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EXECI TlTVE Sl Tj\lj\lARY 

Introduction 

fhe Office of Trade and Investment (TI) has been mvolved m small and mIcro enterpnse (SME) 
development efforts smce 1989 Although vanous project evaluatIons have been completed 0\ er 
the last five years, fe\\> systematIC reVIews of the enUre SME portfoho have been conducted As 
such, TI had several questIons about Its SME programs whIch centered around Issues ot outreach 
and sustamablhty 

Outreach 

What IS the range of SME actIvItIes funded by USAID/Calro? What 
are the geographIcal and techmcal areas covered by other donor and 
NGO SME efforts m Egypt? 

What are the areas of SME aSSIstance that fall olltslde current 
programs? Should the MISSIOn fund new SME actIVItIes to address 
these needs? 

In terms of outreach, how do USAID/Calro's SME efforts compare to 
other successful SME programs? 

Sustaznabllzty 

How does the Office of Trade and Investment's "foundatIOn" model 
compare to ItS SME fundmg through the formal financIal system? 

Should USAID consIder alternatIve vehIcles beyond the bank and 
foundatIon model? 

In terms of sustamabIhty, how do USAID/Calro's SME efforts 
compare to other successful SME programs around the world? 

These themes are addressed m the followmg chapters 

Chapter 1 -- addresses questIOns regardmg USAID and other donor SME portfolIos and 
Identifies techmcal and geographIC areas of need 

Chapter 11 -- compares TI's two SME models, Ie, the foundatIOn and bank models to 
answer questIOns of outreach and sustamabIhty 

Chapter 111-- reVIews expenences from eleven successful SME programs WIth TI's SME 
projects (e g ABA, ESED, NBD/SECP) 
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Chapter IV -- provIdes lessons learned on the use ofNGOs and formal financIal systems 
for dell\ ery of credIt and technIcal assIstance to small and mIcro entrepreneurs 

SME Needs in Egypt 

The SME sector In Egypt IS a dynamIc tield There are scores of donors, consultIng firms. and 
EgyptIan non-governmental organIZatlOns (ENGOs) ImplementIng programs \\Ith different 
approaches and target groups USAID IS known for ItS large scale credIt aSSIstance to ~mall and 
micro entrepreneurs and maIntaInS the largest SME projects In the country 

Many of the other SME efforts m Egypt focus on poverty alleVIatIOn and have strong trammg 
and techmcal aSSIstance components Although these programs have broad geographical 
coverage. most have not reached sigmticant numbers of clIents 

One of the maIn findIngs of chapter I IS that access to credIt IS stIll one of the major constraInts 
to small and mIcro entrepreneurs m Egypt Chapter I's prelImInary assessment also IndIcates 
a range of needs and outstandIng Issues for the small and micro enterpnse field In Egypt 

• ContInued InstItutlOnal strengthemng oflocal orgamzatIons (ENGOs. 
PVOs, and Commumty Development AssocIatlOns) delIvenng SME 
servIces 

• Support for targeted and practical trammg and techmcal assistance to 
entrepreneurs 

• EstablIshment of advocacy groups for small and mICro entrepreneurs 

• ProvlSlon of and access to new technologIes for small and micro 
entrepreneurs 

• Encouragement of better workIng condltlOns and chIld labor practIces 
In small and mICro enterpnses 

• PromotlOn of SME's contnbutIOn to the economy (to address growmg 
GOE restnctlOns on Issues such as space, taxatIOn, and regulatlOns) 

• F ormalIzatlOn of lInkages between SMEs and medIUm and large firms 

In terms of geographIcal needs, recent data mdIcates that Upper Egypt has millIons of small and 
micro entrepreneurs who could benefit from some form of SME aSSIstance Major urban areas 
and the Delta regIOn are other realms of unmet need CItIes such as Tanta. Mansura, and 
Zagazlg, as well as their respective governorates of GharbIa. DakahlIa. and Sharkla all offer large 
untapped markets 
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The Bank and the Foundation Model 

fI's foundatIOn and formal tinanclal InstitutlOnal (bank) models offer interesting examples of 
credit programs usmg dIfferent funding vehIcles The foundatIon approach was desIgned to 
establIsh pnvate. non-profit. commumty based orgamzatlOns to act as financIal IntermedIanes 
tor small and mIcro entrepreneurs The bank model has been Implemented through the NatIonal 
Bank tor Development (NBD) The NBD program has used an NGO-style strategy tor reaching 
entrepreneurs wlth small. working capItal loans 

Both models are founded on SImIlar methodologIes for reaching small and mIcro entrepreneurs 

Small loan SIzes (around LE 2.300) 
Loans are used for working capItal 

EXlstmg bUSinesses are chents 
Chent groups Include Informal enterpnses 

Loan terms average 6-7 months 
Few collateral condItIOns 
Hands-on chent aSSIstance 

Flexlblhty In loan repayment 

Both models have functIOned well and maIntam hIgh growth rates. strong productIVIty rates. and 
sound organIzatIOnal structures to support sustained dehvery of credIt serVIces Although each 
model has had ItS problems. most of theIr dIfferences are a result of organIzatIonal management 
rather than approach 

Key strengths of each model Include 

FoundatIOns 

NBD 

* 
* 

* 
* 

CapaCIty to prOVIde chent level trammg and technIcal aSSIstance 
InstItutIOnal mandate to dehver credIt to small and mICro entrepreneurs 

CapaCIty to reach large numbers of clIents In a relatIvely short tIme frame 
ExtenSIve geographIcal coverage through eXIsting branches 

These programs also share outstanding Issues Includmg the ablhty to moblhze saVings. leverage 
funds on a commercIal baSIS. and continued dependenCIes on external technIcal aSSIstance 

Comparisons with Other Successful International Programs 

Chapter III compared the three programs' (ABA, ESED. NBD/SECP) repayment rates. Intere:;t 
rates. borrower growth rates, credIt officer productIVIty. numbers of chents served, and loan 
SIzes WIth eleven of the most successful programs around the world In most categones TI's 
programs fair well when measured against other successful SME programs 
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Repavment Rates 

'\chieVIng hIgh repayment rates IS usually a neceSSIty to eventually reach 
program sustamablhty Many evaluators consIder 95 percent repayment rates 
and above as the mInimUm standard for all SME projects TI's SME 
programs have all been able to mamtam consIstently hIgh repayment rates In 
1994, average repayment rates were 

Interest Rates 

ABA 98 % 
ESED 94 % 

NBD/SECP 99 % 

If a program IS to achIeve finanCIal mdependence It must charge an Interest 
rate that allows It to recover costs -- once inflatIOn IS conSIdered Successful 
mtematlOnal SME programs Introduced m thIS report present a WIde range of 
reaL effectlve Interest rates ADOPEM m the DOminICan RepublIc has the 
hIghest rate WIth 67 percent whIle K-REP In Kenya charges -9 percent 

Although USAID/Cmro may conSIder theIr programs' effectIve mterest rates 
to be hIgh. once they are adjusted for the country's 12 percent rate of inflatIOn 
(m 1993 terms) they are SImIlar to those of other programs 

Real EffectIve Interest Rates 

II' ABA -- 20 % 

II' ESED -- 20 % 

V" NBD/SECP -- 29 % 

These mterest rates have allowed ABA and NBD/SECP to Implement credIt 
programs that are currently operatIOnal self sufficIent ABA's lower real 
effectlve Interest rate m addItIOn to ItS smaller loan portfolIo have resulted In 
a longer break even perIod of 30 months NBD/SECP's larger portfolIo and 
hIgher mterest rates have allowed It to break even m 19 months The case of 
ESED's mabIhty to reach break even mover 48 months mdicates that a sound 
Interest rate pohcy alone cannot create a finanCIally solvent orgamzatlOn 

Borrower Growth Rates 

HIgh borrower growth rates demonstrate strong chent demand and satlsfactIOn 
m the types of servIce" provIded TI's SME portfolIo has a very hIgh borrower 
growth rate and fmrs well compared to other programs around the world 
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A verage borrower growth rates for the programs presented m thIS study range 
from 14-120 percent The younger programs (less than five years old) usually 
maIntam hIgher annual averages of around 70-80 percent TI's programs 
maIn tam growth rates above these averages 

1994 Borrower Growth Rates 

ABA - 138 % annual 

ESED - 167 % annual 

NBD/SEep - 15 % monthly 

These conSIstently hIgh borrower growth rates are a good mdicatIOn that TI's 
programs are provIdmg a needed servIce to the local commumty 

Productzvzty 

The productIVIty of loan officers IS often conSIdered a good proxy to an 
orgamzatIOns' operatIOnal effiCIency Loan officers are the key to findmg 
new chents. the tImehness of loans dIsbursed. follow-up. and loan repayment 

TI's SME programs all maIntaIn sound borrower/chent ratIOS whIch compare 
favorably to even the most successful programs around the world 

Clzents Sel ved 

Program 

ABA ..... .. 
ESED .......... .. 

Borrower 
per EO 

... 100 
. ...... 117 

NBD/SEep ... . ..... ...... .99 
ADOPEM/DR ... . 
BancoSol/BohvIa 
BRI/Indonesia... ....... .. 
GrameeniBangladesh... .... . .. 

.. ... 74 
.. .... 139 
........ 118 

....... 152 

TI's SME programs have achIeved sIgmficant outreach for theIr early stage of 
development When measured agamst other SImIlar InItIatIves. theIr range of 
outreach IS comparable For example. two to SIX year old programs In Afnca 
and ASIa are reachIng numbers around 10,000-20.000 chents whIle over the 
last five years. the TI SME programs have averaged around 15,000 chents 
served 
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Cumulative Borrowers, 1994 

ABA -- 14,590 (m five years) 
ESED -- 9.444 (m four years) 

NBD/SECP -- 19.419 (m 18 months) 

These numbers are small when compared to the potentIal market for small 
scale credIt m Egypt Although the exact figures of the Alexandna and Cairo 
markets are not aVailable. none ofTI's programs probably serve more than 1-2 
percent of the potential clIent market for credIt ThIS IS low compared to 

market outreach of other successful programs For example, BancoSol reaches 
about 10 percent of the total market m Bohvia and Actuar reaches around 5-8 
percent of the market m ColombIa 

Loan SlzeiLoan Terms 

Expenence mdicates that loan SIzes do not reflect a program's abIlIty to 
achIeve substantial outreach or sustamabillty Loan SIze and loan terms do. 
however. demonstrate a program's capaCIty to reach dIfferent chent groups 
For example. small loan SIzes are conSIdered an mdicator of a program's 
abIlIty to reach the poor Most of the programs dIscussed m thIS report 
mamtam average loan SIzes of around $200-400 wIth repayment penods of 
4 to 12 months Loan SIzes of ABA ESED. and NBD are fairly hIgh ($700) 
m comparIson 

When assessmg loan SIze, a country's economIC condItIOns should also be 
taken mto conSIderatIOn Companng loan SIzes to GNP per capIta IS a method 
often employed For example, FINCA's average loan SIze of $317 represents 
only 17 percent of GNP per capIta m Costa Rica There are exceptIOns to small 
loan SIzes m thIS sample of successful SME programs, mcludIng ACEP. BRI. 
and BKD F or example, ACEP's average loan SIze of $ L645 IS well above 
Senegal's GNP per capItal of $720 Another notable exceptIOn IS Grameen 
Bank's program whose average loan SIze of $113 equals Bangladesh's GNP 
per capita of $11 0 

ABA ESED. and NBD's loan SIzes remam relatIvely hIgh when appraised by 
GNP per capIta In fact, most of the programs' average loan SIzes are above 
Egypt's GNP per capIta of $61 0 Some experts claim that programs operatmg 
In poorer countnes tend to serve a more mamstream clIentele. whereas 
programs m better off countrIes focus more exclUSIvely on the poorer parts of 
the populatIOn I WhIle this findmg may be true, TI's loan SIze does exclude 
many potentIal clIents from participatmg In ItS programs 

I Chnsten. Robert Peck. et al "MaXimIZing the Outreach of MIcro Enterpnse Finance An AnalYSIS of Successful 

MlcroFlnance Programs" Prepared by IMCC for CDiE Washington DC USAID. 1994 page 21 
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Conclusions 

This study has provided a profile of small and micro enterprise programs m Egypt It has 
emphasized Issues of outreach and sustamability as key elements of SME programmmg and 
suggested that whlie these characteristics may seem mcompatIble, this may not be the case 

For example, many of the eXlstmg needs m Egypt's SME. sector mdlcated m Chapter I could be 
addressed through greater efforts of outreach by donors and ENGOs Matters of sustamabIlIt) 
also emerge as central to the contmuatlOn of donor supported programmmg Together, these 
elements strengthen long-term program Impact 

The number of NGOs and donors workmg m Egypt has left the country without a unIform 
approach to small and micro enterprIse development Efforts to coordmate thiS diverse portfoho 
have been limIted Although every donor agency or organIzatIOn has ItS area of expertIse 
Improved coordmatlon of organIzatIOnal priorities would better serve Egyptian entrepreneurs 

ThiS study'S conclUSIOns mdlcate that the Office of Trade and Investment's small and mICro 
enterprise portfoho has performed well In areas of effiCIency and prodUCtIVIty It stands up 
agamst the best programs m the world Chargmg market mterest rates and Implementmg well 
proven strategIes, TI's programs have served a small. but SIgnIficant commUnIty of entrepreneurs 
m urban areas 

TI's SME programs do have several weaknesses regardmg outreach and sustamabllIty 
Concernmg sustamablhty, one of the key weaknesses IS theIr contmued dependency on external 
technIcal assistance -- WhICh may render them non-sustamable m the long-run In addItIOn 
theIr mabilIty to moblhze savmgs or generate new sources of funds for operatIOns WIll have 
Important ImplIcatIOns for the long run VIabIlIty of these projects These programs' mabllIty to 
attam meanIngful outreach -- m terms of numbers or diverSIty of clIents served -- WIll also 
weaken their overall performance and sustamablhty 

The conclUSIons reached m thIS report WIll hopefully be useful not only to USAID but other 
donors and NGOs as they IdentIfy new projects and programs for small and micro entrepreneurs 
m Egypt The range of needs IS broad and can be met through dIfferent levels of actiVIties 
mcludmg 

• Greater attentIOn to busmess formatIOn activities 

• Support for eXlstmg trammg and technical aSSIstance efforts 

• Strengthenmg Egyptian NGOs currently servmg the SME communIty 

• Developmg a strategy to encourage the partICipatIOn of Egypt's formal finanCial system 
m small and micro enterprise lendmg 
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[~'fRO D (reTI ON 

The Office of Trade and Investment (TI) has been 1Ovolved 10 small and micro enterpnse (SME) 
development efforts smce 1989 Although varIOUS project evaluatIOns have been completed over 
the last tive years. few systematlc reVIews of the entIre SME portfolIo have been conducted As 
~uch. TI had several questIOns about Its SME programs whIch centered around Issues ot outreach 
and susta10abIhty 

Outreach 

• What IS the range of SME actIvIties funded by USAIO/Cmro? What are the geographIcal 
and techmcal areas covered by the other efforts of donor and NGOs 10 SME projects 10 
Egypt? 

• What are the areas of SME aSSIstance that fall outslde current programs? Should the 
USAIO MIssIOn fund new SME actIvIties to address these needs? 

• In terms of outreach. how do USAIO/CaIro's SME efforts compare to other successful 
SME programs? 

Sustainabllitv 

• How does the Office of Trade and Investment's "foundatIOn" model compare to ItS SME 
fund10g through the formal finanCIal system? 

• Should USAID conSIder alternatIve vehIcles beyond the bank and foundatIOn model? 

• In terms of susta1OabIhty, how do USAID/Cmro's SME efforts compare to other 
successful SME programs around the world? 

These are the themes dIscussed 10 the follow1Og chapters 

Chapter I -- addresses questIOns regard10g USAID and other donor SME 
portfolIos and Identifies techmcal and geographIC areas of need 

Chapter II -- compares TI's two SME models, 1 e . the foundatIOn and bank 
models to answer questIOns of susta10abIlIty and outreach 

Chapter III -- answers questIons of outreach and susta10abllIty 10 terms of 
experIences from other country SME programs by compar1Og eleven successful 
SME programs WIth TI's SME models (e g . ABA, ESED, NBD/SECP) 

Chapter IV -- prOVIdes lessons learned on the use of NGOs and the formal 
financial system to delIvery credIt and techmcal aSSIstance to small and mIcro 
entrepreneurs 



CHAPTER I 

EGYPT'S SMALL AND MICRO 
E:\TTERPRISE DEVELOPMENT PROGRAMS 

ThIS chapter presents an overVIew of USAID/Cmro's small and mICro enterprIse (SME) 
development programs along wIth other donor and PVOINGO SME actIVItIes In Egypt It 
exammes major chent groups, geographIcal coverage, and assIstance vehIcles for these 
programs In conclusIOn, a profile of eXIstmg techmcaL geographIc, and human resource 
needs for future SME ImtiatIves IS suggested 

US.cVD'S SME PORTFOLIO 

USAID/Cmro funds a vanety of small and mICro enterprIse development programs. many of 
whIch are funded through the MISSIOns' Office of Trade and Investment (TI) However 
several sIgmficant programs are supported by the Office of Human Resource Development 
and the Office of Agnculture Table 1-1 summanes the major charactenstIcs of these 
programs Annex A gIves a complete descnptIOn of each project mcludmg achIevements to 
date 

Program Coverage 

To get a better sense of the range and SIze of USAID's programs. the followmg two sectIOns 
present an oven lew of ItS geographIcal coverage and program outreach 

GeographIcal Coverage 

USAID's SME mltlatlves operate m 20 out of 26 governorates m Egypt, mcludmg the two major 
cItIes ofCmro and Alexandna and several secondary CItIes such as Port Sard and ASSUIt Upper 
Egypt and the Delta are mamly assIsted through the PBDAC program rangmg from Kafr EI 
SheIkh and Sharkla (m the Delta) to Sohag and Qena (m Upper Egypt) Table 1-2 IS a Irst of the 
governorates of Egypt WIth the shaded governorates markmg USAID/Cmro's current SME 
related actIVItIes 
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TABLE 1-1 

SUMMARY OF USAlD SHE PROGRAMS 

PROGRAM Project USAID Total 
LIfe Office Fundmg 

APCP '86-96 AGRI 
ACE 

PVO '92-96 HRD 
UMRELLA 

RCID 

CID 

SBA 

GSME '94-99 HRD 

SECP '92-95 TI 

SME 
'89-96 TI 

CGC '91-96 TI 

AbbreVIatIOns 
APCP -- Agn ProductIOn & Credit Project 
CGC - CredIt Guarantee CorporatIOn 

(mIll) 

$309 

$125 

$ 719 

$39 

$ 233 

$20 

$36 

$2 + 
LE 60 
mIll 

Chent Dehvery Geog 
Group Mode Cover-

age 

Rural CredIt Rural 
Chents/ TA 
Women 

Poor/ IB Rural 
Disadv & Urban 

Rural IB Alex 
Women 

ENGOs IB& Aswan 
PYOs CredIt Qena 

(lmt) Sohag 
Fayoum 

EXIStg IB Sohag 
SMEs 

EXIStg CredIt Sohag 
SMEs Qena 

EXIStg CredIt CaIro 
SMEs 

EXIStg IB& Alex 
SMEs CredIt CaIro 

Pt SaId 
ASSUlt 

MedIUm CredIt Rural 
Busmess & Urban 

SBA - Sohag Busmessmen's ASSOCiatIOn 
SECP - Small Enterpnse Credit Project 
SME - Small EnterprISe Project 

Avg 
Loan 
SIze 
( LE) 

1000-
5000 

3000 

500 

1000-
10000 

2500-
10000 

2668 

2800 

50 K-
700 K 

CID - Commumty Imtlated Dev Project 
IB - InstitutIOn Bulldmg RClD - Rural Cottage Industnal Development Project 
GSME - Growth In SME 
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Alexandria 

Assuit 

Aswan 

Behera 

Bem-Suef 

Cairo 

Dakahlia 

Damietta 

Fayoum 

Giza 

Gharbia 

Ismaha 

Kafr EI-Sheikh 

TABLE 1-2 
Geographical Coverage 

Kaloubla 

Matrouh 

Menia 

Menoufia 

New Valley 

North Smar 

Port Smd 

Qena 

Red Sea 

Sharkia 

Sohag 

South Smar 

Suez 

As shown m Table 1-2, USAID/CaIro's SME portfoho Includes rural and urban chent groups 
The largest rural SME ImtIatIve IS Implemented through the Pnncipal Bank for Development and 
Agncultural CredIt (PBDAC) called the Agncultural ProductIOn and CredIt Project (APCP) 
ThIS project provIdes loans to rural chents In 450 VIllages In 14 governorates across Egypt 
Other rural ImtIatives mclude the Rural Cottage Industnal Development Project whose capaCIty 
bmldmg aSSIstance supports the Alexandna ASSOCIatIon of Home EconomICS to promote rural 
women's enterpnse development 

USAID's largest SME urban programs have been Implemented m Carro The Office of Trade 
and Investment (TI) has undertaken two major ImtIatIves m Carro The first program began m 
1989 With the foundmg ofthe Egyptlan Small Enterpnse Development Project (ESED), a pnvate, 
non-profit foundatlon that proVIdes non-collaterahzed loans averagIng around LE 2,500 to 
eXIstmg small and mIcro enterpnses In trade, servIces, and manufactunng The second ImtIatlve 
III CaIro has been Implemented through the NatIOnal Bank for Development (NBD) Launched 
III 1992, thIS formal finanCIal program IS called the Small Enterpnse CredIt Project (SECP) and 
operates WIth a target group and methodology SImIlar to the ESED program 
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The TI Office also funds a credit program In A..le'(andna run by the Alexandna BusIness 
ASSOCiatIOn (ABA) The ABA program began In 1990 and currently provides the City \\Ith ItS 
largest credit program for small and micro entrepreneurs. reachIng over 14.000 clients In ItS five 
years of operation 

Program Outreach 

One measure of a successful SME portfolIo IS ItS outreach - In terms of numbers and depth of 
services. Ie. poverty onentatIOn USAID/CaIro's SME programs have reached J sizeable 
number of clients through ItS credit and InstitutIOn-bUIldIng efforts Below are a few highlights 
depictIng the MIssIOn's efforts 

,/ Numbers of Clients ,/ 

,/ APCP has reached 2 8 mIllIon rural clIents 

,/ CARE's CID Project has reached 26.000 clIents 

./ NBD has reached 20.000 entrepreneurs 

,/ SME Project clIents Include ABA With 14.590, ESED With 9,444. and SEDAP 
150 chents 

./ CGC has guaranteed 5.000 loans to small entrepreneurs and medIcal practices 

USAID's SME programs have a more mIxed pIcture when factors of hard to reach or poorest of 
the poor are consIdered For the most part, the projects of the Office of Trade and Investment 
have a clIent base of only establIshed bUSInesses and do not extend loans to unskIlled workers 
or new graduates The CredIt Guarantee CorporatIOn project IS an exceptIOn as they guarantee 
loans to start-up and e,(IstIng bUSInesses. however. theIr loan sizes are qUIte large startIng at LE 
50.000 

PBDAC's USAID-funded APCP program works exclUSively In rural areas UntIl recently, most 
of PBDAC's loans were made to farmers for agncultural or agncultural related actIVIties In 
1993. the APCP program began to dIversify the Bank's lendmg beyond agncultural productIOn 
and developed a program to mobIlIze rural savmgs In 1995, APCP mtroduced a pIlot Initiative 
In SIX VIllage banks to lend non collateralIzed loans exclUSIvely for mcome generatmg actIVItIes 

APCP may also run one of the largest credIt program for women m the country SInce 1991 
APCP has uTIplemented a women's credit program. which began In Kaloubla and IS now 
operatmg m 14 governorates In 342 VIllages The entIre lendmg portfolIo IS LE 123 mIllIon 
exclUSIvely for mcome generatmg actIvItIes such as small lIvestock productIOn, fooel processmg. 
and arts and crafts Loans are made at market mterest rates WIth most loans averagmg around 
LE 2.000 As of 1995 thIS WID InItiatIve has been very successfuL reachmg around 120.000 
women borrowers at a near 100 percent repayment rate 
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l 'S ';ID's Office of Human Resource Development (HRD) also funds small and mIcro enterpnse
related programs Most of these programs are fundIng through HRD's PYO l mbrella Project 
and provIde grants for InstItutIOnal strengthemng and revolVIng loan funds These efforts have 
attempted to work through eXistIng local orgamzatIOns and have had a slgmficant grassroots 
Impact For example. CARE has receIved a grant through the PYO Umbrella project to aSSIst 
[1\GOs and Commumty Development ASSOCIatIOns CARE has been able to reach more than 
25 000 poor clients through thIS InstItutIOn bUildIng and small scale loan program 

Technical Assistance 

USAID's larger SME programs focus on credIt delivery, WIth sIgmficant funds for InStItutIOnal 
strengthenIng for the ImplementIng orgamzatIOns CapItalizatIOn funds are often qUite large for 
programs such as PBDAC's APCP whIch has Included a $275 mIlhon capItal component: The 
NatIOnal Bank for Development's SECP has receIved $8 9 mIllIon for ItS capItal component 
\VhIie the four foundatIons. under the SME ProJect. each have access to an $8 mIlhon collateral 
fund that IS held In US dollars and borrowed agaInst In EgyptIan pounds The PYO Umbrella 
Project prOVIdes very small amounts of money to launch ItS revolVIng loan funds 

In addItion to credIt delIvery, USAID's SME efforts have supplIed extenSIve fundIng for 
InstltutIOn-bUIldIng Most of these efforts target the ImplementIng InstItutIOn to strengthen Its 
management and orgamzatlonal structure ASSIstance to PBDAC has Included a $34 mIllIon 
grant to prOVIde techmcal aSSIstance, traInIng, and eqUipment The proVISIOn of full bankIng 
servIces, an effiCIent loan approval system, and Increased extenSIOn servIces to rural clIents IS 
fostered through thIS aSSIstance NBD's SECP and the SME proJect's four foundatIons also 
Include a substantIal InstItutIOn-bUildIng component to strengthen the ImplementIng 
orgamzatIOns 

InstItutIOn-bUildIng IS also the major thrust of the Human Resources DIVISIOn PYO (Umbrella) 
Development Project ThIS proJect's maIn objectIve IS to strengthen the capacity of EgyptIan 
NGOs (ENGOs) and Commumty Development ASSOCiatIons (CDAs) that are workIng at the 
grassroots level The projects In thIS portfolIo Include a notable actIVity by CARE called the 
Commumty ImtIated Development (CID) Project To date. CID has aSSIsted approXImately 130 
ENGOs In the governorates of Aswan. Qena. Sohag, and Fayoum acqUIrIng the skIlls needed to 
plan and manage commumty development actIVIties A major focus of thIS project has been to 
aSSIst ENGOs In establIshIng revolVIng loan funds for lOW-Income members of the communIt)
To ensure these credIt InItiatIves become self sustaInIng, ENGOs have receIved traInIng In 
commumty organIzatIOn. local resource mobIlizatIOn, project plannIng, ImplementatIon. and 
momtonng and evaluatIOn. 

