide financial and odher services without external
subsidy.

" A Focus on Results

Ralimgdwgoa]ofbcuaqwnnﬁtyfotmkmmmpmnmqtmdhwmby
nscruzions that serve or affect microentexprise, and this i the area where USAID wil
direct irs effort. USAID's coordinazed aporoach wall focus on:

-haa.singaambydmmormardhmdnvi:gmkapuw&icdbyauﬁnyof
susginable finandal service instrudons. The inifative seeks to caalvze major changes
in the cffeciveness, eficency and scale of services provided.

« Providing innovagve non-finanaal assisance, c§. technical and management ganing.

marketng and technology development. 0 MITOCIETPrSC enmTeprencury in a cost:
effective manner.

« Srengthening the capacity of local organizasons, such as NGOs and assoasons. 0
have a voice in the pobcy process affecting microenterprise development at boh the
nagonal and locl levels.

-chwingmmab&ngmvimmnmxformhwmpﬁxdumghimdmﬂmulmdcco
mmkpo&ydunge(ag,hnp«wﬁ:gdukgzlmdmguhmfnmcmtﬁrmnﬂ
secor reform, tax code and adminiscrason) and access o local infrasaucnure and pul
bie services.

USAID will provide support through sced apial. insamugonal development franang,
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3 thal MICOENICTEASE PIOETANS SPOnsOL. USAID’s mucreenterpnse peogram:
will sarive w achicve agnifandy greater oumeach.

nued focus on women and the very poot. The microenterprisc inigagve will
ama cnmanforvaypoorcnncpmmxapcdaﬂywmmudnmy
mdemdLbuzwhodcpﬂdfmnmivﬂmmiaoauﬂpm UsAID
mimdmaﬂoadnghalfohﬂ&mdmgfamnoamptbuaivicmmppm
tylmcﬁngprogrmbydledmcofﬁialymlm In chiy concext, poverty
:gpogmnmdmcdmnmd\enwd:ddrmypwmbmdm
nhxiyumcn.mddmpmvid:knmnmﬂa:hmudampoimdsoo.

inabdficy and financial self-suffiiency. Fomh\gamb&kyhmaﬁlpuﬁnﬂmy
a2 of shrinking foreign assisance fows. The USAID micreenterprise ninagve
ssiaﬁmndzlsavicnpmgrmmdcwbpﬁmndzﬂyzdfsuﬁduuopmmmd
) more sources of funds, inchuding local savings, borrowing from kocal
s and mobilizing US. privase secor funds.

-P;mmh;pmdlguvunmmnlotgmnom.PVOs.NCOtmoazmm.acdk
mmmmmu.uwomumwumm
wmimgmmghznnayo(nu}wwm.kdndingmmg&nmgpmgmwm
Wuhmgtmuw:ﬂudmﬁmdcdbyUSAlemu. :

-P;mmhxpwuhothaunduhmulmdbchwaldomnmdod\aUS.orgmm
especally Peace Corps. USMDmHsuuxgﬁmlk\pguwﬁi\od\adamudUS.
memnwdmm

s Performance sandards. The most experienced mikroenterprise msaaumons should be
ummgedmpmhfmdduﬁu@o(mwhﬂchmmu
mecmgcdmmeapa{amm:mndudsdmm«zhmupdthddao{m-
tainabiity.

.wmmuw&mmmp&y
changes. mmmummﬁmummm.
prba(mwcdnhmdmbymx)mddrcﬂ'mondan&yg{i&o{
microenreprencurs and their familics.

mmmmmmwmmmmmmdmm
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Management Challenges

mmxguak\ddmumkccpingwﬁhinlﬁghpmtyhUSAID‘smwdcvdop-
mgy.ﬂmhmmmmUSMD'swdmialmdmﬂ'apad&yin
neerprise development. The muqoenierprise inidaave must both increase the
:dge of microenterprise development among key saff and deploy available techni-
surces etbiaendy.

)-mﬂdndopumtmmsbfgxmmawiaﬁﬁm;mmgiuwﬁwﬂe
numamdmmpmjcmmbaxdond\cbcumoddsimhcﬁcﬂ.m
mapnxtudamtabommmgdmﬁmdmgmcdnmmuianhMmmdm
ources more efigenty through NGO nerworks.

[mpmmdmxiuxingofpmgumpaformmecmdmﬂuhmxhl. Ar present, perfor-
mance information is inacceasible and non-comparable across prograums. Improvement n
Mmmddladmbmnpmgnmbcmaﬂoadondcdshnabaxmaﬂ
momu:andgruwzbilkymdcmmsmudmzidxmmp&s}n. Simdarly, mproved
mmmmmmqmwmnmdwupm
mmnmhubdiryu\do[admcyfmpo&ydungc.vdﬂmthzmcﬁ'mt
program.
Ummwammmmdmmwm-
mmmwmbmmmmmm&mmr
microenserprise development at home.