: USAID prOVIdes grants In tranches In dollars to the Government of Egypt In support of agreed-upon agrIcultural 

polIcv changes The eqUIvalent amount In EgyptIan pounds IS subsequently made avaIlable to PBDA.C to capItalIze ItS 

SME credIt component 
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OTHER DONOR AJ."JD NGO SHE PROGRAMS 

Egypt's SME sector IS a dynarmc and growmg field SME mItlatives are currently bemg funded 
and Implemented by a WIde range ofPVOs, ENGOs, and donors Table 1-3 summarIes these 
programs and theIr major characterIstIcs Annex A details program ObjectIves and achIevements 

These donor efforts cover a broad spectrum of program styles, SIzes, and methodologies The 
sectIons belo"" deSCrIbe them m terms of program coverage (geographIcal and project outreach) 
and the type of techmcal aSSIstance prOVIded 

Program Coverage 

GeographIcal Coverage 

Upper Egypt represents some of the poorest and needIest governorates of the country Many 
orgamzatIOns have selected to work m thIS regIOn to reach chent populatIOns representmg the 
poorest of the poor Currently, there are about 26 SME projects actIvely disbursmg loans and 
provldmg techmcal aSSIstance m the governorates of Upper Egypt as detarled below (The 
geographIcal and techmcal coverage of these programs IS detaIled m Table 1-3 ) 

ASSUlt - 6 projects 
Aswan - 6 projects 
Qena - 6 projects 
Sohag - 6 projects 
Menza - J project 

Benz Sue! - J project 

One of the mstltutIOns WIth the largest geographIcal coverage IS the SOCial Fund The SOCIal 
Fund's major small and mICro enterprIse program IS called the EnterprIse Development Program 
The EnterprIse Development Program works through a varIety of EgyptIan banks, non
governmental orgamzatIOns, and local mstitutions to aSSIst chents m Upper Egypt (AssUlt 
Aswan, Qena, Sohag, and Mema), the Delta (Tanta and Ismaha ), Cairo and AlexandrIa 

Several donors also work m the larger urban centers Cairo mamtams four SME efforts, most 
of these bemg small, targeted credIt and techmcal aSSIstance programs servmg one partIcular 
neIghborhood AlexandrIa also houses several SME programs mcludmg aSSIstance from the 
SOCial Fund and UNICEF 
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Program Outreach 

Many other donor SME projects In Egypt target dIsadvantaged chent populatlOn~ Below IS a 
~ample of major clIent groups 

• New Graduates (SocIal Fund for Development and YES) 

• Gulf cnSIS returnees (SocIal Fund for Development and CRS's program 

m Assmt) 

• PublIc enterprise workers displaced due to the structural adjustment 
program (Social Fund for Development) 

• Women heads of households (ADEW, CRS's Women Household Loan 
Program, UNICEF's Women's CredIt Fund Program and the Rural 
Women's Program, and CIDA's Women's ImtiatIVe Fund) 

• Street Food Vendors (Street Food Vendors Organization Project) 

Most of the projects descnbed In Table 1-3 target farrly poor chentele WIth httle or no prevIOus 
busmess skIlls In fact. out of the twelve programs descnbed, eleven are deSIgned to aSSIst In 
bUSIness formatIOn m addItIOn to busmess expanSIOn By aSSIstIng chents WIth no prevIOus 
bUSIness skIlls these programs are able to have a sIgmficant Impact In terms of Job creatIOn and 
outreach to the unskIlled, unemployed poor 

Because there IS an emphaSIS on busmess creatIOn. loan SIzes tend to be larger than \V hat could 
be conSIdered appropnate for poverty alleVIatIon programs For example, DANIDA's project m 
Aswan WIll prOVIde long-term loans rangmg from LE 25.000 to 100.000. the Women's ImtIatIve 
Fund's busmess formatIOn component prOVIdes loans between LE 50.000 to 200.000. and the 
SOCIal Funds loans range from LE 35,000 to 50,000 

Beyond the busmess formatIOn efforts. most of the other donor programs maIntam very small 
average loan SIzes m an attempt to reach the poor and dIsadvantaged For example. the Street 
Food Vendors ASSOCIatIOn loans range from LE 800 to LOOO, UNICEF's Women's CredIt Fund 
has loan SIzes ofLE 100 to 2.500. and PBDAC's mIcro enterpnse loan program averages around 
LE 2,000 

In addItIOn to reachmg poor clIentele. many of these programs also target women Includmg 
PBDAC's WID proJect, seven programs presented m Table 1-3 exclUSIvely lend to women 
These Include efforts In Upper Egypt such as UNICEF's Rural Women's Project m AssLllt. Sohag. 
Qena. and Aswan UNICEF also funds the Women's CredIt Fund that prOVIdes loans to women 
In Alexandna. Carro, and Upper Egypt Another urban based project IS the ASSOCIatIOn for the 
Development and Enhancement of Women (ADEW) whIch proVIdes small loans (LE 150 - 400) 
to women In a lJoor Carro neIghborhood 
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It IS difficult to quantify the number of clients served for such a diverse array of programs A 
\ ery rough estimate mdlcates that less than a five percent of potential SME clients are assisted 
by current programs. mdlcatmg a continued need for credit assistance throughout the country 

Technical Assistance 

Most of the donor, PVO. and ENGO SME programs 10 Egypt have a credIt component Few 
adhere to the mInimalIst credIt approach adopted by USAID. however, and ha\ e used a more 
comprehensIve approach to SME development that mcludes trammg and technrcal u::,sl::,tance to 
clIents 

Most of the programs that offer credIt aSSIstance proVIde non-collateralIzed loans Disbursement 
IS based on the feaSIbIlIty of the project, job opportunrtIes created by the project. and personal 
recommendatIOns Most loans are for short term workmg capital and average around LE 1.350 
Targeted programs (for women, street food vendors, and others) tend to be much smaller These 
programs usually offer market determmed mterest rates though several mamtam SubSIdIes 

OrganIZatIOns that work WIth less-skIlled mdividuais or proVIde aSSIstance m busmess creatIOn 
tend to proVIde a WIder range oftrammg and technrcal aSSIstance to clIents For example one 
of the components ofCIDA's Women's InItiatIve Fund (WIF) IS called New EconomIc ActIvItIes 
(NEA) NEA attempts to expand mcome generatmg opportunItIes for women by assIstmg those 
WIth lIttle or no entrepreneunal expenence To support these efforts, NEA proVIdes extensIve 
technIcal aSSIstance and trammg to chents establIshmg new busmesses Results have been 
ImpreSSIve WIth over 100 new, women-owned enterpnses created through program support 

At the same tIme. the dIfficultIes m Implementmg a job creatIOn program though busmess 
formatIon must be conSIdered These types of programs can be expensIve and dIfficult to 
manage as can be seen from admInIstratIve and techmcal problems expenenced by the SOCIal 
Fund's Enterpnse Development Program The SOCial Fund's Enterpnse Development Program 
has attempted to support busmess formatIOn through credIt and techmcal aSSIstance packages 
Hovvever. many of these efforts have been plagued by ImplementatIOn problems and a lack of 
techmcal expertIse resultmg m clIents attammg lower than expected levels of performance 

AREAS OF NEED 

The sectIOns above have proVIded descnptive mformatIOn on eXIstmg SME programs m Egypt 
Based on thIS data, a varIety of techmcal and geographIcal needs present themselves and are 
des en bed below 

Geographical Needs 

The vast maJonty of SME projects have been located m Upper Egypt Once the PBDAC and 
the SOCial Fund programs are mcluded, almost every governorate mamtams at least one small 
and mICro enterpnse ImtIative In terms of chents reached, however, the numbers are faIrl) 
small compared to demand For example, one 1990 estImate suggested that there are one mIllIon 
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small scale enterpnses m secondary and rural cIties of Egypt 3 Another study completed m 1984 
mdicated that one out of every 15 persons m rural and secondary cItIes were mvolved m some 
form of small scale manufactunng -l These figures. along WIth more recent prelImmary data. 
mdicate that there are lIterally mIllIons of small and mIcro entrepreneurs m rural and secondar) 
CItIes that could benefit from some form of SME aSSIstance 

There IS also an unruet demand for credIt m major urban areas and the Delta regIon The Delta 
IS a VIbrant and growmg regIOn that has been hlstoncally devoted to small and mIcro enterpnses 
Although Alexandna has been targeted by several SME programs. mcludmg a large USAID 
InItIatIve. the rest of the Delta regIOn remams baSIcally unserved 

CItIes such as Tanta. Mansura. and Zagazlg m the governorates of Gharbla. Dakahha. and 
Sharkla. respectIvely all offer huge markets for future SME actiVItIes 

The Canal CIties are another area that has 
receIved lImIted SME aSSIstance 
Although a USAID program was recently 
launched m Port Sardo the CItIes of Suez 
and IsmalIa are stIll unserved by SME 
credIt aSSIstance 

TIme and resources would be well spent to 
gather further data on the small and mICro 

UNTESTED WATERS 
Gharbta, Ismalia, Dakahlia, Sue:::, 

Sharkta 

enterpnse needs of the Delta and Canal areas These locatIOns offer a large market for credIt-type 
programs. and further research may also demonstrate more comprehenSIve techmcal aSSIstance 
needs 

Technical Needs 

Fmdmgs from vanous studIes mdicate that access to credIt IS stIll one of the major constramts 
facmg small and mIcro entrepreneurs m Egypt For example. a survey of 323 SMEs m 1992 
revealed that over 95 percent of male and female respondents lIsted some type of 'Norkmg 
capItal as eIther the most Important or second most Important constramt faced at bus mess start 
up 5 Another 1992 survey of the Qena governorate showed that 62 percent of respondents (388 
out of 620) expressed an mterest m havmg access to credIt to mcrease generated mcome6 of the 

3 John Gardner and Jack Proctor Technical Assessment Rural Small Scale Enterprise PIlot CredIt ActIVIty In Egypt 

WashIngton, D C USAID, 1990 page 10 

-l Stephen DaVIes "Small Enterprises In Egypt A Study of Two Governorates" f\,lIchlgan State University 

WashIngton, D C USAID, 1984 

5 WeIdemann. Jean EgyptIan Woman and I\hcro Enterprise The InVISIble Entrepreneurs WashIngton. DC 

USAID, 1992 Page 23 

6 SPACC Market Survey for CredIt Demand among Women In Selected Areas ofQena Governorate CaIro. Egypt 

Women's InitIatIve Fund, 1992 
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family. the maJont) of respondents noted that workmg capital would be the prImary use of 
funds 7 

These surveys clearly Illustrate the unmet demand of contmued credit services for small and 
mIcro enterprIses Regardless. current assessments of EgyptIan SMEs have uncovered Vital 
Issues that cannot be addressed solely through credIt-only programs 

The followmg Ideas reflects some of the tOpICS bemg dIscussed and debated In Egypt's SME 
commumty They represent two major areas of need (1) at the orgamzatlOnallevel. and (2) at 
the enterprIse level 

Institution Building 

Technical Assistance 

Advocacy 

A range of orgamzahons proVide aSSIstance and 

selVlces to small and mICro enterpnses m Egypt 

These mclude ENGOs, CDAs, PVOs, and 

consultmg hrms Many of these orgamzahons stJl 

need aSSIstance to develop sound management 

systems, orgamzatIonal procedures, personnel 

polICIes, and effiCIent credIt and techmcal 

aSSIstance delIvery systems 

Lack of access to techmcal aSSIstance contmues to 

be a major constramt to busmess expanSIOn 

T echmcal aSSIstance IS needed to gam access to 

marketing techmques, information on supplIers, 

government regulahons, taxes, avaJabJIty of 

skJled labor, as well as qualIty control Issues 

Small and mICro entrepreneurs have lImIted 

orgamzahonal representahon to mform or 

Influence decIsIOn makers Issues such as land use 

plannmg are pnme examples of the types of Issues 

that need to be resolved through commumty and 

busmess parhcIpatIon. Law 32 of 1964, whIch 

hghtly controls the formahon and operahon of 

NGOs, needs to be amended to allow SMEs to 

form representahve NGOs. 

7 Furthermore. the same survey revealed a SIgnIficant hIgher Interest In urban than rural dlstncts. 66 percent and 49 

percent respectIvely 
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New Technologies 

Working Conditions 

child Labor 

Training 

EgyptIan small and mICro enterprIses are rarely 

exposed to new Ideas, concepts, or technologIes It 

IS through the apphcatIon of sImple but efhclent 

technologIes that SMEs wJl be able to expand and 

gradually compete With larger hrms By proVIdmg 

SMEs With access to new technologIes through 

trammg, techlllcal assIstance, and up-to-date 

eqUIpment, these fums wrIl gam the capaCIty to 

grow and expand mto new markets 

The workmg enVironment m EgyptIan small and 

mICro enterpnses IS usually very poor CondItIons 

for workers often mclude an absence of SOCIal 

msurance, long workmg hours (frequently 50 

hours or more), and lack of sallltary condItIons 

and safety regulatIons Poor workmg condItIons 

lImIts the efhCIenCy of workers and the qualIty of 

productIon. These Issues need to be addressed 

through the applIcatIon of new (enforceable) 

regulatIons, trammg, and techlllcal aSSIstance. 

MICro and small scale enterpnses m Egypt are 

known for theIr use of chJd labor Although thIS 

IS often conSIdered part of the apprentIcesbp 

system, takmg chIldren away from educahonal 

achVItIes before secondary school Impacts 

negatIvely on SOCIety, producmg an rllrterate work
force More research needs to be done to assess 

Viable alternahves and strategIes m thIS area 

Lack of skrlls to track SImple account transactIons 

and baSIC busmess management skrlls hmit 

EgyptIan entrepreneurs' abIlIty to adjust to 

changmg market condItIons Although seldom 

perceIved as a need by entrepreneurs, dehcIencies 

eXIst that could be addressed through speCIalIzed 

trammg programs. 
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Linkages 

Lack of Space 

Lmkmg medmm and large scale fIrms Wlth small 

hrms (as feeder mdustnes) could proVlde a catalyst 

to SME growth m Egypt. At present, only a 

quarter of all large hrms subcontract (half for 

medmm sIzed hrms), and "backward" lmkages (1 e , 

mc1udmg locally made content) by foreIgn 

compames assemblmg m Egypt have developed 

below expectations 8 Further research and 

analysIs should be conducted to evaluate tl1.e 

potential of developmg future "lmkage" programs 

for Egyptian SMEs. 

Small and mIcro enterpnses face space constramts 

when mamtammg and expandmg theIr current 

operations ThIs problem IS exacerbated m urban 

areas where mIcro enterpnses can be loud, dIrty, 

and dIsruptive, leadmg the government to push 

enterpnses out of centralIZed locations to more 

remote areas where access to supphels and markets 
IS more dIfficult. An example of tbs type of actIon 

taken by the GO E IS the forced displacement of 

small and micro enterpnses m Alexandna and 

Sohag 

Fmally, all of the above Issues must be resolved WIth solutIOns that are deSIgned, Implemented, 
and evaluated m a partICIpatory manner Too often SME efforts m Egypt have been deSIgned 
and Implemented with httle chent partICIpatIOn Although more tIme consummg, chent 
partICIpatIOn has proven to be the most effectlve way to develop sustamable programs that WIll 
achIeve long term benefiCIary Impact 

8 World Bank Private Sector Development m Egypt The Status and the Challenges CaIro Egypt World Bank 

1994 page 26 
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CONCLUSION 

Although mostly descnptlve m nature. thIS chapter has summanzed many ot the leadmg SME 
activItIes m Egypt In summary 

• USAID's SME programs have both urban and rural coverage 
PBOAC's work reaches over 2 8 million rural chents while TI's 
SME efforts have pnmanly served urban areas mcludmg 
Alexandna, Cairo. and Port Said The focus of USAID's SME 
efforts has been the dehvery of credIt and the mstItutIOnal 
strengthenmg of Implementmg organiZatIOns 

• NGO and other donor SME InitiatIves m Egypt are hIghly 
concentrated m Upper Egypt Many target female entrepreneurs 
and several support new bus mess formatIOn Most of the SME 
projects contam a credIt component, however. there IS usually an 
emphasIs on trammg and technical aSSIstance 

In terms of geographIcal needs. recent data mdIcates that Upper Egypt has millions of small and 
mIcro entrepreneurs that could benefit from some form of SME aSSIstance Major urban areas 
and the delta regIon are other sItes ofunmet need CItIes such as Tanta. Mansura. and ZagazIg 
all offer large markets as well as theIr respective governorates of GharbIa. Dakahlia. and Sharkla 

Although donor programs cover a great deal of the country geographIcally, most have not 
reached sIgnificant numbers of clIents Current SME programs probably serve less than five 
percent of the country's entIre chent market ThIS figure, together WIth recent data on current 
demand for credIt aSSIstance, mdlcates a tremendous need for addItIOnal SME servIces m Egypt 
Further research and analysIs must be conducted to determme the level of demand and need for 
trammg and technical aSSIstance at the enterpnse level 

One of the mam findmgs of chapter I IS that access to credIt IS stIll one of the major constramts 
to small and mICro entrepreneurs m Egypt Chapter 1's prehmmary assessment has also mdIcated 
a range of outstandmg Issues for the small and mICro enterpnse field m Egypt 

• Contmued mstItutIOnal strengthening of organiZatIOns (ENGOs, 
PVOs, and Community Development AssocIatIOns) dehvenng SME 
servIces 

• Targeted and practIcal trammg and technIcal aSSIstance to 
entrepreneurs 

• EstablIshment of advocacy groups for small and micro entrepreneurs 

• ProVIsIOn of and access to new technologIes for small and mIcro 
entrepreneurs 
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• Encouragement of better workmg conditlOns and chIld labor practices 

• PromotlOn of the contnbutlOn SME makes to the economy (to address 
growmg GOE restnctrons on Issues such as space. taxatIOn. and 
regulatlOns) 

• FormalIzatlOn of a linkage between SMEs and medlUm and large 
tirms 

ThIS chapter serves as a startmg pomt to understand the range of SME actIVItIes m Egypt and 
provIdes a foundatlOn to dISCUSS the techmcal content mtroduced m the followmg chapters 
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CHAPTER II 

lTSAID'S SME FUNDING VEHICLES: 
The Foundation Model and 

The Formal Financial Institution ~lodel 

INTRODUCTION 

ThIS chapter exammes the two SME models funded by USAID's Office of Trade and 
Investment the foundatIOn and formal financial mstitutIOn (or bank) models It IS not an 
evaluation of the two models but rather a companson of approaches 

The companson WIll be based on the major themes of thIS paper outreach and sustamabIhty 
Recent evaluatIOns of successful small and mICro enterpnse programs have documented the 
lmkage between program sustamabIhty and outreach 9 The conclUSIOn was made that SME 
credIt orgamzatIOns must reach a substantIal number of chents If they are to achIeve 
orgamzational and finanCIal sustamabIhty To dIscusses thIS and other Issues. thIS chapter 
WIll be presented m the followmg sectIOns 

OUTREACH 
Scope and Scale 

Levels of P overly 

Gender Issues 

SUST AlNABILITY 
Fmancial 

Orgamzahonal 

A final sectIon WIll outlme key strengths and weaknesses of each model. and a conclUSIOn 
proVIdes recommendatIOns for future SME programmmg 

A caveat must be gIven regardmg the selectIOn of NBD's SECP program m Carro WhIle SECP 
has only two years oflendmg hIStOry, NBD has had expenence Implementmg other SME pIlot 
Imtiatives m Mema. SharkIa, and Damietta smce 1989 ThIS expenence, m addItIOn to SECP's 
urban focus and mmimallst credIt approach. allowed credIble comparIsons to be made between 
the two models 

9 See 1994 IMCC Study entItled "MaxImIZIng the Outreach of MIcro EnterprIse FInance An AnalySIS of Successful 

MlcroFmance Programs" 
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Background 

In the late 1980s. USAID's Office of Trade and Investment launched several new efforts to target 
small and mIcro enterpnses m Egypt One model was developed that would establIsh pnvate. 
non-profit NGOs. nm by a Board of Directors from the local busmess commumty The second 
model works through Egypt's formal financIal system to disburse credIt to small and mIcro 
enterpnses 

The NGO model was mstituted m 1990 WIth the fundIng of the Alexandna Busmess AssocIatIon 
(ABA) to begIn a small and mICro credIt program The follOWIng year another foundatIOn was 
opened m CaIro called the EgyptIan Small Enterpnse Project (ESED) In June 1994. a 
foundatIOn was establIshed In Port SaId whIch followed the same approach These etforts have 
all been funded through TI's Small and MICro Enterpnse (SME) Project 

The foundatIOns act as Intermedianes to proVIde smalL workIng capItal loans to entrepreneurs 
The;. have been endowed by USAID WIth a US dollar collateral fund and borrow EgyptIan 
pounds from local banks agaInst thIS fund whIch. In turn. IS used for loan dIsbursements 

The formal financIal InstItutIOn model began operatIOns through a grant to the NatIOnal Bank for 
De\ elopment (NBD)IO A pIlot effort began In 1989 to Inaugurate small and micro enterpnse 
lendIng through NBD branches In Sharkia and Damietta ll Subsequently. a grant was made to 
NBD to support SME servIces In thIrteen branches throughout CaIro 

To the casual observer the foundatIOn and the NBD programs mIght appear qUIte dIfferent A 
closer comparIson reveals that each employ very SImIlar methodologIes Box 2-1 outlInes a few 
major charactenstics of each program 

Box 2-1 
Comparable 8ME Methodologies 

* Small loan SIze (around LE 2,300) 
*Loans for use as workIng capItal 
*Chents are existing busmesses 

*Client group includes Informal enterpnses 
*Loan terms average 6 to 7 months 

*Few collateral conditIOns 
*Hands-on chent assistance 

*Flexibihty in loan repayment 

10 "IBO operates as a prIvate. commercial bank although there IS partlal government ownership 

II ~BO also received a grant from the Ford FoundatIOn In 1989 to proVide credit to small and micro enterprIses In 

Menta 
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These program charactenstlcs reveal that the "bank" model has followed a typIcally NGO-sty Ie 
approach to project Implementation One of NBD's mam traIts IS servmg clIents m the tield 
through a hIgh level of clIent-credIt officer mteractlOn Its SME lendmg umts have been 
establIshed Independently from the bank. new staff have been hIred and traIned. and operatIOns 
have been conducted separately from the bank's commercIal actIvItIes SME branch managers 
and many aSSIstant managers are officIal bank staff but for the most part. SME statf have been 
new to the bank and tramed wIth a hands-on approach to chent InteractIOn 

All of the programs have been operatmg successfully and are growmg at an adequate level 
AlbeIt the ESED and SECP efforts are both based m CaIro. the market IS far from saturated and 
there remams enormous room for growth 

The sectIOns below dISCUSS several Issues that, when taken together. proVIde a useful IllustratIOn 
of the operatIon of the two models and theIr potentIal for meetmg the changIng needs of small 
and mIcro enterpnses m Egypt Table 2-1 presents a companson of a several program 
charactenstIcs 

OUTREACH 

The Issue of outreach IS central to asseSSIng any small and mIcro enterpnse credIt project 
Outreach has a varIety oflevels, mcludmg the number of chents served (scope and scale), the 
depth of outreach (level of poverty), and the capaCIty to reach women -- often among the most 
dIsadvantaged m SOCIety and the most dIfficult to reach through credIt serVIces 

... Scope and Scale 

The number of chents reached by the bank and foundatIOn models IS stIll very small For the 
1993-1994 penod. theIr total number of borrowers was around 31.000 In CItIes WIth populatIOns 
of five and fifteen mIllIon. respectIvely. Alexandna and CaIro have a huge unmet demand for 
credIt In percentage terms. ESED, SECP. and ABA are probably reachIng less than one percent 
of the small and mICro enterprIse chent markets of these cItIes 

Number of Borrowers 
1993-1994 

ABA 
ESED 

NBD/SECP 

6.649 
4,824 
19,419 
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TABLE 2-1 JULY 1993 - 1994 

PROGRM Total Average Total Average Delinquency Loan Term Cost Per 
Number of Growth in Amount Loan Size Rate (Average Loan 
Borrowers Borrowers Disbursed (LE) (%) Repayment Disbursed 

(%) (millIon Peflod) (LE) 
LE) (mths) 

ABA 6649 13828 63514 2598 174 7 138 
(annual) 

ESED 4824 16748 1919 2940 13 * 7 281 
(annual) 

NBD! 19419 1544 77 675 2268 031 6 208 
SEep (monthly) 

* ESED has never Implemented a loan wnte-offpohcy, making Its dellllquency rate fairly high 
"'* Break even numbers reflect total progr am hfe spans (including the cost of funds) 

(~~ 
C 

USAlD USAlD Time to 
Fundmg for Fundmg for reach 
OperatIOnal CapltaltzatIon break 

Costs (mtllton) even 
(mIllIon LE) (mths) 

** 

I 2 $5 I 30 

35 $32 48 -t 

95 $89 19 
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Although both models have the capacity to reach more chents the NBD program has been able 
to serve more clients In only eighteen months of operatlOn compared to the more established 
foundatlOn programs ThiS IS partially due to the size of the USAID grant and the subsequent 
numbers of extension officers the Bank was able to tram and hire Ie The bank model's capacity 
to reach large numbers In a relatIvely short pen ad of time provides an indicatIOn as to the scope 
and scale ofNBD programs In Upper Egypt and other future target areas 

After more than four years. the foundatIOn programs currently have the ability to expand their 
chent outreach The initial two or three years of operatIOn. nevertheless, was a cntlcal penod for 
the foundations to test their approach, establIsh a clIent group. and Implement an effiCient credit 
loan system The next five years will be a tllne of orgamzatlOnal strengthenmg and clIent 
expanSlOn 

... Levels of Poverty 

The types of clIents reached IS an VItal ingredIent of outreach The questlOn must be asked Is the 
program reaching the poor') 

It IS dIfficult to assert uneqUIvocally that a program reaches the poor In the case of SME credit 
programs. one measure has been to use the size ofloans dIsbursed as an indIcator It IS generally 
belIeved. through the observatlOn of eXIsting programs. that programs offermg very small loans 
serve very poor chents and that larger loan SIzes correlates WIth chents who are less poor 13 The 
cntena gIven by USAIDfWashmgton has been to mamtaIn loans below $300 to ensure the truly 
poor sector of the populatlOn IS reached 

The models funded by TlfFI do not follow thIS approach and have not focused exclUSIvely on 
poverty allevIatlOn TheIr efforts have supported pre-exIstmg bus messes WIth workmg capital 
loans, averaging around $700 Compared to other small and mIcro credit programs around the 
world. thIS average loan SIze IS qUIte hIgh 

Another way to evaluate loan SIzes IS to compare them to per capIta mcome ThiS was done In 
the IMCC study to enable a truer country-level perspectIve, 1 e. companng loan SIzes to the 
\Vealth of a country 

In the case of Egypt. both models' average loan size of $700 IS larger than the annual per capita 
mcome ($610) ThIS compares poorly to other SME credIt programs whose loan SIzes represent 
much smaller percentages of GNP per capIta For example, Actuar's average loan SIze ($338) 
IS 26 percent of per capIta GNP In ColombIa ($1.260), FINCA's average loan SIze of $317 
represents only 17 percent of GNP per capita In Costa RIca ($1,850) BRI's program comes 

12 NBD has 132 extensIOn officers while ABA has 93 and ESED has 68 

13 ChrIsten, Robert Peck, et al "Maxlmlzmg the Outreach of MIcro EnterprISe Fmance An AnalYSIS of Successful 

MlcroFmance Programs" Washmgton, 0 C USAID, 1994 page 9 
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closest to the Egypt models. whose average loan SIze of $494 constItutes 81 percent of GNP per 
capIta m IndonesIa ($610) 

Notable exceptIOns to these small percentages mclude Grameen Bank m Bangladesh ACEP m 
Senegal. and BKD m NIger As wIll be elaborated m the followmg chapter. these programs have 
establIshed markets for much larger loan SIzes that are equal to or larger than theIr countrIes' 
respectIve GNP per capIta 

... Gender Issues 

Gender Issues contmue to be a tOpIC of dIscussIOn for all credIt programs around the world The 
t\\lO models otfer lIttle conclusIve eVIdence about WhICh approach may have a greater capacIty 
to reach female entrepreneurs NeIther model mamtams a sIgmficant number offemale extensIve 
officers 14 and female clIents encompass around 10-12 percent of the loan portfolIos 

PRG 

ABA 

ESED 

~BDI 
SEep 

Number of Loans 

TABLE 2-2 

Gender Characteristics 
1994, CumulatIve 

Value of Loans 
Disbursed to Female Disbursed to 

Entrepreneurs Female 
Entrepreneurs 

(LE) 

3279 6 mIllIOn 

726 2 mIllIOn 

4002 78 mJlIOll 

Note These figures reflect total cumulatIve figures smce 1991 

Average 
Size of 
Female 
Loans 
(iE) 

1841 

2885 

1970 

14 Female ExtenSIOn Officers. by organtzatlon NBD/SECP 3, ABA 7, ESED none 

Average 
Size of 
Male 
Loans 
(LE) 

2598 

2940 

2268 
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Table 2-2 presents gender mformatIOn for both programs An mterestmg companson IS the 
average loan SIze between men and \Vomen Although there are vanous reasons \Vhy a female 
chent may receIve smaller loan SIzes, averages should be comparable across genders The 
data presented m Table 2-2 shows that ABA, ESED, and SEep proVIde loans to females that 
are of SImIlar SIze to men, ABA's loans to females are the smallest, averagmg 30 percent less 
than loans to men 

In generaL the performance of the models IS poor and conSIderable room for expanSIOn eXIsts 
Fmdmgs from recent surveys of female entrepreneurs m Egypt mdicate an unmet demand for 
credIt serVIces F or example, a 1992 survey of male and female entrepreneurs found 89 
percent of females notmg workmg capItal as theIr most Important busmess need 15 Most 
females entrepreneurs, however. run busmess from theIr homes and have limIted access to 
even mformal systems of credIt 

These charactenstIcs of EgyptIan women entrepreneurs SIgnIfy that whIle demand eXIsts 
among female busmess owners. SME credIt programs WIll have to Implement new poliCIes 
that can address the needs of entrepreneurs workmg from theIr homes and runnmg shops on a 
part tIme and seasonal baSIS SIgnIficantly mcreasmg female representatIOn m these models 
WIll reqmre changes m each programs' management to Implement more gender senSItIve 
polICIes and trammg for theIr staff 

SUSTAlNABILITY 

The tOPIC of sustamabIhty has receIved enormous attentIOn m the last fe\V years Volumes of 
research contmues to be publIshed on the subject, \vIth few concrete answers or absolute 
reCIpes of success Nevertheless, It would be an overSIght to dISCUSS a development model 
WIthout adequate attentIOn to ItS sustamabIhty ThIS sectIOn therefore reVIews two key Issues 
of sustamability as they relate to the SME models finanCIal and organIzatIOnal sustamabIhty 

... Financial Sustain ability 

An array of factors can be used to determme the finanCIal sustamabIhty of an organIZatIOn 
ThIS sectIOn wIll dISCUSS finanCIal sustamabilIty m terms of demand for products and 
serVIces, contmmty of funds, outSIde SubSIdIes, and productIVIty The data presented m Table 
2-1 hIghhghts several of these variables 

Demand for Products and Services - If a program IS to achIeve finanCIal 
sustamabilIty It must proVIde a qualIty servIce that chents demand and can 
afford Smce chent satIsfactIOn (m terms of qualIty of serVIces) IS dIfficult to 
measure. many evaluators turn of "levels of demand" for a project's servIces 

15 Weidemann, Jean "Egyptian Women and Mlcroenterpnse The InVISible Entrepreneurs" Washmgton DC 

USAID, 1992 page 24 
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One way to attam the "levels of demand" for a SME project IS to observe 
borrower growth rates Both the Bank and foundatIon models have mamtamed 
hIgh borrower growth rates On an annual baSIS, the foundatIOns are growmg at 
around 140 percent and SEep at a monthly rate of over 15 percent 

ThIS conSIstent growth m new borrowers mdIcates that both models have been 
able to meet clIent needs and are dellvenng a serVIce that IS m hIgh demand at an 
affordable pnce 

Continuity of Funds - If a program IS to surVIve beyond donor fundmg It has to 
develop or generate a source of funds for ItS operatIOns Currently, both models 
have been proVIded capItalIzatIOn funds that WIll ensure contmued program 
operatIOn beyond USAID fundmg ABA and SECP have both broken even and 
are now covenng theIr operatIOnal expenses from loan recovery ESED IS 
predIcted to reach break-even m 1995 

To develop financIally self suffiCIent programs that can expand, programs must 
be able to generate momes beyond mItIal grant funds Both models are faced 
WIth obstacles m thIS respect For the foreseeable future, both wIll depend on 
mternal mcome generatIOn and ongmal donor capItalIzatIOn to mamtam program 
operatIOns See Box 2-2 for a dISCUSSIOn of the problems mvolved m leveragmg 
funds from the formal bankmg system 

External Subsidies - To accurately assess the finanCIal sustamabIlIty of a 
program model, It must be free from external SubSIdIes In the case of the two 
USAID models, both were proVIded consIderable external techmcal aSSIstance 
packages to strengthen the Implementmg mstitutIOns 

WhIle It IS ImpOSSIble to calculate the extent to whIch these servIces stIll support 
all three organIzatIons, they all remam dependent on external techmcal aSSIstance 
to meet USAID accountmg and finanCIal reqUIrements, tram new staff. and meet 
mmImal reportmg standards 

As these techmcal aSSIstance contracts come to an end m the next few years, the 
foundatIOns and NBD WIll need to develop theIr own human resources that can 
run the systems put m place through external aSSIstance 
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Box 2-2 
Leveraging Funds 

To become Independent and financIally self sufficIent orgamzatIOns, both models 
must be capable of leveraging funds from Egypt's formal financIal system Both 
models have weaknesses in this respect: 

The Bank Model-- Although this model was deSIgned to encourage NBD to 
eventually support the SME units through its own resources, this has not occurred 
at the levels onginally projected. The SECP/CaIro operations were to include a 
LE 10 mIllIon contributIOn from the bank which has not yet occurred. One 
positIve trend can be seen from the Damietta and Sharkia programs, where 
USAID funding has terminated These programs continue to operate based on 
their onginal USAID capitalizatIOn m addition to the LE 250,000 that NBD has 
proVIded each branch - on a commerCial basis. The NBD SME program stIll 
faces Internal reSIstance to gain access to the bank's financial resources. UntIl 
donor funds dry up, this type of resIstance may contmue m the short- and 
medium-term. 

The FoundatlOns - Both FoundatIOns were extremely well capItalIzed by USAID. 
NeIther has come completely drawn from ItS $8 millIon capItal fund In fact, 
ABA has used only $5 million in its very successful five year operation Although 
is dIfficult to determine their viability to leverage "addItIOnal" funds from the 
bankmg communIty, recent assessments indicate this is unlikely. 16 

Productivity - When consIdenng the finanCIal sustamabIhty of an organIzatIOn. 
the productIVIty of loan officers IS often conSIdered a good proxy Loan officers 
are the key to findIng new chents. the timeimess of loans dIsbursed. follo\V-up 
and loan repayment As such, the prodUCtIVIty of these hne workers can reflect 
the finanCIal capaCIty of an organIzatIOn to sustaIn Its operatIOns ABA. ESED. 
and SEep all have strong credIt officer to chent ratIOS 

Average Number of Borrowers 
Per Extension Officer 

ABA-IOO 
ESED -117 
SEep - 99 

16 The 1992 GEMINI evaluatIOn entItled. "AnalYSIS of Fundmg Mechanisms for Small and Micro Enterpnse 

Development Project m Egypt" by Kenneth Angell and John Porges stated that. "In general, the commercial bank.s [m 
Egypt] are still reluctant at thIS time to leverage the collateral fund" 
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Research IndIcates that a rule of thumb for borrowers per extensIOn officer 
should be around 120 As IndIcated In the diagram above. the TI programs 
generally fit wIthIn thIS range 

The cost per loan dIsbursed can also demonstrate loan officer efficIency and an 
orgamzatIOn's capacIty to effectIvely admInIster loans In thIs case. the ABA 
program IS the least costly wIth an average ofLE 138 per loan dIsbursed ESED 
and SECP have costs greater than LE 200 per loan None of these figures ret1ect 
hIdden factors such as deprecIatIOn. InflatIOn. and SubSIdIes through technIcal 
assIstance If these factors could be accurately Incorporated Into admInIstratIve 
and orgamzatIOnal costs. these figures would probably Increase substantially 

EffiCIency In loan dIsbursement IS also a factor In an orangizatton's's's 
productIVIty ImtIalloans should not take longer than two weeks and repeat loans 
no longer than two days In both cases. these models have been able to maIntaIn 
qUIck turnaround figures that meet chent needs The loan approval process for 
first loans takes from 10-14 days and repeat loans no more than 48-36 hours 

... Organizational Sustain ability 

A varIety of lIterature eXIsts on bUIldIng healthy. sustaInable development organIzatIOns 17 

Issues presented In these studIes Include the need for VISIOn. leadershIp, sound admlmstra
tIon, and the capaCIty to buIld lInkages as CrItIcal to organIzatIOnal sustaInabIhty Many of 
these factors rest In the hands of an orgamzatIOn's management, and are not revIewed In 
thIS short sectIOn dealmg speCIfically WIth SME "models" 

Several elements that do relate to the organIzatIOnal models In Egypt Include the Importance 
of provIdmg saVIngs and credIt serVIces, the relevance of commumty partICIpatIOn, and 
orgamzatIOnal structure 

Savings and Credit - Recent small and mIcro enterprIse hterature demonstrates 
that successful SME models must proVIde finanCial and non-finanCial servIces to 
ItS clIents As most SME programs are centered on credIt delIvery. the 
organIzatIOnal challenge centers on how to dIverSIfy InItIal program 
methodologIes to Incorporate savIngs, as well as fleXIble finanCIal Instruments 

17 See Elame Edgcomb and James Cawley's 1993 SEEP publicatIOn called. "An InstitutIOnal GUide for EnterprISe 
Development OrganizatIOns", or Mana Otero's ACCION report entitled. "Breakmg Through The ExpanSion of 1I.1tcro 
Enterpnse Programs as a Challenge for Non-Profit InstitutIOns" 
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Both the foundatIon and bank models have limItatIons In terms of savings 
I\lthough the bank reqUIres a ten percent mandatory saVings deposIt from Its 
clIents, thIS has not generated Into further saVings mobIlIzatIOn I 8 On the 
contrary. most NED clIents close theIr accounts upon completIOn of theIr loan 

The foundatIOns. due to theIr NGO status, cannot accept savings from theIr 
clIents A few steps are bemg taken at a margmallevel to redress thIS Issue For 
example. ABA now reqUIres clIents WIth loans above LE 10.000 to open a 
savmgs or checkmg account Regardless, the foundatIOns need to develop a 
long-term strategy that can provIde a more dIversIfied range of clIent serVIces 

Both models must deal WIth how to mcorporate non-financIal serVIces mto theIr 
current methodologIes Each WIll have to find a dIfferent solutIOn For Its part, 
the bank WIll have to overcome instItutIOnal reSIstance to encourage savmgs 
from ItS small and mICro clIents The foundatIOn model may look to ItS eXIstmg 
relatIOnshIps WIth the bankmg commumty to deSIgn avenues for greater financIal 
access for ItS clIents 

Community PartIcipation - If an orgamzatIOn IS to be sustainable, the 
commumty It serves must partICIpate In and support ItS mandate PartICIpatory 
development IS a key to SME credIt programs and can ensure the continUIty of 
program operatIOns beyond external fundmg 

In the case of the two models, commumty partICIpatIOn IS somewhat limIted 
The foundatIOn model's use of a Board of DIrectors allows for the inclUSIOn of 
the local busmess commumty In the ImplementatIOn of the SME project The 
bank. on the other hand, has almost no commumty mvolvement m ItS program 
Though dIfficult for a bank to Include grassroots partICIpatIOn m ItS declSlon
makmg. greater efforts could be made to SOlICIt Input durmg the deSIgn stage 

Both the models could have a more partICIpatory approach In theIr expanSIOn 
efforts to Upper Egypt and across the country Although tIme has been a 
vanable. lIttle mput has been solICIted from these local busmess commumtIes 
The new SME efforts In Upper Egypt would all benefit from gathenng more first 
hand mformatIOn from potentIal clIents about credIt. trammg, and techrncal 
aSSIstance needs 

Organizational Structure - EvaluatIOns of successful SME organIZatIOns m 
the developing world have proVIded eVIdence on the cntlcal elements of a 
successful organIzatIOnal structure The most Important vanable IS often 
conSIdered to be an organIzatIon's headquarters and ItS relatIOnshIp to ItS 

18 The 1994 Ford FoundatIOn evaluatIon of the NBD program In Mema noted that "To date the program has made 

hmlted progress In mobilIZing savings figures on savings depOSited at the end of each year suggest that clIents do not 
consistently meet [the 10 percent reqUirement] nor have they saved additional amounts" page :!:! 
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branches The approach should be decentralIzed wIth Identlcal but Independent 
branches emanatmg from the center 

WhIle both models, theoretlcally, follow a headquarters and branch approach 
neither has been able to achIeve full autonomy at the branch level Partly due to 
Its leadershIp, but In part a result of the approach to make deClSlOns at the center. 
the foundatlOns all suffer from a centralIzed system of operatlOns NBD has 
been able to develop a more decentralIzed approach that maIntams polIcy 
decIsIons at the headquarters whIle most operatlOnal decislOns are made at the 
branch 

Lessons learned from other SME programs mdlcate that decentralIzed operatlOns can be 
VItal to an orgamzatlOn's capaCIty to expand and reach large-scale coverage 
It WIll be Important m the future for the EgyptIan programs to address the Issue 
of centraiIzatlOn whIch will certainly hmlt the foundatlOns' capaCItIes to expand 
and move qUIckly mto new geographIcal and technIcal areas 

STRENGTHS Al'\JD WEAKNESSES 

The above companson has concentrated on Issues of outreach and sustaInabilIty that relate to 
each model's methodology Several Important Issues fall outSIde thIS narrow companson 
that could be descnbed In terms of strengths and weaknesses The follOWing sectlOn 
dIscusses these vanables, whIle Table 2-3 summanzes several major strengths and 
weaknesses 

The Foundation Model 

One of the pnncipal strengths of the foundatlOn model IS ItS orgamzatlOnal mandate to act 
as an mtermedIary for small and mIcro enterpnse development ThIS InstltutlOnal 
commItment IS the key to theIr continued growth and operatlOn as finanCIal serVIce prOVIders 
to EgyptIan entrepreneurs 

The foundatlOn model also carrIes the potential to prOVIde chent-Ievel training and technIcal 
asslstance l9 In some ways, thIS may be the foundatlOn's pnmary comparatIve advantage to 
the bank modeFo Although the foundatlOns have proVIded only lImIted training and 
technIcal aSSIstance servIces, the model has the capaCIty to greatly expand ItS activItIes m 
thIS area For example, ABA has taken great strIdes In orgamzIng chent trammg and 
provldmg techmcal aSSIstance to chents through expatnate experts 

19 These were envISIoned m the ongmal project desIgn of these programs 

20 NBD has no organIzatIonal mandate to proVIde hands-on trammg or technIcal assistance to ItS borrowers 
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One of the problems the nascent foundatIOns have faced IS the legal hurdle of becommg 
registered NGOs 10 Egypt NGOs must register With the Mmlstry of SOCial Affam, 
(MOSA) before commencmg programmatIc actIVItIes Although each foundatIon's 
expenence has been different, the legal and bureaucratic battles deal 109 With MOSA have 
slo\\>ed their executIOn and have reqUlred a vast amount of tIme and resources MOSA 's 
"monItonng" role can also become a hmderance to effiCient project ImplementatIOn 