Conclusion

nicoenerprise niaave will be guided by the
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THE ADMINISTRATOR A.I1.D

POLICY DETERMINATION

MICROENTERPRISE DEVELOPMENT PROGRAM GUIDELINES

A. Statement of Objectives

Microenterprise assistance is an important element of
A.I.D.'s private enterprise development strategy. It is
particularly important in advancing the goal of broad-
based economic growth and, specifically, increasing
incomes of the poor, providing opportunities for
advancement of micro-entrepreneurs, and encouraging
indigenous investment. The microenterprise subsector
includes the whole spectrum of productive activities
ranging from rural-based agribusinesses and handicraft
production to urban-based trading, service, and
manufacturing enterprises, many of which are labor-
intensive.

The policy guidelines described below were developed to
ensure that the resources provided under A.I.D.'s
microenterprise development program benefit the many and
diverse business efforts of the poor.* The program's
objective is to help people with limited or no access to

* Many A.I.D. policy guidance documents identify

important issues that need to be addressed in designing
A.I.D.'s assistance to lower-income groups in both the
formal and informal sectors in Aeveloping countries. The
policy guidelines contained herein should be applied by
Missions in concert with those in the A,7.D. policy papers
on Financial Markets Development (August 1988), Cooperative
Development (April 1985), Private Enterprise Development
(revised March 1985), Women in Development (October 1982),
and Private and Voluntary Organizations (September 1982);
the Guidelines on Terms of Aid; and the gquidance contained
in cables 1986 STATE 259310 and 259314 on the private
enterprise local currency lending program contained in
sections 106 and 108 of the Food Security Act of 1985,
Some of these policies are summarized in the annex to this
guidance. '
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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, Economic Support
Funds, and local currencies support programs that develop
institutions that serve microenterprises and that provide
microenterprises with credit, training, and technical
assistance.

B. General Program Guidelines

1. Program Earmark and Funding Information. A.I.D.'s

FY 1988 appropriations legislation required that A.I.D.
make available not less than $50 million of the Agency's

FY 1988 DA and ESF appropriations to implement a
microenterprise development program. A.I.D.'s FY 1989
appropriations legislation increased the earmark to $75
million. Missions will be informed annually by AID/W of
changes in the earmark level. Local currencies that result
from nonproject assistance (such as cash transfers, CIPs,
and PL 480 sales) may be used in lieu of dollars to achieve
the objectives of the legislation. This earmark may be met
through the funding of credit, technical assistance,
training, or related activities directed at
microenterprises. Missions should be creative in seeking
funding and project approaches to implement this program.

2. Program Beneficiaries. There is no precise definition
of a microenterprise. As a working definition, subject to
the following exceptions, a microenterprise should have no
more than approximately 10 employees and should have
characteristics (assets, revenue, etc.) that fit well
within the framework of objectives set forth below,
Special emphasis should be placed on small-sized and
individually-owned productive activities. An attempt to
define or limit the size of a microenterprise too severely
would exclude from the program some enterprises that
Congress desired to receive the benefits of the program,
i.e., enterprises made up of poor people, such as a rural,
community-based firm owned and operated by 20 women or
certain cooperatives, Furthermore, the objective of
gradually advancing an enterprise to access formal sources
of financing could be undermined with too severe a limit
based upon the firm's employees.

Missions may well have to use a locally appropriate
definition of microenterprise., This definition should be
delineated in project or program documentation. Missions
should focus on assisting new as well as existing
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enterpycises. Programs should be designed ideally to

(a) seek out the very smallest enterprises and, among them,
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 anrd -operated enterprises,

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

(a) individuals in the poorest 50 percent of the
population, (b) businesses owned by women, and

(c) businesses owned and operated by the poorest 20 percent
of the population.

3. Policy Dialogue. Microenterprises often face a
macroeconomic 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 microenterprise assistance activities,
Missions should seek to address these problems in their
other policy dialogue efforts as well. Conversely, where
successful policy reform efforts create private business
opportunities in a given area, Missions should consider
special emphasis in existing programs 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 mobilization;:

0 Trade and investment policies that promote large-
scale industry and are biased against agriculcure
(such as foreign exchange rationing and tariff
systems);

O Tax laws that often offer low tax rates to larger
enterprises and encourage the use of capital-
intensive activities; and

O Restrictive regulatory and legal systems that create
considerable obstacles for small firms, thereby
encouraging informality and discouraging access to
benefits afforded 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 entrepreneurs 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.1.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 banking system
even in the absence of a special microenterprise "window”.
In such instances, th2 microenterprises benefit even though
they are not specifically targetted by a particular credit
program.

5. Microenterprise Credit Activities. A frequent approach
to assisting microenterprises is the provision of credit.

a. Loan Size. The average loan size should not exceed
$300 unless there are indications that larger-sized loans
are needed to achieve the objectives of this program. For
programs where prevailing country conditions make the $300,
limi*t unreasonable in terms of meeting program objectives,
Missions should set forth the reasons for the higher loan
size in project or program documentaktion.