One of the foundatIOns' strengths, ItS locally founded Board of Directors, has also caused 
SignIficant difficulties As With any effort to mvolve the communIty, It has been \\rought 
WIth personalIty conflIcts and mternal power struggles StIll, the commitment to keep the 
communIty mvolved 10 the deSign and ImplementatlOn of the foundatlOns IS a laudable 
element of the foundatIOn model 21 

The BanA Model 

The bank's malO strength appears to be ItS potential to reach more clients. more qUlckly 
through ItS eXlstmg branches Although the tIme and money to establIsh their SME UnIts 
appears to be more expensive than the foundatIOn approach2~. the aVailabIlIty of eXIstmg 
phYSical branches throughout a city or governorate lends to ItS capacity to reach large 
numbers of clIents 

Usmg any pre-exlstmg organIzatIOn (pnvate or publIc) to delIver SME services wIll have 
mherent IImltatlOns ThiS has also been the case for the bank model The bank has had to 
address SignIficant mternal resistance to SME lendmg and thIS may be a contmumg problem 
for the near future The bank's mstitutlOnal deSIre to contmue SME operations once outSide 
fundmg has termmated IS questlOnable 23 

, 1 
- ABA clIents receive a certificate of membership to instill a sense of ownership In the program 

~2 One of the reasons the bank model has been so expensive IS that much of ItS eXlstmg institutional mfrastructure 

has not been used for the project On the contrary, USAID has mSlsted on settmg up entirely new systems (MIS trammg, 
stam that have contTlbuted to high overhead costs 

~3 It was reported m the Ford FoundatIOn evaluation ofNBD that, "RealIstically, It IS difficult to expect that a 

commerCial bank lIke NBD wIll mvest ItS own funds to expand such a program [In additIOn] another powerful factor 
that inhibits leverage through banks IS the relatively huge levels of grant funds flowmg Into the finanCIal sector In Egypt -
both for institutional and program support" page 42 
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PROGRAMS 

ABA 

ESED 

TABLE 2-3 
Strengths and Wealmesses 

STRENGTHS 

Commumty PartIcIpabon 
Potenbal for T echmcal 

ASSIstance and TraInIng 
I-hgh ClIent Demand 
Collateral Fund 

Commumty PartIcIpabon 
HIgh Cbent Demand 

WEAKNESSES 

CentralIzed PlO)Cct 
Admllllstraboll 

Report1l1g 
Procedures 

CentralIzed Project 
Admllllstrabon 

Collateral Fund ReportIng and Accounbn~ 
Procedures 

Savmgs Component HIgh Overhead 
NBD/SECP HIgh Cbent Demand Lack of Automahon 

Large GeographIcal Coverage Report1l1g Procedures 
ClIent Outreach (mobIle Lack of Inshtubonal 

bankIng umts) CommItment 

An untapped strength of the bank approach IS ItS abIlIty to capture savmgs Savmgs 
components of SME credIt programs have been recogmzed as cntIcal to ensure 
organIzatIOnal sustamablhty At present the savmgs component does not functIOn well at 
the ban and captures lIttle savmgs beyond that mandated m the program In fact, savmgs 
has been dIscouraged among borrowers and most chents close theIr accounts at the 
completIOn of theIr loan 

Shared Issues 

Both models have the potentIal to gIve theIr chents greater exposure to the formal financIal 
system The foundatIOns, as mtermediarIes, reqUIre theIr chents to make most loan 
transactIOns at bank offices ABA has taken thIS a step further and reqUIres chents WIth 
loans of LE 10.000 or more to open a checkmg or savmgs account The bank model shelters 
ItS chents from the formal financial system as ItS credIt officers act as complete 
mtermedlanes for the loan transactIOn and repayment process 

All of the programs have taken on a centralIzed approach to theIr operatIOns ThIS IS not a 
charactenstlc of the models but rather of the management and leadershIp of each 
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orgamzatlOn ThIS factor wIll become a major habIhty for each program m the future as each 
dttempts to expand ItS chent market If wIdespread coverage IS to be achIeved In huge 
markets such as CaIro and Alexandna, all three programs WIll have to further decentralIze 
theIr operatlOns and deCISIon makmg processes 

A.nother Important Issue to address. WhICh IS not a charactenstIc of the models. IS reportmg 
and momtorIng At present, the bank keeps ItS accounts manually whIch results m slow and 
unrehable data The foundatIons do have computenzed systems m place although ESED 
remams dependent on external techmcal aSSIstance to mamtam these operatIons 

Both program models do not track SOCIOeconomIC data accurately ABA has the best system 
m place but the foundatIOns do not gather thIS data m a umform manner For Its part. the 
bank seems to attnbute lIttle sIgmficance to the Importance of thIS type of data gathenng 

Both models also appear to have lImIted capacIty. m the near future, to leverage addItIOnal 
funds At the moment, leveragmg funds IS not necessary The foundatIOns are well 
capItalIzed from the collateral fund, and NBD contmues to receIve aSSIstance from USAID 
and a vanety of donors UntIl these external SubSIdIes end It IS dIfficult to determme the 
models' CapaCItIeS to leverage funds It IS clear. however, that whIle thIS type of capItal IS 
aVailable there IS lIttle mcentive to find other fundmg sources 

CONCLUSION 

ThIS comparIson has prOVIded an opportumty to assess the bank and foundatIon models -
theIr outreach and potentIal for sustamabilIty The analYSIS reveals two SImIlar and 
successful strategIes to provIdmg credIt to small and mICro entrepreneurs The more 
apparent dIfferences m the two models are a result of orgamzational management rather than 
methodology 

ThIS chapter's findmgs mdIcate that USAID/CaIro's SME approach IS based on very sound 
and well-tested SME practIces For USAID/CaIro, these conclUSlOns can prOVIde useful 
mput to ItS strategIC plannmg process and address prevlOUS cnticisms regardmg the VIabIlIty 
of ItS SME methodology 

USAID's tactICS have been practIcal m lIght of the amount of funds avaIlable for SME 
programmmg The amount of money the TI/FI Office must allocate to the SME sector 
demands a dIverSIfied approach that could not be accommodated through one fundmg 
vehIcle GIven these factors. fundmg several SImIlar programs sImultaneously IS a logIcal 
approach In addItIOn, gIven the contmued hIgh demand for workmg capItal loans m Egypt's 
major urban areas there seems to be no mherent confhcts WIth thIS strategy 
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This chapter may also stem cnticism regardmg the foundation model As noted m prevIOus 
e\ aluatlOns. this model was questIoned as to Its sustamabIhty. partIcularly In companson to 
the NBD program~-l In fact. the conclUSIOns drawn from thIS assessment reveal a very 
sustamable model that embraces key elements such as hIgh borrower growth rates. Interest 
rates WhICh allow for cost recovery. strong prodUCtIVIty levels (of extensIOn officers), 
communIty partICIpatIOn. and sound loan practIces and repayment rates 

As WIll be dIscussed further In chapter four. NBD's expenence IS qUIte SImIlar to other 
successful SME programs run by formal financial mstltutlOns NBD has been able to adopt a 
lendmg methodology that has met chent needs and IS dIstmgUIshed by a very hIgh repayment 
rate (99 percent) and a high borrower growth rate (15 percent/monthly) 

The NBD/SECP efforts have also shown theIr capaCIty to reach entrepreneurs m large 
numbers Wlthm 19 months thIS project has reached almost 20,000 chents through ItS 132 
credIt officers WhIle NBD maIntaInS tWIce as many credIt officers than ABA or ESED. ItS 
capaCIty to hIre. tram. and field thIS many staff m a relatIvely short penod of tIme IS an 
achIevement ~5 ThiS cursory companson reveals sIgmficant costs on the part ofNBD. whIch 
receIves tWIce as much for then operatIOnal costs than ESED26 and retams a sIgmficantly 
hIgher effectIve Interest rate (As dIscussed further m Chapter III. NBD charges an effectIve 
mterest rate of 41 percent compared to the foundatIOns' effectIve Interest rate of 32 percent) 

For USAID, both models offer dIfferent opportumtIes Whereas the bank may have greater 
outreach, ItS servIces are probably more expenSIve and has a weaker mstItutIOnal 
commItment to SME The foundations haven taken more tIme to start operatIOns and gam 
commumty level support, though they offer a greater opportumty to dIverSIty program 
outreach through trammg and techmcal aSSIstance services In the long-run both of these 
approaches should work well together to Jomtly serve the small and mIcro entrepreneurs of 
Egypt 

24 ThIS Issue was raIsed m Katherme Stearn's 1992 mId-term evaluatIOn entItled, "Small and MIcro EnterprIse 

Development Project, Egypt" page 47 

25 NBD dId go through almost two years of start up operatIOns -- mcludmg negotIatIons WIth USAID on the 

CooperatIve Agreement, among other Issues 

26 As presented m table 2-1, operatIOnal costs for NBD were almost three tImes the amount proVIded ESED Smce 

ABA had already reached break even durmg thIS perIod they were no longer recelvmg operatIOnal funds from USAID 
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CHAPTER III 

USAID/CAIRO'S SME PROGRAMS AND 
OTHER SUCCESSFUL PROGRAMS 

rmRODUCTION 

One of the questIons raIsed m the mtroductory remarks of thIS report 
dealt wIth how USAID/Carro's SME programs compare to other sImIlar 
and successful efforts around the world To address these Issues, thIS 
chapter mtroduces comparatIve facts on SME programs around the 
world 

ThIS chapter wIll present summary data on SME programs In Afnca, ASia, 
and Latm Amenca The three EgyptIan programs (ABA, ESED, and NBD/SECP) WIll also be 
dIscussed The chapter IS dIvIded mto three sectIOns consIstmg of, program charactenstIcs, loan 
charactenstIcs, and outstandmg Issues 

All of the InternatIOnal programs revIewed below are consIdered to be successful examples of small 
and mICro enterpnse credIt programs The eleven pnmary cases gIven m Tables 3-1 and 3-2 have 
achIeved operatIOnal self suffiCIency - In that they are now capable of covermg all admmistratlve 
costs through program revenue 27 FIve of the programs are conSIdered to have reached the next level 
of sustarnabthty, e g , financIal self suffiCIency - where revenues also cover the costs of raIsmg funds 
on a commerCIal baSIS WIthout subSIdy 28 

27 The only exceptIOn IS the BRK program In NIger whIch IS conSIdered to be at the POInt of operatIOnal break even In 
the near future 

28 These five programs Include BancoSol (BolIVia), BRI (IndoneSia), BKD (IndoneSIa), Actuar (Colombia), and LPD 

(IndoneSIa) 
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SME PROGRAMS WORLDWIDE, 1993 

TABLE 3-1 

PROGRAMS Age Type Savmgs Col1ateral Number-of Annual 
(yrs) of Coruitt1ous Borrowers Average % 

InstltutlOn Growth ill 

Borrowers 

ABAIEgypt 4 NGO No None 9651 133 

ESEDlEgypt 3 NGO No None 1344 78 1 

NBDfEgypt 05 Pnvate Yes None 6958 298 
Commercial (monthly) 

Bank 

Actual'l 6 NGO/ No Limited 32000 30 

C(}lombia F mance company 

ACEPI 8 NGO/ No Bank-style 2000 

Senegal CredIt Umon 

ADOPEMJ 12 NGO No <;olIdanty 4000 

Dom.Rep Group 

BancoSo:II 7 Pnvate No SolIdanty 46000 71 

Bolivia Commercial bank Group 

BRII 10 DIVlslOn of Yes LImited! 1897000 4 

Indonesia Govemment Bank-style 
CommerCial for larger 

Bank loans 

BKDI 40+ VIllage-owned Yes LimIted 907000 -10 

Indonesia financIal 
mstItutlOn 

BRKlNiger 3 NGO No LImlted 7000 

FINCAI 10 NGO Yes Sohdanty 5000 20 

C()sta Rica Group 

K .. REPlKenya 4 NGO Yes Sohdanty 5000 120 
Group 

Grameenl 18 Govemment! Yes SolIdanty 1587000 15 

Bangladesh member owned, Group 
specIally lIcensed 

bank 

LPD/ 10 Village/ Yes Lumted 145000 14 

Indones.ia Govemment-
owned 

Page 34 
Source MaxImIZIng the Outreach of MIcroenterpnse FInance 
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PROGRA..\1 CHARACTERISTICS 

Small and mIcro enterprIse development programs have been studIed m depth over the last decade 
ThIS work has developed a set of key characterIstIcs found m "successful" credIt programs, 
mcludmg29 

~ Groups loans, e g , solIdanty group lendmg 
~ Social pressure m loan repayments 
~ UnconventIonal collateral to motIvate loan repayments 
~ Short-term workmg capItal loans 
~ Relatively hIgh (or market rate) mterest rates 
~ Graduated lendmg30 

~ Hands-on approach to workmg WIth entrepreneurs 

Table 3-1 presents a range of program attrIbutes for eleven SME InitIatIves around the world Most 
of these programs are buIlt on the attrIbutes lIsted above and have estabhshed operatIonally efficIent 
programs, provIdmg finanCIal and non-financial servIces to small and mIcro entrepreneurs 

The three EgyptIan programs are also mcluded m Table 3-1 and compare favorably to these 
programs They mclude many of the key attnbutes descrIbed above and are based on well-grounded 
methodologIes to small and mICro enterpnse lendmg In fact, they embody five out of the seven 
traIts noted above Although none of the EgyptIan models use group lendmg, thIS approach IS 
consIdered by many local experts as "unworkable" m the EgyptIan context 31 

Program Size 

The numbers of clIents served by a SME program IS a good mdicator of ItS outreach Outreach m 
large numbers IS Important for any SME effort to eventually reach finanCIal sustamabIhty The 
programs presented m Table 3-1 encompass a range of program SIzes from small (ACEP/Senegal) 
to very large (BRIllndonesIa) 

Outreach m large numbers takes tIme and IS usually attamed by only the older organiZatIOns For 
example, the Grameen Bank m Bangladesh took over a decade to reach natIOnwIde scale and BRI's 
Umt Desa System took over ten years as an enterpnse-onented system to reach ItS two rmlhon 

29 See Chnsten, Robert Peck, et al "MaXllTIlZmg the Outreach of MIcro Enterpnse Fmance An AnalysIs of Successful 

M1croFmance Programs" Prepared by IMCC for CDIE Washmgton, D C USAID, 1994 

30 For example, where the borrower's capac1ty and w111mgness to repay are determmed through a senes of short-term, ever 
mcreasmg loans that are renewed on the bas1s of the borrower's repayment record 

31 In fact, group lendmg IS bemg done by UNICEF m several areas of the country However, 1t 1S bemg Implemented on 
a very small scale and the1r efforts are too recent to evaluate 
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borrowers Other country conditions such as densely populated chent markets and economic growth 
can also playa key role m reachmg larger numbers of chents 

The Egyptian programs all have relatively small numbers of total number of borrowers However, 
this does not compare unfavorably with other programs of the same duratlOn For example, the K
REP program m Kenya reached five thousand borrowers m four years and the BRK program m 
Niger assisted seven thousand borrowers m three years On average, the Egyptian programs had 
reached 6,000 chents by 1993, conslstmg of (1) ABA - 9,651 chents, (2) ESED - 1,344 clients, and 
(3) NBD/SECP - 6,958 chents 

The consistent growth m borrowers IS Important for expanSlOn and growth m outreach Program 
growth IS usually strongest m the mltlal years and begms to taper off after ten or more years of 
operatlOn Although the averages presented m Table 3-1 range from 14 to 120 percent the newer 
programs all mamtam higher averages closer to 70 to 80 percent annual growth rates The ABA, 
ESED, and NBD all have strong borrower growth rates m companson 32 

1993 Borrower Growth Rates 

ABA 133 % annual 

ESED 78 % annual 

NBD 30 % monthly 

In terms of potential markets reached, the Egyptian programs rank a bit low For example, BancoSol 
reaches about ten percent of ItS total market m BohVIa and Actuar reaches around 5 to 8 percent 
of ItS markets Most of the other programs do not reach more than 3 percent of their total markets 
Although exact figures of the Alexandna and Cairo markets are not avadable, probably none of the 
Egyptian programs serve more than 1 to 2 percent of their chent market 

Types of Institutions 

A vanety offundmg velucles have been used m the credit programs presented m Table 3-1 Whereas 
many of the programs use NGOs to disburse credit and proVide technical assistance (eight out of 
fourteen) other successful programs have worked through Village banks and formal finanCial systems 
(SIX out of fourteen) The compleXIties of these different types ofmstitutlOnal arrangements are 

32 NED's very strong monthly growth rate of 30 percent IS perhaps mlsleadmg m that It accounts for only SIX months of 
lendmg m 1993 
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discussed at length In chapter IV Many of the lessons learned presented m this chapter lIken to the 
Egyptian expenence 

One of the challenges to SME development IS to successfully work through local formal financial 
systems WhIle NGO programs are often given first consideratIOn by donors to Implement SME 
programs, lessons from around the world are mdlcatmg the need to buIld lInkages With financial 
systems Box 3-1 provides an overview of the Afncan formal financIal system and how attempts 
have been made to mvolve banks m SME lendmg 

Box 3.-1 
The Formal Financial System in Africa 

One of the major dIfficultIes in gettmg banks mvolved in 811£ lending 1S their lack of 
interest in establishing new markets In Africa, financial markets are often weak and there is 
a large demand for formal hanking services As a result; the banks depend on the most safe 
and secure loans Recently, some financial instltutions are becoming interested in expanding 
their markets and expenmenting With new methods. 

One such approach has been attempted by the P APME prOject in Bamako Although only a 
first step, P APME has established a working relationship Wlth one of the local banks to 
work with small and micro entrepreneurs Through this partnership, the NGO mamtams 
one of lts staff'in the bankt s offices to examine the loan request process, foousing on 
problems associated with SMEs. This type ofcollabQration hashdped overcome some of 
the banking communittesl weaknesses in terms of not understanding local community needs 
or local markets and not being able to adapt their administratlve systems and financlal 
services to reflect these needs 33 Currently, the bank lends Lts own money (not a donor 
line of credit) to cover its 50 percent contributIOn to each 8ME loan 

Unfortunately. the experiences of other formal financial credit programs targeting small and 
micro enterprises have been disappointing For example, although written into onginal 
project designs; many of the African SME initIatIVes noted below have been unable to forge 
an eifectlve relationship 34 Even in the successful case ofPAPlv1E; it took the project over a 
year to establish operatmg procedures and policies before a partnership could be developed 

33 Grant, Wilham "A ReVlew of Donor Funded Projects In Support of MIcro and Small Scale Enterpnses In West Afnca" 
WashIngton, D C USAID, 1993 page 31 

34 ThIs Includes ACEP's phase one, EDF !Mall, EDF /Senegal, and CARE!Maradl 
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In general, banks have been reluctant to place their own resources mto small and micro enterpnse 
programs The explanation given IS that banks generally consider large numbers of small, short term, 
non collateralIZed loans too nsky and expensive to generate profit In addition, banks lack the Interest 
and sensItivity to relate effectively to mICro enterpnse owners 35 

The record of Egyptian banks 10 thiS context IS not very different In fact, very few formal banks 10 

Egypt have been mvolved 10 lendmg to micro entrepreneurs ThiS has been attnbuted 10 part to the 
amount of donor funds enterIng ItS bankmg system for mstltutIOnal strengthenmg and program 
support 

The NBD program 10 Egypt IS an excellent example of a pnvate, commercIal bank that, through 
donor aSSistance, has developed a strong SME program As of 1994 It has reach almost 20,000 
borrowers throughout CaIro and also runs SME umts 10 Damietta, Sharkla, Qena, Luxor, and 
Merna 36 The lessons from these programs has been that the Bank's traditIOnal style of commerCIal 
lendmg would not work With small and mICro entrepreneurs In Egypt The Bank has had to develop 
a very NGO-style approach to lending that has been flexIble, timely, and sensitIve to chent needs 
These lessons closely follow those found In chapter IV which reVIews the mternational expenences 
of SME programs Implemented through formal financial systems and NGOs 

Savings Mobilization 

The maJonty ofSME programs around the world have not successfully hnked the provIsion of credIt 
and savrngs Although seven out of the fourteen programs In Table 3-1 offer some type of savIngs 
servIce, the IndonesIan banks are the only systems that offer substantial voluntary savmgs servIces 
to the general public 

All the other programs represented In thiS Table either have mandatory savmgs as part of the loan 
process or do not proVIde any savIngs services at all Grameen, K-REP, FINCA, and BKD all have 
mandatory savmgs and do not offer saVIngs servIces beyond their borroWIng clientele These 
programs are not claSSIfied as provIdmg a savIngs servIce because the saVIngs they capture are not 
liqUid and are usually controlled by the group (loan reCIpIents) In fact, these savmgs programs were 
developed not so much as a servIce to chents but to act as a loan guarantee 10 case of default 

35 Sebstad, Jenrufer "Lendmg and Learnmg Formal Bank and MICro Enterpnse m Egypt" Prepared by CEC 
WashIngton, D C Ford Foundation, 1993 page 2 

36 Wlnle NBD's SECP efforts m Carro have been funded by USAID, It has also receIved fundmg from vanous other donors 
to operate SME uruts m Upper Egypt TIns mcludes support from the Ford FoundatIOn (Mema), a grant from UNICEF (Qena), 
fundmg trom CIDA (Luxor), and pilot fundmg from USAID (SharkIa and Darmetta) 
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The two foundation programs In Egypt do not offer any saVings program The NED program works 
much lIke Grameen Bank, K-REP, FINCA and BKD through the inclUSion of mandatory saVings 
for loan acqUIsition As wIth many forced saVings InitIatIves, the NBD effort has not been able to 
mobIlIze addItIOnal savings outSIde ItS mandatory program requIrements 

The lessons learned on saVIngs are mIxed, however, many experts contend that forced saVings IS not 
the solutIon to SME program dIversIficatIOn ,7 Two of the more innovative SME organizations 
offenng savings services are descnbed below 

LPD (Bali) -lS active in 650 ofthe islands! villages. It offen savmgs services to all viUage 
residentSt reaching 500,000 savers LPD has an average annual growth in savers of 34 
percent. One ereative feature of the l.l'D program is that its. ffunitsll are owned by the 
communities and 2{) percent of its. net profit at the end of the year is distributed to 
community projects;: giving commullity resldents an incentive to save 

BRI (Unit Desa Sys.tem) - reaches two million borrowers and twelve million savers 
(approximately 65 percent of the entire coonuys population), SRI has an average annual 
growth in savers of2S percent With 3,899 branch offkes throughout the country, BRI 
has established a pbysical presence in Indonesia second to none and is possibly the largest 
branch network of any bank .in the w.or1d. 

LOAt"1 CHARACTERISTICS 

Table 3-2 proVIdes summary data on the loan charactenstIcs of the same programs CIted In Table 3-1 
Key charactenstics lIsted mclude effectIve real mterest rates, average loan SIzes, loan terms, and the 
return on average assets Country conditions such as inflatIon rates and GNP per capIta are also 
proVided 

Interest Rates 

The mterest rate charged by a SME credit program IS conSIdered an Important determinant to achieve 
financial sustamabillty 38 Of course, many other factors are Important, such as an effiCiently run 
orgaruzatlon, high produCtIVIty, high clIent demand, low overhead costs, among others StIll, If a 
program IS to achIeve finanCial mdependence It must charge Interest at levels that can recover ItS costs 
once mflatIon IS conSidered (See Box 3-2 for a general defimtIOn of Interest rates) 

37 Mana Otero Savmgs MobilizatIOn m Mlrcoenterprrse Programmes Small Enter:pnse Development No I, Vol 2 
1991 page 39 

38 The IMCC study notes that "there was only one vanable that explamed the differences m level of finanCIal self
suffiCiency [of the "successful" programs bemg evaluated] the effective real mterest on loans made by the micro enterpnse 
finanCial mstItutJon" page 30 
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SME PROGRAMS WORLDWIDE, 1993 
Loan Characteristics 

TABLE 3-2 

p Effectwe Ave Loan Brrwer Return 
R Real Loan Term! Per on 
0 Interest SIze mnths Extensn Average 
G Rate ($) (Repmnt Officer Assets 
R 
A 
M 
S 

ABA 

ESED 

NBD 

Aetnar 

ACEP 

ADOPEM 

Ba:ncoSo1 

BBI 

BED 

BRK 

FlNCA 

K-REP 

Grameen 

LPD 

ABA-Egypt 
ESED - Egyllt 
NED-Egypt 
Actuar - Colombia 
ACEp· Senegal 

(%) 

20 

20 

29 

52 

1-1 

67 

-16 

25 

-18 

18 

23 

-9 

12 

27 

Period) 

768 '3-12 

869 '3-12 

671 '2_6 

338 '-1-12 

1645 '10-18 

307 '3_9 

277 '7-14 

494 '8_9 

32 '3_8 

295 '5-8 

317 '-1-12 

211 '3-15 

113 '3-12 

120 '-1_10 

Source' Maximizing the Outreach oj 
Mlcroenterprise Fmance, Christen, et aL 

(0/6) 

100 27 

116 -3 

99 ** 
90 -19 

88 01 

74 -08 

139 1 

118 18 

57 32 

200 -11 5 

270 -63 

88 -185 

152 -33 

30 74 

ADOPEM _ Domimcan Republic 
BancoSol· BolIvia 
BRI - IndoneSia 
BRK-Niger 
BID - Indonesm 

Ann 
Inflatn 
Rate 
(%) 

12 

12 

12 

19 

8 

5 

9 

8 

8 

17 

6 

35 

10 

8 

GNP Per 
Capita 

($) 

610 

610 

610 

1260 

720 

940 

650 

610 

610 

300 

1850 

340 

110 

610 
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Table 3-2 provIdes data on the wIde range of mterest rates charged by the vanous SME programs 
The figures are proVIded m "real effectIve" terms whIch means they have been adjusted for mflatlOn 
Program mterest rates range from a low of -9 percent for K-REP to a high of 67 percent for 
ADOPEM 

Box 3-2 
Interest Rates 

A discussion of interest rates often become confusing due to terminology F Of example, 
three different types of interest rates are often noted., e g., nommal, effective, or real 
effective/nominal Most program managers quote a nominal interest rate when talking to 
clients, which represents the stated rate one pays Effective rates of interest allow one to 
put all loans on a common ground and compare thetf relative costs (Effective mterest rates 
vary according to the nominal mterest rate calculation method) In genera~ an effechve rate 
expresses - m the form of an mterest rate -- the effect of commissions or other costs on a 
borrowefs~ credit costs 39 Real rates ofinterest take into consideratIOn the effects of 
inflation 

Although concern has been expressed about these programs' hIgh effectIve mterest rates, once they 
are adjusted for the country's 12 percent annual rate ofmflatlOn (m 1993 terms) they are sImilar to 
those presented m Table 3-2 

1993 Annual Interest Rates of Egyptian SME Programs40 

(in percentages) 

EffectIve 

ABA 32 

ESED 32 

NBD 41 

Real, 
Effecllve 

20 

20 

29 

39 ChrIsten, Robert Peck "Fmancral Management of MIcro CredIt Programs" Prepared by IMCC for CIDE 
Washmgton, D C ACCION, 1990 page 66 

'C Effective mterest rate calculatIons for ABA, ESED, and NED/SECP are prOVIded m Annex B 
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In fact, the EgyptIan real effective Interest rates fall within the hIgh and low ranges of these 
representatIve programs 

High Rates: 

Q 52 percent -- Actuar/Coluntbia; 
Q 48 per.cent -- BKD/rnd(}nesta~ 
o 61 percent ..... ADOPEM/Dominican Republic 

Low Rates: 

() 12 percent .... OrameenIBangladesh 
o 18 per~ent .... BRKfNiger 
Q 23 per~ent -- FlNCAfCosta Rica 

The return on assets, or the productIVIty of an organIZatIon's 1Ovestments, IS often consIdered an 
Important 1Odicator to measure the overall financIal performance of a bank or NGO The Interest 
rates charged by an organIZatIon can have a SIgnIficant Impact on ItS return on average assets For 
example, the program wIth the lowest 10terest rate (-9 %) 10 Table 3-2, K-REP, IS also the program 
With the lowest return on average assets (-18 5%) At the other end, Actuar has the second hIghest 
second hrghest effectIve Interest rate (52%) and the second hIghest return on average assets (49%) 

The return on assets for the EgyptIan programs are a bIt dIfficult to compare If anyth1Og, the two 
foundatIons present a confllct1Og pIcture 41 ABA and ESED charge around the same effectIve 
mterest rates (32 percent) however ABA has expenenced an estImated 2 7 percent average return on 
assets whlle ESED's figures are - 3 percent It IS Interest10g to note that both of these programs are 
somewhat protected from 1Oflatlon as theIr capItalIzatIon was prOVIded 10 US dollars In the case 
of ABA tills has probably has allowed It to operate at lower real effectIve 10terest rates whIle stIll 
recovenng ItS costs ESED has been unable to recover Its costs due to a vanety of organIzatIonal 
and management factors -- even though It was charg10g the same effectIve 10terest rates as ABA 

The companson of ABA and ESED 10dlcates that a SImple companson of real effectIve 10terest rates 
cannot lead to conclUSIve find10gs on the VIabIlIty of an organIZatIon WhIle 10terest rates are 
Important to achIev10g finanCIal susta1OabilIty, factors such as organIzatIonal effiCIency, sound 
management practIces, and strong outreach are also cntical to achIev10g operatIonal break even42 

and eventually -- finanCIal self suffiCIency 

41 NBD's 6 months oflenchng rustOIY m 1993 made Its program mappropnate to mclude m an analYSIS of return on average 

assets 

42 Covenng operatmg costs through mternal mcome generatIOn 
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Although NBD's effectIve mterest rate IS slIghtly higher (41 %) than ABA and ESED, these charges 
have allowed It to recover costs 10 a fairly short perIod of time In fact, the NBD program has 
achIeved operational break m 19 months -- half the time It took ABA NBD/SECP's contmued high 
growth rates and repayment rates are also mdlcators that chents are wIllmg to pay for these servIces 
and consIder them valuable 

Loan Size/Loan Terms 

Expenence mdicates that loan SIzes do not reflect a program's abIlIty to achIeve substantial outreach 
or sustamablhty Loan size and loan terms do, however, demonstrate the ablhty of a program to 
reach dIfferent chent groups For example, small loan SIZes are consIdered an mdIcator of a program's 
abilIty to reach the poor Table 3-2 demonstrates that all programs are reachmg chentele that do not 
have access to their country's formal financIal mstltutlOns 

Most of the programs lIsted m Table 3-2 mamtam average loan sizes of around $200-400 with 
repayment penods of 4 to 12 months Loan sizes of ABA, ESED, and NBD are faIrly high ($700) 
10 comparIson A Simple comparIson of loan sizes may not reflect the subtleties of different loan 
programs 

When assessmg loan Size, therefore, a country's economic conditIOns can be taken mto consideratIOn 
by companng loan SIZes to GNP per capita For example, BKD's loan sizes are very small ($32) and 
average only 5 percent of the GNP per capita of East Java ($610), the average loan 10 the LPD 
system IS somewhat larger ($120), yet stIll represents only 19 percent of GNP per capita m Bah 
(estImated at $610), and FINCA's average loan size of $317 represents only 17 percent of GNP per 
capita m Costa RIca ($1,850) 

There are exceptions to small loan sizes m thIs sample of successful SME programs, mcludmg ACEP, 
BRI, and BKD For example, ACEP's average loan size of$1,645 IS well above Senegal's GNP per 
capItal of $720, BRI's average loan size of $494 constitutes 80 percent of GNP per capita 10 

IndoneSia of$610, and BRK's loan size of $295 comes close to Niger's GNP per capIta of$300 
Another notable exceptIon IS Grameen Bank's program whose average loan SIze of $113 equals 
Bangladesh's GNP per capIta of $11 0 

ABA, ESED, and NBD's loan SIZes remam relatively hIgh when appraIsed by GNP per capIta In fact, 
most of the programs' average loan SIzes are above the GNP per capIta In Egypt of $61 0 WhIle the 
trend for mdIV1dualloan programs (as opposed to group lendmg) IS to have hIgher loan SIzes, ABA's 
average loan SIze of$768, ESED's $869, and NBD's $671 are stIll among the hIghest ThiS trend 
dearly reflects TI's program cntena to reach only estabhshed busmesses WIth a proven track record 

One of the findmgs from the IMCC study was that programs operatmg m poorer countrIes tend to 
serve a more mamstream chentele, whereas programs m better off countnes Inchne to focus more 
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exclUSIvely on the poorer parts of the populatIOn~3 The eVidence provIded Includes the example 
of Grameen Bank, whose average loan SIze of $113 represents 100 percent of GNP per capIta In 
Bangladesh ($110) ThiS can be compared to FINCA's average loan SIze of $317 whIch represents 
only 17 percent of GNP per capIta m Costa Rica ($1,850) Although It could be easIly disputed that 
Grameen's program IS not servmg a mamstream clIentele (as proposed by the IMCC study) It may be 
claImed that SME programs operatmg m poorer countnes are attemptmg to provIde a bndge between 
the Informal system and formal systems of finance The IMCC eVIdence on thIS Issue IS not 
conclUSIve however ItS prelimInary findIngs provIde dIrectIons for further research and analYSIS 

TI's programs do serve a "maInstream" range of small and mICro entrepreneurs WIth ItS average loans 
of $700 over a SIX month loan term The hIgh growth rate and repayment rates of these programs 
mdlcate a strong demand for thiS assistance although a more diversified strategy for SME assistance 
should be conSidered (These recommendatIOns are presented In chapter V ) 

Repayment Rates 

Repayment rates are lImIted as IndIcators of success because they provIde no InfOrmatIon about the 
overall portfolIo ItS qUalIty, SIze, and the profitabIlIty of ItS operatIOns On the other hand, achieVIng 
hIgh repayment rates IS usually a necessary step In reachmg sustamabIhty 44 

Although repayment rate data was not avaIlable on all of the programs presented thus far, It IS 
mterestIng to compare EgyptIan programs WIth other SME programs actIve In Afnca Table 3-3 
gIves repayment rates on seven SME projects m Afnca 

The evaluatIon completed on these AfrIcan programs noted that eVIdence from the field IndIcates that 
over a 95 percent repayment rate IS "excellent", 90-95 percent IS "good", and 80-90 percent IS 
"margmal" A program WIth a repayment rate of under 80 percent IS conSIdered to be "non
sustaInable" The assessment went on to note that gIven the rugh number of SME projects In Afnca 
[and worldWIde] WIth repayment rates m the 95+ percent range Imphes that thiS figure should now 
represent the mInImUm standard and the target for all projects 45 

The ABA, ESED, and NBD have maIntamed rugh repayment rates throughout theIr program histones 
companng favorably to other programs The abIhty to maIntaIn these averages IS due In part to theIr 
SME phIlosophy whIch mcludes fleXIble loan terms, short repayment penods, and repayment 

43 ChrIsten, Robert Peck, et al "Maxllllizmg the Outreach of MICro Enterpnse Fmance An AnalYSIS of Successful 
MicroFmance Programs" Prepared by IMCC for CDIE Washmgton, D C USAID, 1994 page 21 

44 Grant, WIlham "A ReVIew of Donor Funded Projects m Support of MIcro and Small Scale Enterpnses In West 
Afnca" WashmgtonDC, USAID, 1993 page 14 

45 IbId page 14 
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incentives (I e, graduated lendmg) Tills strategy has enabled the proViSion of a service that mamtams 
high client growth as well as high repayment rates 

PROGRAMS 

ABA 

ESED 

NBD 

~CEPfSe:ntgal 

~DF!Mali 

~redit Rural/Guinea 

~ARE/Maradi 

iEDF/Senegal 

PAPME/Mali 

Vita/Chad 

OUTSTANDING ISSL'ES 

TABLE 3-3 
Repayment Rates 

Repayment Rates 
(Percentage) 

98 

94 

99 

97 

60 

97 

95 

95 

92 

79 

................................................................................. -.-..... -... -....... -........•.. -........... -....... -..... -... -...... . 
••••••••••••••••••• 0;. ................................................................................... 0;. •• "'.0;. ....................................... . 

There are a number of outstandmg Issues faced by even the most successful SME programs Each 
program - whether m Bangladesh, NIger, or Egypt - must address these matters as they relate to 
theIr institutIOnal sItuatIons The themes dIscussed below are a few of the major tOpICS to be 
discussed In future and on-going SME program ImtIatlves 

Reporting Standards 

S:rvrn orgamzatIOns must have the capacIty to generate accurate financial informatIOn from theIr 
own momtonng and mformatIOn systems This informatIOn will provide the basIc Input for 
management decIsion makmg on a dally basIs and IS crucial for achieVing operatIOnal efficiency 

45 



Developmg sound reportmg and performance standards IS one of the major challenges facmg 
SlVIE orgamzatlons Most of the programs discussed m this chapter, mcludmg the Egyptian 
programs, do not have the ability to proVide financml mformatlon accordmg to recogmzed 
standards The ability to proVide this type of mformatlOn will, m many ways, determme If the 
mstItutlOns will be able to gam access to additIOnal sources of funds for expansIon Without this 
mformatIon, banks will not consIder an mstItutlOn credit-worthy and regulators will not consider It 
sound Good financIal reportIng IS thus a fundamental prereqUiSite to achievIng financIal leverage 
and hence extensive outreach ~6 

To date, donors often reqUire SlVIE orgamzatlOns to report on mformatlOn that IS Important to 
them This type of InformatIOn, however, IS not necessanly useful to managers Therefore, 
donors themselves have a role to play In supportIng the development of better reportIng standards 
of the orgamzatlons they fund For example, donors could reqUire recIpient orgamzatlons to track 
delinquency m such a way that proVides InformatIOn on the portIOns of the portfoho at nsk (not 
Just late payments), agIng arrears, timely wnte-offs, and annual provlslOmng 

Leveraging Funds 

Most of the programs descnbed here are m the process of expandIng their access to local and 
InternatIonal finanCIal markets Many of the NGOs have begun to buIld their lendIng portfolIos on 
bank loans (guaranteed ImtIally by standby letters of credIt) but are eventually unsecured as 
programs demonstrate theIr capaCIty to perform and report at recogmzed levels of finanCial 
competence Some of these programs, gIven theIr success WIth local banks, are actIvely explonng 
the POSSlbIhty of acceSSIng local capital markets through Issumg bonds or stocks 47 

These types of steps have allowed NGOs to leverage their ongInal project fundIng, thereby 
dramatically IncreaSIng theIr credit outreach The fact that these programs are begInnIng to move 
In tills directIOn also addresses one of the key cntIclsms ofNGO SlVIE programs, Ie, that they 
lack quahty control mechamsms By exposIng their program operatIOns to finanCIal scrutInY of 
market controls, NGO SlVIE programs are proVIng theIr capaCIty not only to become operatIOnally 
self suffiCIent but also achieve finanCial sustamability 

46 Chnsten, Robert Peck "Maxuruzmg the Outreach ofMJcro Enterpnse Fmance An AnalYSIS of Successful MlcroFmance 

Programs" Prepared by IMCC for CDIE Washmgton, D C USAID, 1994 page 36 

47 IbId page 38 

46 



Savings Mobiltzatzon and Institutzonal Transformation 

Although savmgs mobIlizatIOn IS recogmzed as central to the development of operatIOnally 
sustamable SME orgamzatIOns, for many NGOs the capItalizatIOn hurdle48 for entry mto the 
bankmg system as full-fledged commercIal banks, or even speCIalized mstItutIOns, IS too high to 
consIder makmg depOSit mobilIzatIOn a real optIOn 49 

Nonetheless, many of the programs dIscussed here have already made thIS transformatIon or are In 

the process For example, Actuar m Colombia recently bought a finance company hcense and IS 
m the process oftransfernng ItS finanCial operatIOns to thIS new legal structure, and ACEP m 
Senegal has receIved authOrIZatIOn form the Government of Senegal to operate as a licensed 
credIt umon 

All four ASian programs presented m Table 3-1 can accept locally generated depOSIts from 
vIllages The only program among these that began as a depOSIt drIven mstitutIOn was LPD m 
BalI BKD m Eastern Java started as a government credit scheme, whIch mcorporated savmgs to 
a lesser extent, but now, almost one hundred years later, It IS prImarIly funded from retamed 
earnmgs and depOSits 

Three Issues dommate the transition to depOSIt based mstitutlOns 

~ Transformation of a credit-drIven mstltutIOnal culture to one that IS depOSit based 
(together With acqUIsition of the financial skIlls needed to manage the mtermedIatIOn 
functIOn) 

RegulatIOn and supervisIOn by approprIate authOrIties 

~ BuIldmg an eqUIty base for the newly transformed entItles 50 

SME programs orIgmally capitalIzed from donor sources often find themselves hmlted to 
subsequent capItalIzatIOn through retamed earnmgs Most of the programs revIewed here, 
mcludmg Egypt's, have not been able to mobilize savmgs or other funds to expand their loan 
capItalIzatIOn much beyond mitial donor fundmg 

48 EqUity reqUirements for bank lIcenses m many countnes IS around $5 millIon 

49 Chnsten, Robert Peck, et al "Maxmuzmg the Outreach of MICro Enterpnse Fmance An Analvsls of Successful MICro 
Fmance Programs" Prepared bv IMCC for CDIE Washmgton, D C USAID, 1994 page 38 

50 Ibid page 39 
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CO~CLCSIO:'\ 

Vanous traIts of successful SME programs around the world have been presented In thIS chapter 
ThIs companson provIdes convIncIng eVIdence that the Office of Trade and Investment's SME 
programs faIr well compared to other successful ImtIatives around the world 

SpecIfically, the facts revIewed m thIS chapter place the two SME models funded by the TI Office 
squarely on theIr way to reahzmg sustamabIhty Compared wIth some of the older, more 
estabhshed programs presented m thIS chapter, all three USAID projects appear to be on the rIght 
track to achIevmg operatIOnal sustamabIhty 

Fmancial self sufficIency IS stIll allusIve for most of the eleven SME efforts discussed here As 
NGOs and financIal mtermedianes, many programs have not reached a level where they can 
generate outsIde sources of revenue The Egyptlan programs have also been unable to achIeve 
thIs goal 

All of the key mgredients are m place for these USAID programs to accomplIsh greater outreach 
and attam financial self sufficIency m the future, mcludmg 

A sound and well tested SME methodology 

A strong borrower growth rate 

The use ofthe local formal financial system 

Interest rates whIch allow programs to recover costs 

ConsIstently hIgh repayment rates 

Although TI's programs have served a hIgher-end chentele than many of the efforts dIscussed 
here, prehrrunary eVIdence does eXIst that programs workmg In low mcome countnes may have 
the greatest Impact by servmg more mamstream chentele 

The outstandmg Issues for all SME programmmg around the world contmue to center on matters 
of reportmg, leveragmg funds, and mobIhzmg savmgs Egypt's programs must also address these 
Issues If they are to achIeve operatIOnal self sufficIency and financIal Independence m the years 
ahead 
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CHAPTER IV 

SMALL AND MICRO ENTERPRISE 
INTERNATIONAL LESSONS LEARNED: 

NGOs and Fonnal Financial Systems 

INTRODUCTION 

Small and mIcro enterpnse development programs have used a vanety of fundmg vehIcles In the 
delivery of servIces Two of the more common approaches have been to use non-governmental 
organIZatIons (NGOs) and formal financIal InstItutIOns (FFIs) as the maIn dehvery vehIcle 

Many donors have turned to NGOs to Implement SME programs due to theIr communIty-based 
strategIes These fundmg deCISIons were often based on the assumptIon that NGOs could dehver 
servIces that were founded on communIty needs and demands, whIch m turn would ultimately 
make them more sustamable 

Donors have often been reluctant to fund SME efforts through formal financIal systems due to the 
perceptIon that these programs do not reach the poor These Views are compounded by the 
reluctance of most commercial banks to provIde loans to small entrepreneurs due to theIr smaller 
loan SIzes and hIgher nsk In other words, many banks beheve they cannot lend to the poor and 
remaIn profitable Nevertheless, banks have ventured Into the field of mICro enterpnse finance 
WIth varymg success over the years 

The lessons learned from these two approaches are Important for the Office of Trade and 
Investment as It has apphed both models m ItS SME portfoho ThIS chapter wIll therefore 
examme the InternatIOnal expenence, In terms of outreach and sustamablhty, ofusmg NGOs and 
FFIs to dehver credIt to small and mICro enterpnses 

ThIs first part of thIS chapter Will focus on FFIs as vehIcles for credIt dehvery to small and mICro 
entrepreneurs Although several studIes have discussed the success and faIlure of a particular 
system or a speCific organIZatIOn, few have brought together an analYSiS ofFFIs and NGOs and 
analyzed theIr performance m thiS sector on a global scale A fundamental task of the first part of 
thIs chapter IS to determme the causes of the success of certaIn formal financIal mstitutIOns 
mvolved m credIt dehvery to SMEs The FFI sectIOn highhghts selected "best practIces" cases 
among FFIs from ASia, Mnca, and Latm Amenca 

The second part of thIS chapter reViews the performance ofNGOs by Introducmg respectIve cases 
whIch typIfy the dommant strategIes ofNGO SME portfohos 
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From the case studIes of the FFIs and NGOs, broader umversallessons learned WIll be drawn 
from the formal financIal system and NGOs WhIle thIS method may not be flawless, It WIll gIve a 
sense ofNGO and the formal finanCIal sector's performance regardmg outreach and sustamabilIty 

FORMAL FINANCIAL INSTITUTIONS 

Background 

In most developmg countnes there are a vanety of financIal mstitutions, WIth commerCIal banks 
compnsmg the largest component of the finanCIal system 51 For example, m Latm Amenca, 
commerCIal banks hold the maJonty of the finanCIal assets and proVIde most of the short-term 
financmg In countnes such as BrazIl, Ecuador and MeXICO, government-owned commercial 
banks supply a large portion of credit, rangmg from 38 percent m BrazIl to 55 percent m Ecuador 
Smce the formal finanCial sector dommates the finanCial systems of most developmg countnes, It 
IS Important to study the finanCIal services they proVIde to small and micro enterpnses 

In the past, there have been mstances where the formal finanCial mstItutlons (FFIs) have 
performed poorly m provldmg finanCial services to SMEs Their poor performance could be 
explamed by their lack of knowledge about the lendmg environment and their mability to develop 
procedures to address clients With speCial needs and abIlities 
Among other common problems, these mstltutlons had been too dependent on subSidies, and 
when donor assistance Withdrew, they Imploded 52 

Apart from the structural and functIOnal madequacles of the FFIs, the macroeconomIC polICies of 
the countnes often constramed their expansIOn PolICIes regardmg mterest rate controls, high bank 
reserve reqUIrements, and extensive loan targetmg lowered the revenues of formal finanCial 
mtermedIanes and mcreased theIr costs, thereby ImpliCitly dlscouragmg them from seekmg new 
clients, and handling small transactIOns 53 The notion of mobllIzmg pnvate depOSits for advancmg 
credit was a foreign concept too smce there was ample, cheaper donor funds aVailable for 
provldmg credit The poor were depnved of the opportumty of a place to put theIr savmgs, and 
finanCial mstItutlons lost a potentIal source of money for credit 54 Further, systems were deSigned 
such that acceSSibIlIty to the poor was extremely dIfficult 

51 Drake Deoorah, and Otero Mana Alchemlsts/01 the Poor TlfGOs as FmancwllnslltutlOns Washmgton, D C ACClOn 
InternatIonal, 1992 page 24 

52 Adams, Dale W AltrUistic or ProductIOn Fmance? A Donors' Dilemma EconomICS and SoclOlogy OccaslOnal Paper 

No 2150 September, 1994 page 3 
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FFI examples of these types of polICIes come from around the world, including the Agncultural 
Development Bank 10 BolivIa, Jamaican Development Bank, Cooperative Bank of Uganda. 
directed credit programs of credit Unions In Latm Amenca, the BIMAS program In IndonesIa. and 
many agncultural cooperatIves m IndIa 55 

Due to these FFI policies and procedures, these systems were highly cntIclzed by the major donor 
organiZatIOns for havmg under utilized the capaCIty to meet the needs of small and micro 
entrepreneurs Consequently major donors such the World Bank, AID and IABD Withdrew 
fundmg from these organiZatIOns In the 1980s and channeled It to NGOs 56 

Nevertheless, the BancoSol expenence m BolivIa has demonstrated qUite clearly how Important 
formal finanCIal institutIons can be for credit delivery to micro entrepreneurs While NGOs can 
effectively deliver credit to these entrepreneurs, they face dIfficulty m expandmg their actiVIties 
due to a vanety of reasons 57 

First, NGOs are often unable to proVIde Wide-scale coverage to meet eXlstmg local level demands 
for credit Second, NGOs can be legally restncted from offenng full finanCial servIces to clients, 
partIcularly WIth regard to savings Third, NGOs have a poor record of achIevmg cost recovery 
from theIr credIt programs 58 Fourth, NGOs are frequently restncted from seekmg alternatIve 
sources of fundmg such as, chent saVings, commerCIal debt, and shareholder mvestment - sources 
Important for finanCial self suffiCiency and expansion PRODEM's expenence ofbemg one of the 
only NGOs to expand Its chent base to attam natIOn-WIde coverage and gam a formal finanCIal 
lIcense IS an mdlcatIOn of the obstacles Involved 

FFI for theIr part also suffer from mherent weaknesses WhICh lImit the services they offer to 
SMEs 59 Below are a lIst of several Issues that hmlt FFI's mvolvement m SME credIt programs 

55 Ibid 

• FFIs., especially the banks~ mamtain rigld and administratively complex 
lending procedures that can limit small and micro entrepreneurst access 
to these institutions 

57 Glosser, Amy J The C, eatlOn of BancoSol In Bohvra m Mana Otero and ElIsabeth Rhyne edited The New World of 
Micro enterpnse Fmance - BUlldmg Healthy Fmanclal InstItutIOns for the Poor Kumanan Press USA 1994 page 231 The 
reasons Cited here and the arguments put forth later regardmg the Importance of banks are taken from the above source 

58 Drake Deborah, and Otero, Mana rllchemlsts for the Poor NGOs as FmancrallnstztutlOns Washmgton, D C 

AcclOn InternatIOnal, 1992 pp 42-43 

59 Nathan ASSOCiates The State of the Art In Afzcro- and Small Enterprise Development ARIES Workmg Paper No 
6 Washmgton, D C Nathan ASSOCIates, 1990 page 14 
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• FFIs usually adhere to the importance of formal collateral which IS 

difficult for entrepreneurs to meet 

• In general, FFIs have high transaction costs per loan and are not 
convmced that hIgh volume lending of small loans is profitable 

• FFls often mamtam the perceptton that 5MB lending is a high risk 
sector to undertake business without outsIde subsidies 

• The costs of operating in remote or rural areas make can make SME 
lending less appealing. 