Although the $300 loan size was originally proposed by
Congress as a mechanism for directing A.I.D.'s assistance
towards new enterprises, 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 economic sectors. The loan size should be
small enough to reach the target beneficiaries but
sufficient to achieve the objectives of the program.

b. Interest Rates and Associated Costs to
Microenterprises. The setting of interest rates is an
important element in a program designed to promote viable
microenterprises and financially viable and sustainable
IFIs. Where practicable, the interest rates and associated
fees charged to a microenterprise by an IFI should reflect
the full cost of the credit provided. Such an approach
will reduce the likelihood of decapitalization and increase
savings mobilization. If interest rates, collateral
requirements, or repayment periods are administratively
imposed by the government, the terms agreed to in A.I.D.-
supported activities will be part of a planned effort to
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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 practicable),
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 ultimate 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 costs associated with
commercial loans. These costs include the costs of funds
mobilized or borrowed; the normal premiums for the higher
risks of term loans or devaluation risks for loans
denominated in foreign currency; the administrative costs
of providing loans to microenterprises; any extraordinary
costs of non-bank services furnished the microenterprises
or of supervising the sub-loans; and a reasonable profit
margin for the IFI. Missions may wish to provide technical
assistance to reduce loan transaction costs in the credit
delivery system and to encourage greater 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.

Cc. Terms to IFIs. The .nterest rate charged to
commercial intermediaries that act as IFIs for this program
(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
bhorrowers. If interest rates within a particular country
are held down artificially by government policies, the
rate charged to the IFIs should be set within the context
of U.S. efforts to encourage adoption of free market
interest rates.

IFIs should strive to develop more simplified application
processes, where appropriate, as well as to link and
accelerate the movement of borrowers into the formal
financial system.
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pvOs and cooperatives should be enccuraged 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 assisting microenterprises is the provision of
technical assistance, such as management, marketing, or
production support. Many microenterprise projects involve
training or extension services to microenterprises, either
as a self-contained technical assistance and training
project or as a component of a credit project. As past
experience has demonstrated the value of charging
recipients for technical assistance and traiaing, programs
offerring these services should strive for increasing cost
recovery over the life of the program.

studies have concluded that training and extension services
are a potentially effective vehicle for reaching the
poorest or smallest enterprises if:

o The training is simple and builds on existing
knowledge relevant to microenterprise level needs;

o They advise or serve as a broker in dealing with
government regulations and licensing procedures; and

o The recipients are organized into groups or
associations, thus reducing the unit costs of
reaching them.

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
addressing multiple constraints;

o Give priority to addressing the needs of particular
industries and problems; and

o Concentrate support on established enterprises,
rather than attempting to create new enterprises.

7. 1Institutional Intermediaries. A.Il.D. should maximize
the use of private sector institutions (i.e., commercial
banks, credit unions, cooperatives, PVOs/NGOs, village
banks, and training organizations) when such institutions
operate as intermediaries in this program.

Strong preference should be given to strengthening and
working through local privately-owned and controlled
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institutions. When utilizing section 106 and 108 local
currencies for microenterprise assistance, Missions should
follow the provisions contained in cables 1986 STATE
259310 and 259314 on the private enterprise local currency
lending program described in the Food Security Act of
1985. When utilizing funds other than section 106 and 108
local currencies, Missions should follow the gquidance
contained in the Private Enterprise Development Policy
Paper (revised March 1985).

It is especially important that intermediaries work as
directly as possible within the community of the
beneficiaries of credit and technical assistance. When
appropriate, credit could be extended through groups or
similar mechanisms that use business or individual
reputation in the community as a primary decision criteria
in credit allocation. Encouragement of the participation
of women in the decision-making and management of
intermediaries should also be emphasized.

In selecting IFIs, A.I1.D. should give particular attention
to the existence of or plans to attain the following
desirable institutional characteristics:

o Financial soundness - demonstrates reasonable
prospects for long-term viability;

0 Orientation toward microenterprise lending;

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

0 Capital mobilization capability - demonstrates
capability to mobilize capital from internal
savings programs and/or from access to local
capital markets;

o Portfolio and client diversification -
diversification relative to loan purpose and type
of borrower or in other ways reduce exposure;

o Complementary financing capability - demonstrates
potential over time for providing other financial
services to meet the diversity of borrower needs;

0 Support system - demonstrates potential, over time,
for forming part of a network or system capable of
providing financial, technical, and managerial
assistance.

A.I1.D should strive to obtain life of project funding for
more than the three to five year norm and allow for the
long-term assistance provided to the IFI to achieve the
result necessary for sustained operations beyond project
life,
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ANNEX

CURRENT A.I.D. POLICIES
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 reflected this orientation for some time,

Policy papers on Financial Markets Development, Cooperative
Development, Private Enterprise Development, Women in
Development, and Private and Voluntary Organizations all
play important roles in shaping A.I.D.'s framework for
supporting microenterprise development. Some aspects of
these policy papers are summarized below.