• Many of the FFIs successfully working m the field cannot supply the 
type of data that is needed to convince other formal financial 
organizations of the profitabllity of SME programming DO 

Nevertheless, It IS eVident from the case studies dIscussed later In this chapter that formal finanCial 
instItutions, particularly commercial banks In recent tImes, have demonstrated conSiderable 
innOvatIon, resIlience and strength In offenng finanCial servIces to the poor As has been observed 
by many In the field, the most successful credit program In the world for SMEs - Bank Rakyat 
IndoneSia (BRI) IS one run by a commercIal bank 

BRI and other FFI SME programs have proven that banks can develop fleXible structures that can 
meet the needs of small and micro entrepreneurs These efforts have also shown that the SIze and 
instItutIOnal Infrastructure can be an advantage for reachmg large numbers of chents In dIverse 
locatIons FFI's potentially large access to capItal IS another advantage of these programs These 
charactenstics are further elaborated In the case studIes below 

FFI Case Studies 

Badan Kredit Kecamatan (BKK)61 

The BKK was created to gIve small, short-term loans to rural famihes for off-farm productIve 
purposes The BKK system of Central Java IS part of the larger government-owned BPD system 

60 TIns 1S a reflectJ.on of poor fmanclal momtormg and reportmg on the part of eX1stmg programs 

61 All mformatJ.on regardmg th1s program have been taken from the followmg sources Rhyne, Elisabeth Micro 
enterprIse Credll In IndoneSia Overview and ImplzcatlOns jar Donor Polzcy The GEMINI Project, October 1990, and 
Trrnberg, Thomas A Comparative Experience With Micro enterprzse Projects Robert R Nathan ASSOc1atIOn Inc 1988 

52 



It IS a publIc commercIal bank that IS based on the concept of pure mImmalist credIt 
In generaL thIS program IS consIdered financIally sustaInable, generatIng strong profits and 
groWIng rapIcily in savIngs and loans (12 percent as of December 1989) 

BKK's system provides short-term loans, prImanly three months to a year In duration, WIth a rapid 
turn-around tIme FIrst tIme loans are dIsbursed wlthm a week and repeat loans generally take one 
or two days The Interest regImen IS fixed and based on flat percentages of the loan 

The Interest rates tend to be hIgh, gIven the SIze of the loans The effectIve annual mterest rate 
for loans IS 84 percent The loan apphcatIOn process IS very sImple and even the Ilhterate vIllager 
can access the credIt system The BKK posts are generally located close to the vIllage markets so 
that vIllagers do not have to travel long distances for theIr loans MotivatIonal techmques of 
varIOUS types are used to encourage the borrower to pay back Thus far, borrower selectIon 
technIques and repayment motIvatIons have ensured a hIgh repayment rate 

As of December 1989, BKK had provIded 509,584 loans, WIth an average loan SIze of $25 The 
small sIze of the average loan IndIcates that It IS reachIng very poor customers The BKK system 
has a voluntary savIngs program as well, whIch IS groWIng rapIdly (26 percent as of December 
1989) 

The BKK, whIch IS part ofthe BPD system IS very profitable, largely because It IS hIghly 
capItalIzed A major portIOn of the funds that are used for lendIng IS eqUIty from ongInal donor or 
government capltabzatIOn and from retaIned earnIngs SInce the Bank pays no Interest on the 
eqUIty, theIr cost of capItal IS low The problem of arrears has been expenenced and ImpInges on 
the overall profitabIlIty of the program 

BancoSol of Bolivia62 

BancoSoliS the first pnvate commercIal bank lendIng to mICro entrepreneurs In 1986, a NGO 
called PRODEM came Into beIng as a JOInt venture between members of the BolIVIan bUSIness 
commuruty and ACCION InternatIonal The program Intended to proVIde mICro bUSInesses WIth 
access to credIt and traInIng, thereby broaderung the scope of employment opportumtles, 
encouragmg Investment In mICro bUSIness, and IncreaSIng the level of Income generated by the 
sector 

PRODEM was a bIg success and expanded rapIdly withm the first few years of ItS eXIstence 
However, the dIrectors of the NGO sought an alternatIve model and chose to create a for-profit 
commerCIal bank ThIS pnvate bank was to adopt a market-onented Investment strategy and 
obtam commerCIal debt as a commercIal bank 

62 Glosser, Amy J The CreatIOn of Banco Sol In BolIVia m Mana Otero and ElIsabeth Rhyne edited The New World of 

MIcro entenmse Fmance - BUlldmg Healthy Fmanclai Institutions for the Poor Kumanan Press USA, 1994 
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BancoSol came mto operation at the begmnmg of 1992 and provided two services sohdanty 
group loans and compulsory savmgs By the end of 1992, they began to offer both savmgs and 
credit m US dollars, and voluntary savmgs, mcludmg time deposits and demand deposits By 
December 1994, It had lent to approximately 70,000 chents with the average loan size of about 
$277 with the mlmmum loan $80 and the maximum $5000 Seventy percent of the banks loan 
recIpients are women mdlcatmg that the program IS reachmg the very poor m the commumty 63 

The mterest rate offered on savmgs was 20 4% m June 1992 (whIch was lower than market rates) 
Currently, the bank holds more than $1 mIllion from compulsory savings and the average SIze of a 
savmgs account IS about $100 

In the credIt program, the Interest rate for loans IS 4% a month, wIth an effective rate of 55 to 57 
percent a year Its entIre portfoho was valued at approxImately $25 8 mIllIon m December 1994 
ApproxImately 12 percent of all loan payments are made m advance, 67 percent are made on time, 
and 21 percent are late 89 percent of the late payments are made withm one day of the due date 
and 99 percent withm three days of the due date WhIle on average 442 percent of gross loan 
portfolIo IS m arrears at other commercIal banks, the figure for BancoSoliS only 0 04 percent 

Federation Des Unions Cooperatives D'Epargne Et De Credit du Togo (FUCEC)64 

FUCEC was formed m 1983 to support, promote and umfy the Togolese cooperatIve movement 
Through the World CouncIl of Credit Umons (WOCCU) USAlD funded thIS program Techmcal 
aSSIstance was provIded by WOCCU and CredIt Mutuelle de France, among other donors 

FUCEC was orgaruzed to promote the creatIon and expansIOn of vIllage-level savmgs and credIt 
cooperatIves (COOPECs) It was establIshed to serve as the central credIt facIhty for Togolese 
cooperatIves Cooperative membershIp IS voluntary although savmgs IS reqUired from members 
It's growth IS seen through the followmg figures 

63 Slxty-five percent of the credlt officers at Banco Sol are women 

64 CommunIty EconomIcs CorporatIOn Small and Micro Enterprise Credit RecommendatIOns and Case Studies 
presented at the "Best PractIces" Workshop, Nalrobl, Kenya 1993 pp 194-214 
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Number of umts 

(COOPECs) 

Members 

Member Savmgs 

m Dollars 

Box 4-1 

A Decade of FUCEC Growth 

1983 

74 

6,595 

824,000 

1993 

145 

33,658 

11,200,00 

FUCEC does not make mdlvldual loans, but It lends to COOPECs which on-lend to mdlvldual 
cooperative members To be elIgIble for a loan, a COOPEC must have been a member ofFUCEC 
for at least SIX months. hold 25% of theIr depOSits on account with FUCEC, and have a history of 
regular savmgs wIth FUCEC 

COOPECs are allowed to borrow up to tWice the level of theIr savmgs with FUCEC WhIle 
applymg for a loan, COOPEC have to proVIde a lIst of members who are askmg for credIt, the 
amount of theIr saVIngs, and the amount they wIsh to borrow The applIcatIOn has to be 
accompanied by a copy of theIr latest financial statement It IS then reVIewed by the closest 
FUCEC regIOnal delegate Approved applIcatIOns are forwarded to FUCEC headquarters, where 
the level of arrears, depOSits and defaults of the COOPEC are verIfied 

FUCEC does not accept money from donors for on-Iendmg to ItS members Donor money IS used 
to help cover the costs oftrammg and techmcal aSSIstance, but all momes lent by FUCEC and ItS 
member cooperatIves are mternally generated ThiS works as an mcentlve m repayment smce 
members feel more obbged to repay their cooperative than a donor orgamzatlon 
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Box 4-2 
Credit Unions 

Credit unions are cooperattve financial Instttutions that began operatIng in the developing 
countries. in the 1950s These savings and credit cooperatives. are base-level financtal 
institutions. that provide savings and credit services to mdividual members They are 
organIZed according to basic cooperative pnnel pIes there are no external shareholders, and 
the members are the owners of the institution; with each member having the nght to one 
vote in the orgamzation. The policy making leadership 1S drawn from the members 
themselves and these positions are often unpaid in new or smail credit unions Credit unions 
are legally constituted financial institutions ~ chartered and supervised. for the most part, 
under natIonal cooperative legIslation 65 

COOPECs borrow from FUCECs at the rate of 1 % a month (the commercIal rate IS 19%), and 
on-lend thIS money to theIr members at a rate between 14% and 20% FUCEC lends to ItS 
COOPEC members for a penod of 24 to 36 months COOPECs approve loans for activities such 
as agnculture, ammal husbandry, educatIOnal expenses, constructIOn, small enterpnse 
development, etc The amount that IndIVIdual members can borrow depends on their level of 
saVIngs The repayment schedule IS flexIble and IS contracted on an Individual baSIS dependIng on 
the bUSIness cycle of the borrower 

In 1993, 21 % of loans were In arrears and 16% In default A sIgmficant portIOn of these defaults 
occurred due to a 50% declIne In coffee and cocoa pnces In 1990 

On the other end of the spectrum of financial Intermedlanes are the NGOs Some of the more 
successful NGOs SME programs wIll be dIscussed In the follOWIng sectIOns 

65 Tlus defirutIOn has been taken from John H MagIll's "CredIt Umons A Formal-Sector AlternatIve for Fmancmg MIcro 
Enterpnse Development," m The New World ofMlcroEnterpnse Fmance BUlldmg Healthy Fmanclal InstitutIOns for the 
Poor," edIted by Mana Otero and ElIsabeth Rhyne page 140 
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NON-GOVERNMENTAL ORGANIZATIONS 

Background 

The evolutIOn ofNGOs as providers ofSI\1E services can be traced through three maIO time 
penods from the mId-1970s to mId-1990s 66 NGOs have passed through three stages Since the 
mid-70s progressmg toward developmg closer tIes wIth their countnes' financIal systems 

• Stage 1 - 1975-1982 

• Stage 2 - 1983-1987 

• Stage 3 - 1988 to present 

Dunng the mid-70s a number ofNGOs entered the field of micro enterpnse development MICro 
enterpnse development was added on to eXIstmg grassroots projects as a new vehIcle aimed at 
acillevIng SOCial and communIty development The salIent features of thIS penod were that 
mternatIOnal donors financed all components of the mICro enterpnse development projects The 
concept of self-sufficIency remamed very general and programs worked on the assumptIOn of the 
aVailabIlIty of donor funds for future programmmg Costs were hIgh and NGOs had lIttle inCentIve 
to mcrease effiCIency and lower costs 

One of the debates dunng the early years of small and mICro enterpnse development concerned 
the appropnate blend of credIt and traInmg Distinct approaches, e g, minImalIst and Integrated, 
emerged In Latm Amenca Dunng thIS penod new lendmg methodologIes such as group lending 
were explored and conSIdered effectIve 

Tills penod did not focus on Issues such as finanCial self suffiCIency and as a result theIr finanCIal 
management and cost recovery was madequate NGOs were stIll relatIvely unconcerned about 
Interest rates, cost recovery, loan reserve funds, and other finanCIal components of credit 
programs, theIr focus rather remamed on SOCIal Impact 

Even so, the NGO SI\1E InItiatives dunng the 1970s achIeved results that Impressed donors and 
other fundmg sources TheIr Impact through mnovatlve lendmg methodologieS (such as group 
lendmg) proved to be VIable and offer an alternative to host country government programs 

66 TIns break do'WIJ. of the evolutIOn ofNGOs and the hlghlights of each phase was taken from Deborah Drake and Mana 
Otero's, "Alcherrusts for the Poor NGOs as F manclal InstltutlOns" ACCION InternatlOnal October, 1992 pp 41-46 
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In the 1980s, NGOs focused on outreach - the number of borrowers reached through each 
project OrgamzatlOns were created specIfically for provld1Og credIt to the poor The NGOs 
moved away from the commumty-based approach to target10g thousands of borrowers ThIS shIft 
proved to be cruCIal for the NGOs 10 develop1Og new l10kages to financIal systems The mIcro 
enterpnse development programs became less and less part of tradItIonal 10tegrated development 
actIVitIes, and became more sophisticated 10 their financIal and managenal components 

Among the dommant Issues of thIS penod was the questIon of self-sufficiency NGOs started 
focuss1Og on cost recovery through earned 1Ocome, whIch became a measure of program success 
The success of some NGO SME programs demonstrated that achIev10g self-sufficIency was 
pOSSIble 

The abIhty to have a socIal Impact whIle stIll recovenng costs was a key factor 10 chang10g NGO 
attitudes toward sources of program fundIng The success ImtIated a reth10kmg among NGOs 
about theIr relatIOnshIp With donors and ImtIated a search for new sources of funds for theIr 
programs And whIle some NGOs dIversIfied their chent base, the maJonty contmued to lend to 
eXIst10g ITI1cro enterpnses 

In stage 2 there was a shIft to a greater focus on credIt dehvery A few select ImtIatIves began 
explorIng the ViabIlIty of actIng as finanCIal 10termedlanes and not Just Implementors of a donor 
funded lrutIative 

In the third phase of theIr evolutIon NGOs followed an "expansIon-led" approach With thIS 
approach, NGOs began specIalIz10g 10 financIal actIVItIes and focused on the expanSIOn oflend1Og 
operatIOns These NGOs became specIabzed lendIng InstItutIons and sought finanCIal self 
suffiCIency through 10ternal generatIOn of funds Thus, It has been only 10 recent hIStOry that 
NGOs began to develop formall1Okages finanCIal 1OstItutIons An example of such an NGO IS 
PRODEM 

As noted above, one of the major debates that has raged dunng the 1980s 10 the NGO commumty 
IS the VIabIlIty of the 10tegrated model (provId1Og tra1OIng, techmcal aSSIstance and credIt) to the 
mIrumalIst credIt approach Box 4-3 proVIdes an overVIew of these two approaches The case 
studIes below proVIde examples from each methodology 
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Box 4-3 
Integrated and Minimalist Approaches 

to SME Pr()gramming 

The minimahst approach emphasizes the deJtvery of credit only, usually based on a loan 
fund set asIde for this purpose Costs are low, and the project may be appropnate to any 
level ofbenefictary. However, trammg, extensIOn services and social promotIOn programs 
are not part of the package offered 

The integrated model on the other hand emphas1zes the promotIOn of small and mIcro 
entrepreneurs through technical assistance and training Here, the emphasis is on 
community development and the provision of Job skills for low-income people. Technical 
asSIstance is offered and training is emphaslzed Costs are considerable because of staff 
time needed 

Along the spectrum are models which provide credit, but also place moderate emphaSls on 
technical assistance and training It is important to note that there is no one model that is 
mherently more successful than another All models provide support to a sector of the 
population with the ultlmate objective of income generation and economic empowerment 
Depending on the specific needs on the target beneficiaries, each of these models has 
proved successful in achieving a sustamed mcrease in income Furthermore, for NGOs the 
selectlOn of a mode11s also based on the perception of thetr own capacltles and pnonties 

NGO Case Studies 

An Example of the Minimalist Approach: The Association for the Development of Micro 
enterprises (ADEMI) 

ADEMI was establIshed by the local busmess commumty as a pnvate non-profit orgamzatlOn m 
1983, With techmcal assistance from AcclOn InternatIOnal (ACCION) Ongmally founded by 
imtIatlves and fundmg grants from the local government, the IDB, USAID, GTZ and other 
mstItutlOns, ADEMI now operates m 23 offices throughout Santo Dommgo and other provmcIaI 
capitals m the DomImcan Repubhc 

ImtIally, mICro enterpnse borrowers m ADEMI receive small short-term mdividualloans WIth 
well-established repayment schedules Upon successful repayment, they are proVided With 
successively larger, longer-term loans to meet their busmess' expandmg finanCial needs 
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ADEMI's lendmg policy IS based on posItIve real mterest rates determmed by the market, and set 
by the formal bankmg system ThIS rate IS calculated so as to cover the full cost of lendmg 
operatIOns as well as provIde a surplus for remvestment m the loan portfolio 

Smce 1983, ADEMI's loan portfolio has grown at a compounded annual rate of 40% m US dollar 
terms ThIS success IS attnbuted to the followmg elements a Board of DIrectors that IS made up 
of local busmess people and not of sponsors, admmIstrative and operatIOnal personnel with 
adequate skIlls, an mstItutlOnal structure and culture dIrected towards credIt and finance, coupled 
with a VISIOn and mission onented toward economic growth, a high level of local commitment to 
the InstitutIOn and the program, and a low level of dependence on SubSidIes and/or grants, along 
With a hIgh capacIty to mobIlIze savIngs and access commercIal finanCIal markets 

The Integrated Model: The Get Ahead Foundation Micro Enterprise Credit Program III 
South Africa 

Smce 1987, the Get Ahead FoundatIOn (GAF) has bUIlt a sIzeable and pIOneenng mIcro enterpnse 
program m the black townships of South Afnca It mcludes two loan programs the Stokvel Loan 
Program (SLP), whIch offers one-year loans to borrower groups of five who Jomtly guarantee 
loan repayment, and the Busmess Loan Program (BLP) whIch was conceIved to develop and test 
a methodology for lendmg to hIgher-level small enterpnses consIdered to have greater potentIal 
for growth and employment generatIOn 

Loans are approved accordmg to applIcants' references, a SImple project assessment, and no 
collateral reqUIrements In addItIOn to the credIt component, GAF also offers bUSIness trammg to 
beneficianes from both programs Trammg focuses on strengthenmg baSIC busmess skills WIth 
courses on costmg and pncmg, busmess management, record-keepmg, marketmg and tIme 
management Dunng the first five years of the project, about one quarter of all borrowers had 
partICIpated In the trammg 

A project evaluatIOn carned out by the Growth and EqUIty Through MICro enterpnse Investments 
and InstitutIOn (GEMINI) reveals that GAF loans have had a POSItIve effect m enterpnse growth 
and employment generation The Stokvel Program, m partIcular, has had a WIde-scale, effectIve 
outreach withm the commumties It serves, whIch m 1992 amounted to 22 urban and pen-urban 
areas within South Afnca 

The study notes, however, that the success of both programs IS to a great extent evaluated on the 
assumptIOn that the tImely repayment of a loan means It must have had a POSItIve effect on the 
clIent's busmess However, lIttle systematIc mformatIOn eXists m support of thIs assumption The 
study further revealed that although bUSInesses have grown conSIderably dunng the loan penod -
as reflected In mcreases m sales, gross profits, Income and employment - they have not 
transformed or graduated mto more formal operatIOns 
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LImIted Improvements In specIfic business management practIces Included the use of bank 
accounts, but, a major transformatIon to more formal management was not apparent ThiS 
absence of a transformation IS manIfested In the lImIted Increase In gross profit margins and In the 
structure of employment Few beneficIanes dIversIfied theIr bUSinesses, moved theIr premIses, 
started new bUSinesses, or shIfted from trade or services Into manufactunng Furthermore, 
beneficianes continued to face constrained access to formal sources of credit 

These findings suggest that other interventions may be reqUIred for the transformatIOn of 
busmesses Into more formal operatIOns These may Include Improving access to outside premises, 
WhICh constitutes a pnonty Issue among a maJonty of people m South Afnca's mformal sector, 
ImproVing bUSiness management practices through traInmg, and promotmg vertlcallmkages WIth 
related sectors To address these Issues and develop future strategies, GAF's tramIng and 
marketing department can budd on these findmgs The study concludes by stressing the fact that 
there IS a compelhng ratIOnale for GAF to continue ItS mICro enterpnse lending actIvitIes, whIch 
have proven very successful In South Mnca 

The Transformation from an Integrated Model to a Mimmalist Approach: The Case of 
Senegal 

The Small BUSiness Loan Program (known as L'Agence de CredIt pour l'Entrepnse Pnvee, or 
ACEP) funded by USAlD In Senegal, was transformed - from an Integrated approach In the 
beginning - mto a pure credIt program for small enterpnses Imtlally, the ACEP was Intended to 
work WIth and through non-governmental organIZatIons already eXIsting In Senegal, In the hope of 
attracting commercIal banks to replace ACEP as the proVIder of credIt whIle the NGOs would 
act as the transmItters of credIt 

ThIs tactIC was changed when a local organIZatIon was estabhshed by USAID Senegal for the 
purpose of grantmg credIt to small enterpnses ThIS strategy dId not work well and an alternative 
approach was gradually developed based on the lessons learned from early expenences The 
ACEP credIt system was thus deSIgned to function pnmanly as a credIt umon As such, It 
proVIded lIttle, If any, technIcal aSSIstance, and relIed on careful scrutiny ofloan applIcants, tIght 
controls and procedures, stnngent credIt guarantees, preset repayment schedules and senous 
enforcement of all regulatIOns ACEP became a permanent and Independent, self-supporting 
organIZatIOn as of the begmmng of 1994 

In 1994, well over 5,000 loans had been extended to over 3,500 small bUSinesses A senes of 
evaluatIons have celebrated the success of the ACEP program In terms of repayment rates, and 
organIZatIOnal, finanCIal and economic aspects of the project A recent study concludes that a 
self-sustaInIng credIt system can be estabhshed and institutionalIzed In the Mncan context 

The study pOints out that the success of ACEP can be attnbuted to ngid credIt controls and 
demand for collateral, and recommends that these measures should be mamtaIned despIte 
borrower complaints However, the study also notes that the ratIO of collateral to loans IS far too 
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hIgh to be JustIfied It recommends that longer-term loans be granted, especIally to those who 
have successfully repaid one or more short-term loans ThIS should enable entrepreneurs to start 
productIon-onented enterpnses whIch are more hkely to generate employment or to better 
capltahze on market opportUnItIes It should also enable borrowers to aVOId losmg theIr property, 
especially theIr homes, on foreclosures 

On some occaSIOns, mdebtedness to ACEP resulted m tremendous pressure on the borrower's 
famIly, embarrassment, and further mdebtedness to the mformal sector for loans taken to cover 
ACEP payments ThIS led to the double payment of mterest In some penods, even by successful 
borrowers 

The ACEP IS an example of a program that can be Implemented by relatIvely untramed field 
workers, one that IS easIly understood and can potentIally become self-sustammg on mterest 
payments Though less successful m ItS InItial phases, transformmg the program to one based on 
pure credIt has turned It mto a success The dIsadvantage that remams, however, IS that It IS 
unlIkely to reach the poorest of the poor WhIle more complex projects may overcome thIS 
problem, they wIll almost certamly mvolve hIgher costs, reqUIre more trammg of Implementmg 
staff, and may take much longer to become self-sustammg 

LESSONS LEARNED 

Keepmg m mmd the relatIve strengths and weaknesses of the structural and functIOnal aspects of 
these FFls and NGOs, and from the expenence of theIr vanous credIt programs, some key lessons 
have been learned These lessons wIll be addressed m terms of outreach and sustamablhty 

Outreach 

• Client ... onented outreach programs which reduce borrowers 
transactwns costs have been key to ensurmg suceess As seen In 

Indonesia, loan officers of the BRI and BKK systems have set up units 
close to the market where people from the community naturally gather 

• Reachmg significant numbers of clients IS entreat to achlewng 
finanCIal self suffictency of NGOs and banks. 