1. Financial Markets Development (August 1988)

The Financial Markets Development policy paper describes
A.I.D.'s policy on financial markets development and
provides guidance on the development of A.I.D.'s programs
and projects in financial markets. A.I.D. tries to
promote a system of financial markets that is integrated
and relatively undistorted, one that relies heavily on
competitive financial institutions, and on policies to
facilitate competition. This system should be capable of
effectively mobilizing private savings, allocating that
savings to investments yielding maximum returns, and
maximizing the participation of the general populace.

Among the subjects discussed are macroeconomic policies,
encouraging and mobilizing domestic private savings, credit
allocation policies, legal and regulatory constraints, tax
policies, institutional development, credit policy,
financial training and standards development, and new
financial instruments and institutions.

Specific guidance is provided on the informal sector. The
policy paper recommends that A.I.D. encouradge host
governments to adopt specific reforms that increase access
to formal sources of credit and that A.I.D. should sponsor
studies on the nature and functions of informal financial
markets,

A.I.D.'s assistance to the informal sector has historically
been in the form of project-based credit and technical
assistance. Although many A.I.D. programs directed at
microenterprises and informal sector enterprises have
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demonstrated that these enterprises are reliable borrowers
and can be reached cost-effectively, studies have shown
that providing credit alone to microenterprises only rarely
produced self-sustaining gains; increases in income were
short-lived.

Informal sector enterprises often face a policy and
administrativ2 environment that contains serious market
access and entry barriers. Some macroeconomic policies
have a negative impact on informal enterprises and serve
as entry barriers to the formal sector. These issues
should be addressed within the framework of A.I.D.'s
assistance to the informal sector.

A.I.D. should also continue to encourage formal financial
institutions to serve the same clientele served by the
informal financial markets. 1In the process, the more
efficient formal markets gradually displace less effective
informal markets. The best examples are those involving
the extension of formal financial systems to better serve
the growing financial demands of small farmers and small
scale entrepreneurs. This approach depends for its
success on the truth of an assumption that formal
financial markets are more effective than informal
institutions under appropriate circumstances. Although
this assumption is generally borne out over the long run,
it may not be correct in some markets in the short run.

To facilitate graduation to commercial borrowing, A,I.D.
should foster the involvement of formal financial
institutions in the informal system. For example, it may
be useful to have a representative from a local private
bank involved in an A.I.D.-sponsored informal sector
lending program conducted through a PVO. This might
facilitate an informal enterprise's graduation from the
A.I.D., program to commercial banks by increasing the bank's
familiarity with the borrower (and much of that segment of
borrowers) while establishing a credit history in which
the bank has confidence.

2. Cooperative Development (April 1985)

The Cooperative Development policy paper discusses the
rationale for A.I.D.'s work with cooperatives and its
objectives for the cooperative development. A.I.D,.
supports the development of cooperative organizations
because cooperatives embody aspects of the principles of
voluntarism, democratic choice and the economic
effectiveness of private enterprise that historically have
shaped our own nation's development,
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Two important points made are:

o Cooperatives are able to reach and benefit sectors
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
public sector programs. The paternalistic approach
of governments and absence of competition provide
little incentive to seek efficient methods of
product or service delivery. A cooperative,
because it is recipient owned, has an automatic
incentive to maximize benefits to the members.

3. Private Enterprise Development (revised March 1985)

A.I.D.'s private enterprise initiative is directed at the
development of the LDC's private sector. The policy paper
states that the goals of A.I.D.'s policy toward private
enterprise are:

0 to encourage LDCs to open their economies to a
greater reliance on competitive markets and private
enterprise in order to meet the basic human needs
of their poor majorities through broadly-based
self-sustained economic growth, and

o to foster the growth of productive, self-sustaining
income and job producing private enterprises in
developing countries.,

The Private Enterprise Development policy paper also
identifies A.I.D.'s target group for private enterprise
development activities. It repeats Sections 101 and 102
of the Foreign Assistance Act of 1961 (FAA), as amended,
stating that one of the four principal goals of U.S.
foreign economic assistance is ". . . the alleviation of
the worst physical manifestations of poverty among the

world's poor majority. . . ".

Consistent with this, it further declares ". . . that the
principal purpose of United States bilateral development
assistance is to help the poor majority of people in
developing countries to participate in a process of
equitable growth through productive work . . . ". The
policy paper directs that projects which implement A.I.D.'s
private enterprise policy should clearly demonstrate the
linkages between the activity that is to occur on the
oroject and progress toward this primary FAA objective.
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Specific policy guidance in the policy paper addresses
activities that include policy dialogue, legal and
regulatory constraints, assistance to the indigenous
private sector, private sector participation in the
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.I.D.'s belief that the operaticn of the
heterogeneous, dynamic and largely unregulated informal
economy provides a powerful argument in favor of
eliminating uneconomic controls on the formal economy. In
countries amenable to policy dialogue and rel.ited reforms,
direct A.I.D. assistance to enhance the importance of the
informal economy is a valuable complementary program to
policy dialogue with the LDC governments. ‘In countries
that are reluctant to discuss policy, assistance to
productive activities carried out in the informal private
sector may be the only effective way to stimulate broad-
based growth and development. A.I.D. has a strong interest
in programs which support the informal private sector.

4. Women in Development (October 1982)

Poor women in developing countries bear major ecenomic
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 skilled work and are among the lowest
paying. In the Women in Development policy paper, A.I.D.
recognized that the productivity of women is important to
personal, family and national well-being, and that women's
productivity depends on their improved access to resources,
e.g. land, improved farming techniques, information, and
employment.

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

0 seek to increase relevant knowledge and skills
among women and girls where lack of education and
training constrain women's effective access to more
productive work;

0 support the development of labor-saving
technologies which are acceptable and accessible to
women where inefficient technologies reduce women's
overall productivity; and

0 support efforts to alleviate the bias, through
policy reform and/or experimental programs which
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in programs which suppotrt the informal private sector.
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e.g. land, improved farming techniques, information, and
employment.

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

o seek to increase relevant knowledge and skills
among women and girls where lack of education and
training constrain women's effective access to more
productive work;

o support the development of labor-saving
technologies which are acceptable and accessible to
women where inefficient technologies reduce women's
overall productivity; and

o support efforts to alleviate the bias, through
policy reform and/or experimental programs which
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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.I.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 project
documents in order to define more precisely the
social context and impact of A.1.D.'s work;
disaggregating by sex data collected for A.I.D.'s
country strategy formulation, project
identification, project design and throughout the
life of projects;

requiring A.I.D.'s country strategy, project
identification and planning documents to explicitly
describe strategies to involve women, benefits and
impediments to women and benchmarks to measure
women's participation; providing substantive
analysis of these statements during the process for
their review; and

evaluating and assessing the impact of A.I.D.'s
programs and projects according to gender
differentials - both in relative and absolute terms
- with regard to improvements in access to and
control over resources and predicted benefits and
returns.

The policy paper discusses actions to be taken in both the
formal sector and informal sector. Although general
trends in developing countries show women's participation
in the formal labor force to be low, increasing population
pressures and the inability of the formal sector to
accommodate the expanding labor force has pushed more
people, especially women, into seeking employment in the
informal sector.

In the formal sector, the policy encourages attempts to
break the pattern of women's relegation to low~-productivity
occupations with no growth potential. A.I.D. can
accomplish this by designing into projects the expansion of
employment opportunities in sectors where women have not
traditionally worked, and in those relatively new sectors
of the economy where gender-specific work roles are not yet
entrenched. In addition, A.I.D. can support and fund
occupational training programs for women.
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In the informal sector, a variety of programs for small
entrepreneurs and microenterprises have been successful,
and can be adapted for women. A.I.D.'s decision to focus
on technical assistance and/or provision of credit through
financial intermediaries must depend on the particular
situation. However, in many countries there are
substantial numbers of self-employed women, particularly
in micro and small industries, who will gain from enhanced
managerial, administrative, and financial skills, as well
as from the formation of cooperative institutions.

Specific policy guidance is also provided in such areas as
women in agricultural development, human resources,
education, energy and natural resource conservation, and
water and health,

>. A.I.D. Partnership in International Developnent with
Private and Voluntary Organizations (September 1982)

The policy paper on Private and Voluntary Organizations
bresents the rationale for A.I.D.'s work with private and
voluntary organizations and the procedures that the Agency
will follow in this area. The paper states that PVOs are

a heterogeneous universe - diverse in their expertise,
size, bases of support, and modes of operation. PVOs bring
unique skills to the job of Third World development and can
be a means for effectively engaging the rural and urban
poor in their nation's development.

Alan Woods
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USAID Microenterprise Program
W Highlights

The US. Agency for Internadonal Development (USAID) has supported small and microenterprise develop-
ment since the late 1970s. USAID financial and technical resources have been the driving force leading to the
emergence of institudons that bring quality financial and other services to millions of microentrepreneurs.

Among USAID's most important accomplishments are the following:

« Through the PISCES project, USAID supported ACCION International’s development and
application of a solidarity group lending model whereby members guarantee one another’s loans.
This allows poor entrepreneurs who lack collateral .0 qualify for ioans and esablishes 2 mecha-
nism for reaching large numbers of people.

« USAID support has been critical for the establishment of leading microenterprise finance instu-
tions across the Ladn American region. For example, 2 $5.9 million investment in PRODEM in.
Bolivia led to the launch of BancoSol, a private commercial bank dedicated to microenterprise,
with a current pordolio of about $30 million.

« Recenty, USAID has supported the village banking methodology through grants to organizatons
such as FINCA El Salvador, which in a short three years has reached 30,000 borrowers, mosdy

very poor womern.

« Through pioneering organizations like the Kenya Rural Enterprise Programme, the Get
Ahead Foundation (South Africa) and the ACEP Project (Senegal), USAID has fostered the
introduction of new methodologies for microenterprise finance. These organizations have
grown and spawned a new generation of larger programs.

« USAID-sponsored surveys of microenterprises throughout Africa have been critical in con-
vincing top policy-makers to recognize microenterprise as a major source of jobs and
incomes for their populations.