• Programs should be gender sensitive and recrUit women loan officers 
to attract women clients especially in societies where women face 
cultural restrictions to gaming access to informal or formal .financial 
systems. 

62 



Sustainability 

• Development impact is tmposstble without a Viable Inst/tution 
Whether an NGO or a bank. the principles of organizational 
sustamability are the same and must include instltutlonal VlSlOn. 
leadersJup, staff commitment. and organizational capacity and financial 
resources. 

• Service proVIsIOn must be client dnven and adaptable to changmg 
needs. Banks and NGOs must be able to develop and introduce new 
procedures for appraismg loans with more emphasis on project 
viability. and less emphasis on collateral. 

• Techmques to decrease the mstltuuonal and administrative costs of 
NGOs and banks have worked well These have included the 
decentrahzation of decision-making, streamlining of information 
systems., utilization of borrower groups to assume part of the 
processing and admmistrative responSlblhty, development of incentive 
systems, and provIsion of effective training for staff 

• SImple, low .. cost methods for providing credIt to SMEs have been used 
InterchangeablJ;- by NGOs and bank programs. For example, many 
groups use simple; one page applicatIOn procedures; loans are for 
short~term working capital; loan repayment incentlves include 
graduated lending. and the interest rates charged reflect the costs of 
lending, 

• NGOs and FFI programs have recogmzed the necesSity oj charglng 
market mterest rates. In order to achieve financial self.. suffiCiency 
These organizations have .also begun to accept the notion that }ugh 
interest rates and reachmg the poor are not mutually exclusive 

• NGOs and FFls programs have learned the value of mobIlizing 
saVIngs to attainmg sustaInable programs Efforts in the future will 
focus on how to provide non-finanCIal services to small and micro 
entrepreneurs Programs such as BKK and BRI have demonstrated 
that people have a great propensity to save when provided With safe, 
accessibJe mechamsms In addition, finandal institutions can offer a 
variety of services such as loans for investment, hOUSIng. term deposits 
and dollar accounts when they have money from savings. accounts to 
ou .. lend. 
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• Pure minimallst credit IS not always the most effectiVe method to 
achIeve lmpact at the enterprrse level NGO and bank programs both 
explore different styles of providing integrated services (traIning, 
technical assistance~ and credit) to clients 

CONCLUSION 

This chapter has focused on two key fundmg vehicles that dehver services to small and micro 
entrepreneurs, NGOs and formal financial systems The background to each mstltutlOnal 
approach and case studIes were provIded and a lessons learned sectIOn was developed 

What emerges from thIS comparatIve reVIew IS the sImIlarIty of the approaches used by both 
fundmg vehIcles Although both started m dIfferent places and With different Ideas about workIng 
m the SME communIty, NGOs and FFIs are now convergmg to one commonly trIed and tested 
set of prInciples NGOs, for the most part, are takmg on characterIstIcs that twenty years ago 
may have been perceIved as "bank hke", such as chargmg market mterest rates, treatmg loan 
reCIpIents lIke clIents and not beneficIarIes, and focusmg on cost recovery 

For the most part, FFIs are stIll unconvmced about the profitabilIty of workmg m thiS sector 
However, those that do provide SME services have been among the most successful and 
sustamable programs In the world IndoneSia offers the best example of a country whose formal 
bankIng system has recognIzed the Importance (and profitabilIty) ofservmg small and mIcro 
entrepreneurs 

The successful FFI and NGO programs are all based on a common set of prInCiples set forth m the 
lessons learned sectIOn As thiS section notes, many of the lessons learned are not always 
applIed m the field There IS stIll much work to be done m terms of applymg the lessons of 
experIence to future and on-gomg SME efforts 
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CHAPTER V 

CONCLUSIONS 

CO='JCLCSIONS O~ OUTREACH AND SUSTAI;-";ABILITY 

ThIS report began wIth a senes of questIOns regardmg outreach and sustamabilIty as they relate to 
USAlD's SME portfolIo These Issues have been systematIcally dIscussed m the above text In 
reVIew 

Chapter I addressed questIOns regardmg USAlD and other donor SME portfohos 
and IdentIfied techmcal and geographIcal areas of need 

Chapter II compared TI's two SME models, the foundatIOn and bank models, to 
address questIons of sustamablhty and outreach 

Chapter III answered questIOns of outreach and sustamablhty through a 
companson of SME programs from around the world 

Chapter IV proVIded lessons learned on the use of NGOs and the formal financIal 
system to dehvery credIt and techmcal aSSIstance to small and mICro entrepreneurs 

The answers to these Issues, as presented m the above noted chapters, WIll proVIde mput for the 
Office of Trade and Investment's small and mICro enterpnse portfolIo Below IS a summary of the 
key findmgs as they relate to outreach and sustamablhty 

Outreach 

All of the chapters deal With Issues of outreach, covenng several dIfferent levels, such as 
numbers of chents served, depth of servIces to the poor, and dIversIty of clIentele Each of these 
"levels" IS Important as they are all aSSOCiated WIth a program's capaCIty to achIeve sustamablhty 
A short summary of the findmgs on outreach IS presented below 

Numbers of Clzents Served 

Trus report concludes that the Office of Trade and Investment's SME programs do have 
sigruficant outreach When compared to SImIlar, successful programs ItS efforts have acrueved 
analogous results m terms of numbers of chents served For example, two and SIX year old 
programs m Afnca and ASIa are reacrung around 10,000 to 20,000 chents Over the last five 
years, TI's S:ME projects have served around 15,000 clIents on aveldge 
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Cumulative Borrowers, 1994 

ABA -- 14,590 (m five years) 
ESED -- 9.444 (m four years) 

NBD/SECP -- 19,419 (m 18 months) 

In terms of potential market reached, the Egyptian programs are a bit low For example, 
BancoSol reaches about ten percent of Its total market m BohvIa and Actuar reaches around 5-8 
percent of Its market m Colombia Most of the other programs presented m chapter III do not 
reach more than 3 percent of their total markets Although exact figures of the Alexandna and 
Cairo markets are not avaIlable, TI's portfoho probably serves less than 1-2 percent of the 
potential chent market for credit 

Outstandmg Issues for TI mclude a need to address the two other levels of outreach, Ie, depth of 
services to the poor and dIverSity of clientele 

Depth of ServIces 

Loan SIzes are often used to demonstrate a program's depth of outreach Small loan sizes are 
consIdered an indicator of a program's abilIty to reach the poor The cntena given by 
AIDlWashIngton has been to mamtaIn loans below $300 to ensure the truly poor are bemg 
reached As mdlcated m Chapters II and III, TI's Sl\1E projects tend to have a much larger 
average loan size than the most successful internatIonal mltlatlves 

Average loan SIzes from mternatIonal programs dIscussed m thIS report are around $200-400 WIth 
repayment penods between 4-12 months Loan SIzes of ABA, ESED, and NBD are fairly high 
($700) m companson Once GNP per capIta IS taken mto conSIderatIon, Egypt's loan SIzes are 
still hIgh For example, FINCA's average loan size of $317 represents only 17 percent of GNP 
per capIta m Costa RIca, and the average loan SIze of the LDP system m Bah ($120) IS also tmy, 
representmg only 19 percent of the GNP per capita 

There are exceptions to small loan sizes m thiS sample of successful mternatlonal Sl\1E programs, 
mcludmg ACEP, BRI, and BKD For example, ACEP's average loan SIze of$I,645 IS well above 
the Senegal's GNP per capital of $720, BRI's average loan size of $494 constitutes 80 percent of 
GNP per capIta m IndoneSia, and BRK's loan size of $295 comes close to Niger's GNP per capita 
of$300 Another notable exceptIon IS Grameen Bank's program whose average loan SIze of$113 
equals Bangladesh's GNP per capita of $11 0 

ABA, ESED, and NBD's loan SIzes remam relatively high when appraised by GNP per capita In 
fact, most of the programs' average loan sizes are above the GNP per capita m Egypt of $61 0 67 

WhIle prelIminary eVidence eXists that larger (more mamstream) Sl\1E efforts may be most 

61 Average loan sizes are $768 for ABA, $869 for ESED and $671 for NED/SEep 
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effective m poor countnes wIth weak financIal systems, TI's current SME portfolIo does exclude 
many potential clients 

Diversity of clientele 

TI's SME programs provide lImited services to women and other hard to reach or disadvantaged 
groups All of the programs mamtam a 10-12 percent average for female clIentele Although 
numbers of female borrowers were not aVaIlable for the eleven projects discussed m thiS report, a 
10-12 percentage for women IS low when compared to programs lIke Grameen Bank m 
Bangladesh which mamtams a 94 percent average for female borrowers 

Loans Disbursed 

to Female Entrepreneurs, 1994 
(CumulatIve Program Life) 

ABA 3,279 

ESED 726 

NED/SECP 4,002 

TI's current SME programs have the capacity to reach more women but not without changes m 
orgaruzatlOnal polICies If thiS third level of outreach IS to be achieved, TI's eXlstmg SME 
programs need to develop appropnate orgamzatIOnal mcentlves for reachmg more female 
entrepreneurs and other disadvantaged groups They must be encouraged to devote the tIme and 
resources necessary to develop new gender sensitive strategies and tram eXlstmg staff to more 
aggreSSively pursue female clIentele 

Sustain ability 

Factors of sustamablhty were exammed throughout the report Chapter II looked at financIal and 
orgaruzatIOnal sustamablhty, Chapter III compared successful, sustamable programs around the 
world m terms of program charactenstlcs and loan conditions, and Chapter IV reviewed lessons 
learned m the use ofNGOs and formal financial systems to delIver sustamable SME services 

TraIts that reflect sustamable programs mclude a Viable fundmg vehicle, sound program 
methodology, market based mterest rates, hIgh borrower growth rates, strong repayment rates, 
and hIgh productiVity In additIOn to these conclusIOns, one of the outstandmg Issues for all the 
TI S"ME programs IS their contmued dependence on external techmcal assistance WhIle It IS 
Impossible to calculate the extent of this relIance, all the orgaruzatIOns remam dependent (to 
different degrees) on external techmcal assistance to meet USAID accountmg and finanCial 
reqUIrements, tram new staff, and meet mlmmal reportmg standards 
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i'undmg VehIcles 

As presented m Chapter III and IV, a varIety of fundmg vehIcles have been used m successful and 
sustamable S:rvtE programs around the world Many efforts m the last decade have used NGOs to 
Implement the dehvery of S:rvtE servIces although many others have used vIllage bankmg systems 
and the formal financial system 

The lessons learned from these programs mdicate that the type of fundmg vehIcle IS not as 
Important as the approprIate methodology WhIle NGOs have learned over the last decade that 
they must devote more tIme and attentIon to cost recovery and Issues of finanCial sustamabllIty, 
formal banks have had to develop new, more hands-on strategIes to serve small and mICro 
entrepreneurs 

TI's programs offer a umque experIence m thiS respect Its S:rvtE efforts have used both NGOs 
and the formal bankmg system As discussed m Chapter II, these programs have used a SImIlar 
approach to SrvtE lendmg and have worked well ThiS expenence comcldes WIth the lessons 
learned from around the world that sustamablhty IS linked more to program methodology than 
the fundmg velucle employed 

Program Characterzstlcs 

TI's programs all mamtam many of the key mgredlents that are Illustrated m successful, 
sustamable programs from around the world, mcludmg 

~ UnconventiOnal collateral condltlons 
.. Short-term working capital loans 

"Relatively high (or market rate) interest rates 
.. Graduated lending 

I>-Hands-on approach to workmg with entrepreneurs 

The use of these strategIes has served all three programs well Although each orgamzatIon has a 
dIfferent ImplementatlOn expenence, many of these VarIatlOns reflect managerIal deCISIons rather 
than lendmg methodologIes 

Interest Rates 

The mterest rates charged by a S:rvtE credit program IS an Important mgredlent to achIevmg 
finanCial sustamabdlty To attam finanCial mdependence an orgamzatlon must charge mterest at 
levels -- that once mflatlOn IS consIdered -- WIll allow It to recover ItS costs 
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A wide range of real, effective Interest rates are charged by the programs discussed In this report, 
ranging from a high of67 percent for ADOPEM (DominIcan Repubhc) to a low of -9 percent for 
K-REP (Kenya) Although USAID/CaIro may consider their effectIve Interest rates to be high, 
once they are adjusted for the country's 12 percent rate of inflatIon (In 1993 terms) they are 
sImIlar to those of other programs 

1993 Interest Rates of Egyptian SME Programs 

Effective Real, Effective 

ABA .. ,.32%, . " ... 20 % 

ESED, , .. 32% " T.20 % 

NBD/SECP. .. ., .... ,." 41 % 29% 

In fact, the EgyptIan real effective Interest rates fall In the middle of both high and low ranges 
For example 

High Rates 

* 
* 
* 

52 percent -- Actuar/Colombla 
48 percent -- BKD/IndonesIa 
67 percent -- ADOPEMlDomlnIcan Repubbc 

Low Rates 

* 
* 
* 

12 percent -- Grameen BanklBangladesh 
18 percent -- BRKlNlger 
23 percent -- FINCNCosta Rica 

The Important Issue for all the projects IS that they are charging an Interest rate whereby they can 
recover costs, Ie, break even As In the case ofNBD, they were able to do this after 19 months 
of operatIOn while chargmg a 29 percent real effective Interest rate ABA's lower real effective 
Interest rate of20 percent IS a factor In ItS longer, 30 month time penod to reach break even 
ESED's problems wIth break even and other Issues of sustaInablhty are more a reflectIOn of ItS 
preVIOUS management than program or loan charactenstlcs 
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Borrower Growth Rates 

Sound borrower growth rates demonstrate strong cllent demand and satIsfaCtion TI's SME 
portfollo has a very hIgh borrower growth rate and fairs well compared to other programs around 
the world 

Average annual borrower growth rates for the programs presented m thIS study range from 14 to 
120 percent Newer programs, known for theIr stronger mItIaI growth rates, all mamtam hIgher 
averages closer to 70 to 80 percent annual growth rates 

ABA, ESED, and NBD all have strong borrower growth rates that compare favorably wIth the 
SME programs presented m thIS study 

1994 Borrower Growth Rates 

ABA - 13 8 % annual 

ESED- 167 % annual 

NBD - 15 % monthly 

These hIgh borrower growth rates are an mdIcatIon that Tr's SME portfollo IS provIdmg a needed 
servIce and a qualIty product to the people of Alexandna and CaIro 

Repayment Rates 

AchIevmg hIgh repayment rates IS usually a neceSSIty for eventually reachIng sustamabIlIty 
Accordmg to some assessments, the followmg levels of repayment rates have been claSSIfied a 95 
percent repayment rate IS "excellent", 90-95 percent IS "good", and 80-90 percent IS "margmal" 
Below 80 percent IS conSIdered to be "non-sustamable" Many evaluators conSIder 95 percent 
and above as the mmlmum standard and target for all projects 

Agam, TI's SME programs have been able to mamtam consIstently hIgh repayment rates and 
compare favorably WIth other SME efforts around the world 

1994 Repayment :Rates 

ABA,,+98% 
ESEDM"V~94 % 

NB-DfSECP ,," ,,99 % 

The abIlIty to maIntam these averages reflects theIr phIlosophy whIch mcludes short loan terms, 
frequent repayment penods, and repayment mcentives (1 e, graduated lendmg) ThIS phIlosophy-
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CO~CU'SIO~ 

ThIS study has provIded a profile of small and mICro enterpnse programs m Egypt It has 
emphaSIzed Issues of outreach and sustamablhty as key elements of S:ME programmmg and 
suggested that whIle these charactenstlcs may seem mcompatIble, thIS may not be the case 

For example, many of the eXIstmg needs m Egypt's S:ME sector, mdicated m chapter I, could be 
addressed through greater efforts of outreach by donors and ENGOs Matters of sustamablhty 
also emerge as central to the contmuatlon of donor supported programmmg Together, these 
Issues can provIde mSIght mto the potentIal for long-term Impact of S:ME efforts 

The number ofNGOs and donors workmg m Egypt has left the country WIthout a umform 
approach to small and mIcro enterpnse development Efforts to coordmate thIS dIverse portfolIo 
has been lImIted Although every donor agency or orgamzatIOn has ItS areas of expertIse, 
Improved coordmatIOn of orgamzatIOnal pnonties would better serve EgyptIan entrepreneurs 

ThIS study'S conclusIOns mdicate that the Office of Trade and Investment's small and mICro 
enterpnse portfoho has performed well In areas of effiCIency and prodUCtIVIty It stands up 
agamst the best programs m the world ChargIng market mterest rates and ImplementIng well 
proven strategIes, TI's programs have served a small, but sigruficant commuruty of entrepreneurs 
m urban areas 

TI's Sl\1E programs do have senous weaknesses regardmg outreach and sustamablhty 
Concerrung sustamabIhty, one of the key weaknesses IS theIr contmued dependency on external 
techrucal aSSIstance whtch may render them non-sustaInable In the long-run In addItIOn, theIr 
mabIlIty to mobIlIze savIngs or generate new sources offunds for theIr operatIOns WIll have 
Important ImplIcatIOns for the long run ViabIlIty of these projects Another weakness stems from 
these programs' mabIhty to attaIn meanIngful outreach -- In terms of numbers or dIversIty of 
chents served 

The conclusIOns reached In thIS report WIll hopefully be useful not only to USAID but other 
donors and NGOs as they IdentIfy new projects and programs for small and mICro entrepreneurs 
m Egypt The range of needs IS broad and can be met through dIfferent levels of actlV111es, 
mcludmg 

• Greater attentIOn to bUSIness formatIon actIVItIes 

• Support for eXIstmg tramIng and techrucal aSSIstance efforts 

• Strengtherung EgyptIan NGOs currently servmg the S:ME commuruty 

• Developmg a strategy to encourage the partICIpatIOn of Egypt's formal 
finanCIal system m small and mICro enterpnse lendIng 
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THE ASSOCIATION FOR THE DEVELOPMENT AND ENHANCEMENT OF 
WOMEN 

Starting Date: 1987 
Ending Date: Present 
Implementing Agency: AD EW 
Funding Agency: Ford FoundatIOn 
Amount of Funds: $33,000 for Techmcal AssIstance, $17,000 for credit 

Objective: 

To promote the central phIlosophy of empowenng women m low-mcome commumtIes by 
Improvmg theIr access to credit and provldmg legal assIstance ThIS IS done through offermg 
assIstance m developmg and Implementmg actIOn-onented programs that generate employment 
for women-supported households, Improve the leadershIp skIlls of commumty women, create 
awareness of the needs and problems of women-supported households and elICIt the support of 
government offICIals and pnvate and mstItutIOnal donors, establIsh lmks between women's 
PVOs local women, donor agenCIes, pnvate mdlvlduals. and banks, and aSSIst local 
orgamzatIons m settmg up SImIlar programs 

General Description: 

The ASSOCIatIOn for the Development and Enhancement of Women (ADEW) IS an EgyptIan 
PVO establIshed m 1987 to respond to women's needs m Egypt The credIt component of the 
program mcludes a revolvmg fund m selected commumties based on the mternatIOnal concept 
of peer lendmg ThIS loan system was adapted to the tradItIOnal savmgs system of the 
"gameya" It allows women to become members of a self-selected credit group and proVIdes 
them WIth a support network that generates both a sense of group solIdanty and creates a 
medIUm for exchangmg problems related to theIr mcome-generatmg aCtIvItIes It also serves 
as a guarantee mechamsm 

The technIcal aSSIstance component alms at mtroducmg optIOns for the dIverSIfIcatIon of 
product lInes to meet market demand and mcrease profit, assIstmg women m IdentIfymg new 
wholesale and retaIl market opportunltIes, and trammg women on baSIC budgetmg pnnclples 
The legal component of the project faCIlItates the procedure of acqumng legal documents such 
as IdentIty cards, bIrth, marrIage, and dIvorce certIficates, and aSSIsts m the regIstratIOn of 
commercIal enterpnses, and raIses awareness among women about theIr legal nghts m such 
matters as divorce, ChIld custody, and property ownershIp 

Manshiet Nasser 

One of the projects run by ADEW IS the credIt and techmcal aSSIstance program for women
supported households m Manshlet Nasser ComprehensIve trammg programs are targeted at 
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the beneflcIanes, and extension workers provide trammg m marketmg, budgetmg, project 
promotIOn, and admmlstratlOn A revolvmg loan fund of L E 40,000 was set up by the Ford 
Foundation, but It currently operates with no external assistance Examples of activities 
currently bemg supported by the loan mclude vendmg, sewmg, shoemakmg and food
processmg 