« USAID assistance enabled financial institutions (n Indonesia to provide credit and savings
services to large numbers of micro-businesses on a self-sustaining basts. With USAID assis-
tance, Bank Rakyat Indonesia (BRI) created a network of nearly 4,000 units, which lend to
microenterprises and mobilize deposits. This system serves 1.9 million borrowers and 11.2
mullion depositors and is profitable to its parent bank.

USAID has supported and financed the creation of the Small Enterprise Education and
Promotion Network (SEEP), 2 membership associadon of U.S. private voluntary organiza-
tions (PVOs) involved in microenterprise. SEEP has been responsible for a great deal of
progress in the PVO community as well as coaching new entrants into the microenterprise
field.

Under USAID’s GEMINI project, the subsector approach to microenterprise development
has led to new ways of linking microenterprise producers to growing markets. For exam-
ple, in Thailand the women who make silk in their villages are increasing their access to th
growing international market for Thai silk.

Other donors consult USAID as a leader in microenterprise, particularly when they seek
techniques to reach more people and create sustainable institutions. By emphasizing sus-
tainability and knowledge dissemination, USAID has leveraged a reladvely small amount of
funding into a major worldwide effort.

USAID’s many other successful projects include revitalizing credit union systems in coun-

tries such as the Dominican Republic and Malawi, creating many local non-governmental

organizations serving microenterprise and changing the behavior of banks to begin financ-
ing microenterprises. The number of countries involved is well over 50.

USAID support has enabled Peace Corps to develop small enterprise as a major area of its
strength, training more than 4,500 people as small business advisors.



MICROENTERPRISE INNOVATION PROGRAM

- The Microenterprise Innovation Project addresses USAID's three broad areas of concentration --
strengthening markets, investing in people and expanding access and opportunity in the following ways:

) increasing access by the poor, especially women, to credit and savings services provided by a
variety of sustainable financial service institutions.

) providing innovative non-financial assistance --technical and management training, marketing
and technology development, to micro entrepreneurs in a cost-effective manner.

) 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.

) fostering an enabling environment for microenterprise through institutional and economic policy
change.

PROJECT GOAL: To promote the expansion and ensure the effectiveness of microenterprise
services in facilitating entrepreneurial activities of the poor, especially women, and thereby improving the
quality of life of poor people and their contribution to economic growth of the country.

COMPONENTS: The project components are inter-related and carry through several themas
embodied in the Microentarprise Initiative. These themes are:

achieving greater outreach and significant scale
financial viability of financial services

cost effectiveness of non-financial services

local institutional development and long-term viability
inclusion of women and the very poor

> & & & o

The Implementation Grant Program: to expand microenterprise service provision by strengthening local
institutions to build capacity, increase effectiveness and improve financial viability of services to
*“croenterprises. The Implementation Grant Program is intended to support USPVO and other
experianced organizations microenterprise programs that provide financial services, non-financial
services or innovalive piiot efforts in more than one country.

The Mission Co-financing Program: to improve the quality and increase the quantity of Mission support
to microenterprise programs. The Missicn Matching Grant component is intended to support Mission
microenterprise projects with local NGOs, government organizations, associations, credit unions and
other local organizations.

The Technical Assistance, Training, Research and Information Exchange Component: to increase the
capacity of implementing organizations and USAID Missions to undertake microenterprise programs. to
expand the knowledge base of the field, and to improve the design and implementation of AID-
supported projects. This component will advance the “State of the Practice”, provide access to training
and technical assistance to and from NGO/PVO implementors and develop an action research agenda.

The Impact Component: to develop better tools for monitoring the performance of microenterprise
programs and to assess the impact of programs on microentrepreneurs, their enterprises and their
families.




USAID
W Microenterprise Initiative

The economic growth strategy of the US. Agency for International Development (USAID) emphasizes poor peoples’ eco-
nomic empowerment. Microenterprise development 1s an imporant means o this end.

- ARTICULATING .

Adminismator Brian Atwood has issued-a charter outlining the goals of the initiative and directing agency staff to pursue
them. The goals are: 1) to assist poor people to increase their income and assets, thereby gamning the basis to improve their
welfare, nutnton, health, housing and education; 2) to increase the skill and producavity base of the economy, so that eco-
nomic growzh is enhanced; and 3) to develop sustainable insacutons through which disadvantaged groups gain greater
access to resources, fostering a social fabric that more effecuvely weaves poorer people into their socienes as paruapatng
mermnbers.

In pursuing these goals, USAID will be committed to:

« Focus on women and the very poor. USAID has pledged to devote half of its support for microenterprise pro-
grams to poverty lending programs (and the poverty lending poraon of mixed programs) by fiscal year 1996.
Poverty lending programs are defined as those that serve the very poor, with reference to loan amounts below
$300 in 1994 dollars.

* Assist implementing organizations in reaching greater numbers of people. Because the scale of need is great,
involving tens of millions of enaeprencurs around the world, the agency’s approach is designed to reach as

many people as possible.

+ Sustainability and finandal self-sufficiency. Through susainable institutons, more people can be reached and
services can continue oves dme, becomuny, perman=nt parss of local economies.

* Partnerships with local organizations. USAID will seck improved parmerships with governmenal and non-
governmental organizadons, associadons, credit umons and other nsatudons.

Creating Change at USAID

The heart of USAID's program lies in its field missions, and microenterprise development programs are best designed and
managed in the field. USAID is restructuring incengves for missions to strengthen their commitment to microenterprise
development.

« Mission strategies increasingly include microenterprise as an arca of concern.

+ Despite budget reductions in other areas, USAID plans to increase total funding for microenterprise during
the next few years. ©o $130 million in fiscal year 1994 and $140 million in fiscal'year 1995. Bureaus will be
asked to ensure that their programs reach these targets.
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* The administrator has asked Dick McCall, the agency’s chief of staff, to ensure that all parts of USAID work
together to move the imaaave forward.

USAID will develop expanded central mechanisms to support the irudadve both financially and technically. Cental sup-
port is crucial to ensure that new programs receive the benefits of cross-feralizadon, high sandards of performance and cut-

ung-edge tnnovagon.

* The adminustrator has bolstered the Microenterprise Development Office with a significandy larger staff to act
as the hub of the inidaave. For 1995 implementton, that office will design a Microenterprise [nnovadon
Program, with the following elemens:

~ Financial resources to leverage mission programming in microenterprise, particularly where such lever-
age can spark important innovagon.

- Financial resources to support selected organizadons directy, such as U.S. private voluntary organiza-
dons (PVOs), non-governmentl organizadons (NGOs) and credit unions, for innovatve, cutting-edge

programming,
- Expanded capacity to provade technical assistance to missions and other organizagons. The office also
will perform essendal research, wraining, monitoring and evaluadon dudes.

~ Development of better tools for monitoring the performance of USAID-supported programs and
assessing their impact on entrepreneurs.

* The exising PVO Matching Grant Program and Micro and Small Enterprise Loan Guarantee Programs will
expand the porton of their funding that supports microenterprise, under the guidance of the coordinator of
the wigaave.

 FISCAL YEAR 1994 START-UP .

To begin the imaaave quickly, USAID has expanded three existing microenterprise programs in 1994, Despite severe
sudgetary constraiiiss, central funding for microenterprise acavides for fiscal year 1994 will be between $20 million and
§23 rrullion. '

* A fadility for leveraging mission programming will be available for 1994, based on a revision of the existng
Ana-Poverty Lending Project (APPLE) authorizadon.

¢ The Bureau for Humanitarian Response’s Office of Private and Volunary Cooperadon PVO Marching Grant
Program will give increased support to microenterprise. This year the program expects %o allocate approx-
mately $8 million to microenterprise development compared to $4.2 million in fiscal year 1993.

¢ The Micro and Small Enterprise Development Program wll increase support to microenterprise this vear.
With is $1 mullion in subsidy appropriadon, it can leverage approximately $25 million in lending to the mucro
and small business sectors in 1994. Programs with substantal funding for microenterprise this year include the
West Bank, Sri Lanka, Indonesia, Bangladesh, South Africa and a regional program in Ladn America.
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Anicca Jansen, and Mark Baughan. GEMINI Technical Report No. 65. January 1994. $9.20

66. “Integration of Gender into GEMINI." Catherine R. Neill and Olaf Kula. GEMINI Technical
Report No. 66. January 1994. $9.80 .

67. "A Training Program for Microenterprise Lending Agencies in Jamaica." Mohini Malhotra, with
assistance from David Logan and Valerie Tate. GEMINI Technical Report No. 67. January 1994. $3.60

68. “Study of the Financial Sector and SME Development in Poland." Bruce Heatly, Cynthia Lynn
Chrzan-Lanigan, and Cathy Silverstein. GEMINI Technical Report No. 68. February 1994. Volume
One: Main Report $5.00; Volume Two: Appendices $25.20

69. "Private Sector Business Associations in South Africa and Zambia: Advocacy for SMEs."
Kenneth Angell. GEMINI Technical Report No. 69. March 1994. $4.80

70. "A Dynamic Study of Jamaican Micro- and Small-Scale Enterprises." Yacob Fisseha. GEMINI
Technical Report No. 70. March 1994, $3.40

71. “Changes in the Small-scale Enterprise Sector from 1991 to 1993: Results of a Second Nationwide
Survey in Zimbabwe." Lisa Daniels. GEMINI Technical Report No. 71. March 1994. $11.80

72. “The Contribution of Small Enterprises to Employment Growth in Southern Africa.” Donald C.
Mead. GEMINI Technical Report No. 72. March 1994, $2.80

73. "Small Enterprise Development in Poland: Does Gender Matter?" C. Jean Weidemann and Carol
Finnegan. GEMINI Technical Report No. 73. March 1994. $6.80
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74. “Slovakia Small Business Assessment.”" Tony Barclay and Bruce Heatly. GEMINI Technical
Report No. 74. March 1994, $6.60

75. “"Micro- and Small-Scale Enterprises in Kenya: Results of the 1993 National Baseline Survey."
Joan C. Parker with Tanya R. Torres. GEMINI Technical Report No. 75. March 1994, $12.00

76. "Measuring Socioeconomic Impact of Credit on SMI: Assessment of the Monitoring System Used
by the Alexandria Businessmen's Association, Egypt.” Linda Oldham and others. GEMINI Technical
Report No. 76. May 1994. $12.20

77. "The Kenya Rural Enterprise Programme under Cooperative Agreement No. AID-615-0238-A-00-
7026-00: A Final Evaluation.” Catherine Neill, Mario Davalos, Washington Kiiru, M. Manundu, and
Jennefer Sebstad. GEMINI Technical Report No. 77. September 1994. $17.60

78. "Summary Report on the Polish I"zlegation’s Tour of Small Business Assistance Organizations in
the United States.” Adam P. Saffer. GEMINI Technical Report No. 78. September 1994. $5.00

79. "Mongolian Chamber of Commerce and Industry Study Tour: U.S. Business Associations and
v2rvices." Tom Gray. GEMINI Technical Report No. 79. September 1994, $4.60

80. "Morocco Microenterprise Finance Concept Paper." Jim Kern, Emile Salou, Housni El Ghazi,
and Matthew Gamser. GEMINI Technical Report No. 80. March 1995. $8.00. [not for general
distribution]

*81.  "The USAID Microenterprise Initiative in Sri Lanka." David A. Lucock, Wesley J. Weidemann,
J. Charitha Ratwatte, and Mahinda Gunasekera. GEMINI Technical Report No. 81. April 1995. $9.60

*82.  "Stimulating the Growth and Development of Small and Medium Size Enterprises through
Financial Sector Policy Reform." Malcolm Toland, Adam P. Saffer, and Bruce Heatly. GEMINI
Technical Report No. 82. March 1995. $10.20

83. “Review of the Covelo Foundation in Honduras and the Organizations it Supports.” Robin Bell
and Bruce Heatley. GEMINI Technical Report No. 83. March 1995. $7.60 Also available in Spanish.

84. “Proposed Small and Microenterprise Program Activities for USAID in Hungary: the
GEORGETTE Project.” Neal Nathanson. GEMINI Technical Report No. 84. August 1995. $7.60

85. “Zimbabwe: Financial Sector Assessment.” Robin R. Bell, Team Leader, Geoffrey Peters, and
Mehlo Ndiweni. GEMINI Technical Report No. 85. August 1995. $5.30

86. “Membership Survey of Dominica Cooperative Credit Union League.” Olaf Kula and Melissa
Punch. GEMINI Technical Report No. 86. August 1995. $6.20

*87.  “The Art of Lobbying in Poland.” Daniel R. Mastromarco, Adam P. Saffer, and Miroslaw
Zielinski. GEMINI Technical Report No. 87. September 1995. $10.80

*88.  “Lessons Learned from Small and Medium Size Enterprise-Related Regional Development
Programs in Poland.” Adam P. Saffer, Malcolm Toland, and Daniel Wagner. GEMINI Technical Report
No. 88. September 1995. $4.40

*89.  “Patterns of Change among Jamaican Microenterprises: Results from a Quarterly Panel Survey
1993-1994.” Todd Gustafson and Carl Liedholm. GEMINI Technical Report No. 89. July 1995. $5.80




90. “FUNADEH: Assessment for USAID/Honduras of the Prospects for Institutional Transformation.”
Rodrigo Lopez. GEMINI Technical Report No. 90. September 1995. $4.80 Also available in Spanish.

*91.  “Uganda Private Enterprise Support, Training, and Organizational Development (PRESTO)
Project, Project Concept Paper.” Olaf Kula, Peter Ondeng, Peter Robinson, and Ann Ritchie. GEMINI
Technical Report No. 91. September 1995. $4.70

*92.  “Employment and Income in Micro and Small Enterprises in Kenya: Results of a 1995 Survey.”
Lisa Daniels, Donald C. Mead, and Muli Musinga. GEMINI Technica! Report No. 90. September
1995. $12.40

*93.  “Microenterprise and Gender in India: Issues and Options.” C. Jean Weidemann. GEMINI
Technical Report No. 93. September 1995. $7.90

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.

*6. “Fundamentals of Accounting for Microcredit Programs.” Margaret Bartel, Michael J. McCord,
aud Robin R. Bell. December 1994. $6.30

*7. “Financial Management Ratios I: Analyzing Profitability in Microcredit Programs.” Margaret
Bartel, Michael J. McCord, and Robin R. Bell. February 1995. $5.90

*8. “Financial Management Ratios II:  Analyzing for Quality and Soundness in Microcredit
Programs.” Margaret Bartel, Michael J. McCord, and Robin R. Bell. February 1995. $6.30

Nonfinancial Assistance to Microenterprise Section:

*], "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 1995. $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

*2. “GEMINI in a Nutshell II:  Abstracts of Selected Publications.” Compiled by Eugenia Carey and
Linda Rotblatt. Special Publication No. 2. 1995. $14.60

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.

9/95