Loan Disbursement Procedures: 

• 18 % mterest rate 
• Loans of between L E 150 and L E 400 are dIsbursed to assIst clients startmg or 

expandmg vanous small mcome-generatmg activities 
• Savmgs component 
• TechnIcal assIstance IS provIded 

Geographical Outreach 

Greater Cairo area 

Target Groups 

Low-mcome urban women who are the mam and/or sole supporters of their families These 
mclude dIvorcees, WIdows, CO-WIves, or women whose husbands are disabled or 
underemployed 

Short-term loans are used to open and/or expand small busmess enterpnses Groups who 
repay on time are eligible for subsequent small loans 

Types of busmess mclude manufacturmg, trade, and serVIces 

Accomplishments to date: 

• 70% repayment 
• Total number of clIents until 1994 IS 750 women 
• Cost recovery after five years of operatIOn 
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COPTIC EVANGELICAL ORGANIZATION FOR SOCIAL SERVICES (CEOSS) 

Starting Date: CSE program started m 1992, LD started m 1983 
Implementing Agency: CEOSS 
Funding Agency: NatIOnal CouncIl for Negro Women and others 

Background: 

CEOSS m an EgyptIan NGO authonzed by the Mmistry of SOCIal AffaIrs to Implement and 
receIve donor fundmg support for credIt programs The EconomIc Development Umt (EDU) 
of CEOSS Implements two credIt programs Loans for Development Program, and CredIt for 
Self-Employment and Small Enterpnse (CSE Project Loans) 

Loans Disbursement Procedures: 

• Interest rates are fIxed annual rates, calculated as an annual percentage of the total 
value of the loan and not the declmmg balance Interest rates are 2 % less than the bank 
mterest rate on comparable loans 

• Grace penod for productIOn enterpnses or productive serVIce busmesses depends on 
each case For commercIal or trade aCtIVItIes, no grace penod IS allowed before the 
fIrst mstallment of loan pnncipal IS due Monthly mterest payments are reqUIred 
durmg the grace penod 

• The loan SIze for the Loans for Development program IS LEI ,500, whIle for the 
CredIt for Self-Employment and Small Enterpnse (CSE Project Loans) range between 
L E. 1,500 and L E 15,000 The maXImum loan term IS 15 months, duratIon vanes 
accordmg to the nature of the project W orkmg capital loans are due m the same 
penod that the purchased matenals are consumed Duration of loans for eqUIpment 
purchases vary between 9-15 months 

• Techrucal aSSIstance IS proVIded to clIents 

• Type of busmess productIOn, servIce or commercIal 

Geographical Coverage 

MmIa, ASSUIt and metropolItan Egypt 
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Target Beneficiaries 

• ResIdents of MmIa, ASSUIt, and metropolItan Egypt who are startmg new busmess or 
expandmg eXIstmg ones 

Evaluation Criteria for Loan Terms 

• QualIty of the busmess plan, cash flow analyses and busmess feaSIbIlIty, applIcant's 
character and busmess and/or employment hIstory based on mterviews undertaken, m 
addItIon to demonstrated ImtIative and entrepreneurshIp mcIudmg bus mess management 
capabIhtIes 

• For loans larger than L E 10,000 the prospectIve borrower mamtams a bank account 
wIth LEI ,000 as a mmimum balance for the duratIOn of the loan 

• For loans larger than L E 10,000 the borrower mamtams fmancIaI records to be 
mspected by CEOSS 

• Borrowers must SIgn promISSOry checks for the full value of the loan PromIssory 
checks are held by CEOSS as a loan guarantee untIl the loan IS repaId m full 

• Borrowers startmg new busmesses, except for unemployed who have no capItal to 
mvest, are reqUIred to make an eqUIty contrIbutIOn m addItIon to the above noted bank 
account 
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COMMUNITY INITIATED DEVELOPMENT 

Starting Date: November 1990 
Ending Date: December 1993 
Implementing Agency: CARE, Egypt m collaborauon WIth the Mmlstry of Social AtfaIrs 
Funding Agency: USAID and CARE, USA 
Amount of Funds: USD 4 4 million 

Objective 

The fmal goal IS the Improvement m the SOCIoeconomiC condItIons of 250,000 poor people m 
four governorates of Upper and MIddle Egypt by 1993 

ObJecuve of thIS program IS to support 12,000 micro and small enterpnses funded through 120 
ENGOs The projected Impact of the program IS to assist the economically dIsadvantaged 
members m the target commumties 

Loan Disbursement Procedures: 

• Interest Rates 15-21 % on a fixed balance 

• Grace penods are given up to 6 months dependmg on the cash flow of the activity 
fmanced 

• Average loan size IS LE 500, maXImum for an mdlvldualls LE 1,500 and for a group 
LE 3,000 

• MaxlIllum repayment penod IS 24 months 

• There IS no savmgs component nor does thIS program provIde technIcal assistance 

Regions Covered: 

Aswan, Sohag, Qena, and Fayoum Governorates. 

Target Groups: 

• IndIvIduals whose household mcome IS below the GOE defmed poverty lme 

• Formal and some mformal enterpnses 
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• EXIstmg and start-up actlvltles 

• Women 

Evaluation Criteria for Loan Recipients: 

• No gender reStrIctIOns, women are preferred 

• Must be at least 18 years of age 

• Demonstrated techmcal and managenal abIlIty 

• Good reputatIon 

• Must be the manager of the aCtiVIty fmanced 

• No specIfIc loan secunty reqUIrements, however, vanous ENGOs have mstItuted IOU 
cheque and/or guarantees 

General Description: 

FmancIaI servIces are prOVIded to low mcome households for pnmanly mcome generatIon 
actIvItIes through revolvmg loan funds managed by commumty-based Egyptian NGOs 

Accomplishments to date: 
As of December 1994 

• 27,037 loans were dIsbursed, wIth 10,128 of these to women 

• LE 13 ,668,128 m cash dIsbursed 

• Average value of loan fund LE 36,786 (Average InItIal capital grant LE 25,000) 

• CumulatIve repayment rate 98 83 % 

Evaluation Findings: 

A mId-term evaluatIOn of the CID program was conducted m 1992 and determmed that "CID 
IS a thoroughly sound, energetIc, and well-managed commumty development program of 
ImpreSSIve achIevements The pnonty mdicators of project status and progress m achIevmg 
project purposes are strongly POSItIve CID shall exceed ItS target of 250,000 total 
benefiCIaneS, most of whom are mdeed economIcally dIsadvantaged " (Commumty ImtIated 
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Development (CID) Program MId-proJect EvaluatIOn. LaTawsky, Allen. Tamaa. Ezzat, 
Mahmoud, June 1992) 

The evaluation also provIded a number of recommendatIons Intended to further strengthen the 
Impact of the program dunng Its remainIng lIfe These Included, for example, 1) conductIng a 
lImIted number of benefIcIary Impact assessments. 2) consolIdatIng the mInImalIst revolvIng 
loan fund traInIng curnculum. and 3) expandIng management traInIng tor selected NGOs 

Growth Small and Micro Enterprises (GSME) 

Duration 5 years 
Implementing Agency CARE 
Amount 12 5 mIllIon 

Background the project provIdes loans to eXIstIng SME owners through banks 

Loans total loan amount IS L E 12 5 mIllIon Average loan SIze IS L E 2.000 to L E 
2.500 Interest rate IS at the market rate 

Target Beneficiaries eXIstIng SME owners. target number of benefICIarIeS IS 5.000 loans and 
7.500 tramees 

Geographical Coverage Aswan, Qena. Sohag, El Fayoum, the project wIll InItially start m 
two governorates. then extend to the other two 

Small Economic Activities Development (SEAD) 

Duration 1990 - 1993 
Funding' 

Background provIded loans to mdividuais through 130 CDA's. 30 m each governorate 

Loans total loans m Aswan L E 620,000, Qena L E 600,000. Sohag L E 620,000. and 
El Fayoum L E 600,000 Interest rates are at market rates. started at 18% and ended at 
16% 

Target Beneficiaries: SMEs operatIng In lIve stock (45%), commercIal (30%), serVIces 
(15%), IndustrIal (5%) and agrIbusmess (5%) 

Geographical Coverage Aswan, Qena, Sohag and El Fayoum 
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SMALL SCALE INDUSTRIES - DANIDA 

Starting Date: March 1995 
Implementing Agency: NatIonal Bank for Development (NBD) 
Funding Agency DANIDA 
Amount of Funds L E 18 mIllIon 

Background 

In 1990, Denmark Identified support to small and mIcro mdustnes as an Important means for 
poverty allevIatIOn m Upper Egypt ThIS sector was chosen for Its contnbutIOn to solvmg the 
growmg problem of unemployment and related SOCIal and economIC problems Innovative 
components of the Damsh strategy mclude a number of techmcal and marketmg aCtiVItIes m 
support of entrepreneurshIp, such as apprentIceshIp arrangements, nursery workshops and 
techmcal and management trammg In addItIon, the appropnate mstItutIOnal envIronment to 
reduce current constramts posed by government mspectIon and taxatIOn systems WIll be 
promoted 

ASsIstance wIll be proVIded m the establIshment of mdependent aSSOCIatIOns of entrepreneurs 
m the governorates, to address the current lack of representatIve mstItutIOns wIth the abIlIty to 
negotIate wIth government on key Issues lIke mdustnalland use planmng, taxatIon and 
arbItrary mspectIon ThIS WIll buIld upon expenence acqUIred by busmessmen aSSOCIatIons m 
CaIro and Alexandna Busmess formatIon, and speCIfIcally women, WIll be a focus of the 
project As such, techmcal aSSIstance and trammg WIll be a major component of project 
actIVItIes 

Objectives 

To generate small-scale mdustnal growth, to maXImIze support to women entrepreneurs and to 
encourage employment of female laborers, to collect expenences from small-scale mdustnal 
centers m Egypt such as, CaIro, Alexandna, and Damietta and to transfer them to Upper 
Egypt, explore opportumtIes through apprentIceshIp arrangements, and to examme the 
pOSSIbIlity of mvolvmg NGOs for a complex of support actIVItIes m lImIted geographIcal areas 
(vIllages) as well as for speCIfIC program components 

Loan Disbursement Procedures: 

Loans are claSSIfied mto two types 

• long-term loans for a penod of three years WIth a grace penod of SIX months to 
medIUm-SIzed mdustnes, at a value between L E 25,000 to L E 100,000, and 
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• short-term loans tor 6-9 months at an average of L E 1.000 to 2.500. with no grace 
penod 

• Market mterest rates are used 

Geographical Coverage 

ImtIally Aswan, and other Upper Egypt governorates (preferably Qena) 

Target Groups 

• New entrepreneurs and eXIstmg small mdustnes and serVIce enterpnses 

ImmedIate benefIc lanes WIll not be the poorest, but rather those WIth SkIlls and knowledge 
WhICh allow them to successfully operate small busmesses and mdustnes To the extent that 
small mdustnal workshops can be establIshed and can grow, Jobs WIll automatIcally be 
created Most If not all of these Jobs WIll benefIt the poor 
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ENTERPRISE DEVELOPMENT PROGRAM (EDP) 

Implementing Agency: PBDAC and other publIc sector banks. ENGOs 
Funding Agency: SOCial Fund for Development 
Amount of Funds: LE 20 mIllIon 

Background 

The SFD was establIshed wIth the aIm of mitIgatmg the problems assocIated wIth the 
ImplementatIOn of Egypt's economIC reform and structural adjustment programs One of the 
core programs carned out by the SFD m thIS respect IS the Enterpnse Development Program 
(EDP) WhICh proVIdes credIt and technIcal aSSIstance for the estabhshment or expanSIOn of 
small enterpnses The SFD does not deal WIth benefIc lanes dIrectly, but operates through 
mtermedIanes agencIes such as banks (the four publIc sector banks and the PBDAC), WhICh 
act as sponsonng agenCIes. and NGOs, WhICh represent the executmg agenCIes 

Objective 

The ObjectIve of the EDP program IS to expand eXIstmg small enterpnses to generate mcome 
and mcrease employment opportumtIes, and to create new small enterpnses 

These objectives are to be achIeved through developmg, fundmg and dehvenng mtegrated 
packages of techmcal aSSIstance, credIt and trammg 

Loan Disbursement Procedures 

• Interest Rates - 12 % 
• MaXImum loan SIze for mdividuais IS LE 35,000 - 50.000, and for groups of four. LE 

200,000 
• There IS a savmgs component m the program 
• The program also proVIded techmcal aSSIstance 

Regions Covered 

ASSUlt, Aswan, Bem Suef, CaIro, Damanhour, Ismalha. Mansoura, MIma, Qena, Sohag, 
Tanta 

Target Groups/Beneficiaries 

• Pubhc enterpnse workers dIsplaced as a result of the economIC reform program 
• Gulf cnSIS returnees 

12 



• New graduates 
• EXIstmg small entrepreneurs 
• Unemployed 

• Women 
• Pre-formatIon. eXIstIng and expandIng busInesses engaged In manufactunng 

Evaluation Criteria 

FeasIbIhty study. ImplementatlOn capacIty, cost-shanng among executIng agencIes. 
unplementIng agency and the sponsorIng agency, proven record of expenence and personal 
mOtIvatlOn, job opportunItIes created by the project, benefiCIaneS should be from the 
geographIcal 10catlOn of the executIng agency, and should not be less that 21 years of age 

The stated appraisal/selectlOn cntena are expanslOn of employment and Income generatIng 
opportumtIes In the small enterpnse sector, utIhzatlOn of appropnate technology, provIsIon for 
marketIng and qualIty control, fInancial VIabIhty, project sustaInabIhty, and management 
capacIty of sponsonng agenCIes 

Accomplishments to Date 

As of November 1994, 

• 25,159 loans were dIsbursed to mICro enterpnses, at a value of L E 29,770,581 

• 27,943 loans to small enterpnses, at a value of L E 433,194,686 

Problems as perceived by the SFD 

• The SFD IS concerned about the slow dIsbursement of funds by banks It can take a 
benefICIary up to two months from the date of submisslOn of project proposal to receIve 
credIt In addItIon, banks are usually reluctant to offer loans to small enterpnses, and 
tend to ask for collateral reqUIrements. WhICh frequently dIscourages loan apphcants 
AccordIng to the semI-annual report of the SFD, the program IS seekIng new 
unplementatlOn arrangements InvolVIng busIness groups and pnvate sector companIes, 
In order to Improve the prospects of fast -track loan approval and to reduce the rIsks 
aSSOCiated WIth small bUSInesses 

• LIttle or no technIcal aSSIstance proVIded to the chents 
• There IS InsuffICIent follow-up for repayment. 
• The use of "off the shelf" projects seldom reflect eIther chent or market needs 
• A general lack of InfOrmatlOn on market demand, pncIng, and market saturatlOn IS 

present 
• Only LE 4 mIllIon (as of March 94) of the deSIgnated LE 20 mllhon have been 

dIsbursed 
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NATIONAL BANK FOR DEVELOPMENT (NBD) 

Implementing Agency: NatIOnal Bank for Development 
Funding Agency: Ford FoundatIon, DANIDA, UNICEF, CIDA 

Background: 

The NatIOnal Bank for Development has recently launched several 5ME InItiatIves through 
donor assIstance In 1990, USAID funded NBD m a pIlot SME effort m Sharkeya and 
Damletta In 1993, USAID expanded thIS effort through the Small Enterpnse Credit Program 
(SECP) to serve the Greater CaIro are through ItS 13 eXlstmg branches The Ford FoundatIon 
has assIsted NBD to establIsh a SME program m Mlma CIty CIDA and UNICEF has also 
establIshed successful partnershIps wIth NBD to manage credIt programs m Luxor and Qena 

Objective: 

To mcrease productIvIty, mcome and employment III Egypt by facilItatmg the expanSIOn of 
small and mIcro enterpnses In addItion, to enable small scale entrepreneurs m the mformal 
sector obtam credIt through the commerCial bankmg sector The programs seek to amelIorate 
the negatIve Impacts of structural adjustments on lower mcome people and those dIsplaced by 
dIsturbances caused by the Gulf war 

Loan Disbursement Procedures: 

• Loan SIZe ranges from LE 250 to LE 10,000 

• Average loan SIze IS LE 2,250 

• Market rates of mterest IS apphed 

• There IS a compulSIve savmgs component to the program 10% of the reqUIred loan 
amount has to be depOSIted as savmgs WIth the bank m cash m advance of grantmg 
credIt 

• Loan repayment penods average four to fIve months 

• 60 % of clIents obtam contmued credIt 

Geographical Coverage: 
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MIma, Qena governorate, Sharkra, Damietta. Greater CaIro 

Target Beneficiaries: 

• Urban SMEs 

• Programs target pre-formation, eXIstmg and expandmg busmesses 

• Trade, manufactunng and serVIce SMEs 

• Informal SMEs 

Evaluation Criteria: 

• No workshop permIts, lIcenses or regIstrations are reqUIred 

• ClIents are screened WIth cash flow analysIs 

Accomplishments: 

As of November 31st, 1994 

• 68,815 loans had been dIsbursed at a value of LE 105,504,354 

• Number of outstandmg borrowers IS 18,748 

• Total late mstallments amount to LE 555,650 

• Repayment rate IS 99 % 
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PRINCIPAL BANK FOR DEVELOPMENT AND AGRICULTURAL CREDIT (PBDAC) 

Implementing Agency: PBDAC 
Funding Agency: Ford Foundatlon, UNICEF, SocIal Fund for Development, USAID 

Background: 

PBDAC was founded In 1931 as a JOInt stock company with LE one mIllIon capital m an effort 
to support landed farmers through small scale credIt assIstance PBDAC has receIved 
assIstance from a range of donors and has recently lIberalIzed ItS lendmg polIcIes beyond 
agncultural credIt to Income generatmg actIvItIes through non-collateralIzed loans 

Through USAID fundmg, PBDAC runs one of the largest credIt aSSIstance programs for 
women In the country (For a further descnptIon, see Chapter I ) 

Objective: 

PBDAC's objectives are to serve IndIVIduals throughout rural Egypt In the proVISIon of low
cost, easy access credIt aSSIstance 

Loan Disbursement Procedures: 

For the Ford FoundatIOn-PBDAC program 
• Market rates of mterest are appbed, maXImum loan SIze IS LE 2,000, there IS no 

savmgs or technIcal aSSIstance component 

For the UNICEF program 
• Rates of Interest are 4 % 

There are two sets of mterest rates for the SOCIal Fund for Development programs 

Type 1 
• Interest rates are set at 12 %, loan SIze vanes from LE 200 to LE 25,000, and techmcal 

aSSIstance IS proVIded 

Type 2 
• Interest rates are set at 9%, loan SIzes range from LE 500 to LE 15,000, and no 

technIcal aSSIstance IS prOVIded 

See Chapter I for a further descnptIOn of USAID' s fundmg of PBDAC actiVItIes 
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Geographical Coverage: 

17 of the country's 26 governorates (see chapter I) 

Target Beneficiaries: 

• Households 

• Women 
• New graduates 
• Anyone suffenng from pnvatizatIOn 
• Pre-formatIOn and eXIstmg/expandmg busmesses 
• Trade, manufactunng and serVIces 
• LIvestock and ammal husbandry 

EvaluatIOns 

There are not many evaluatIOns of PBDAC' s programs, however, one of the best IS the Ford 
FoundatIOn evaluatIOn of the program It funded m Mima ThIS IS avaIlable through the Ford 
FoundatIon and IS entItled, "Lendmg and Learnmg Formal Bank and MICro Enterpnse m 
Egypt" prepared by JennIfer Sebstad, 1993 
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THE RURAL WOMEN PROJECT (RWP) 

Starting Date 1981182 m four governorates, expansIOn to another governorate m 1985 
Implementing Agency: UNICEF and MOSA 
Funding Agency: UNICEF 

Background: 

RWP started m collaboratIOn wIth the Mmistry of SOCIal AffaIrs (MOSA) and UNICEF The 
program mvolves two components one of WhICh IS extendmg loans to poor rural women for 
mcome generatmg actIvIties Project plannmg, Implementation and follow-up are Jomt 
responsIbIlIty of MOSA and UNICEF Based on a mmistenal decree, an NGO called "SocIety 
for RehabIlItatIon" IS responsIble for the fmancial management of the RWP 

The SocIety receIves local funds from the Bank of Investment, whIch go towards payment of 
salanes, eqUIpment and runnmg expenses, and foreIgn funds from UNICEF fmance payments 
of loans, establIshmg revolvmg funds, trammg, and eqUIpment A steenng cormmttee 
composed of dIrectors from dIfferent departments of the governorate ensures the coordmatIOn 
of UNICEF actIvItles at the governorate level 

Objective 

To mtegrate rural women m development and enhance theIr SOCIOeconomIC status and reach 
women and chIldren hvmg m poor and unserviced commumties Other goals mclude to 
Improve the way of hfe and practIces of rural women, to develop theIr abIlItIes and proVIde 
them WIth the necessary support to become productIve famIly members mvolved m mcome 
generatmg actIVItIes and to create day-care facIlItIes for theIr chIldren 

Loans Disbursement Procedures 

MaXImum loan per benefICIary IS L E 700, wIth the exceptIOn of collectIve cattle raIsmg, 
where loans can reach LEI ,000 to cover cost of purchasmg lIvestock In these cases a 
group collateral IS practIced, where each woman serves as a guarantor for another woman m 
the same group 

• The average SIze of the loan IS L E 205 and the mterest rate IS 10% 

• Loans may be eIther m cash or m kmd 

• There IS a grace perIod of up to SIX months, dependmg on the type of project 

• The repayment penod IS up to 18 months 
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Geographical Coverage 

97 vIllages In AsslUt. 106 vIllages In Sohag, 75 vIllages In Qena, 68 vIllages Aswan and 98 
vIllages In EI Behelra Pnonty In vIllage selectIOn was gIven to those wIth hIgh Infant 
mortahty rates, those lackmg baSIC serVIces and mfrastructure, and those WIth the potentIal to 
accommodate other UNICEF programs such as those related to health, water and samtatIon 

Target Beneficiaries 

Rural women engaged In projects such as trade In vegetables, fertIlIzers, clothes. and grocery. 
food processIng such as sweets and cooked food, daIry products, fISh farms. raISIng pIgeons, 
and weavmg kehm and carpets Other projects, usmg matenals from the ImmedIate 
enVIronment. Include straw mats, baskets, pottery and furnIture from palms Other projects 
are owned collectIvely, such as rabbit raIsmg and bee hIves 

Evaluation Criteria: 

BenefIcianes are reqUIred to make a payment of 25 % of the loan In addItion to an Interest rate 
of 10% 

Achievements 

As of November '92 

• The number of benefIcIanes amounted to 50,300 m the fIve governorates 

• 73 8 % of beneficIanes I projects are ongomg and successful 

• 97% make tImely repayment, 2 3% of repayments were delayed, 40% of WhICh due to 
the fact that production tIme was not synchromzed WIth the tIme for paymg the 
Installment 

Evaluation Findings: 

Accordmg to a study conducted by UNICEF, lImIted dIssatIsfactIOn was expressed regardmg 
loan SIZe. Beneficianes recommended establIshmg dIstnbutIOn centers or marketIng 
cooperatIves In the capItals of the governorates and/or provIdmg orgamzed marketmg serVIces 
56% of benefiCIaneS were opposed to group projects and favored mdividual projects As 
regardIng targetmg, the project had fatled to target the poorest of the poor Due to the 
stIpUlatIOn that benefIc lanes were reqUIred to contnbute 25 % of the loan, many poor rural 
women could not apply for a loan because they could not afford It AddItIOnally, hIgh 
value/profIt projects went only to relatIvely more fInanCIally solvent women/famIlIes, thereby 
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remforcmg social dIfferentIatIon Another recommendation was to prolong the grace penod 
and make It comcide with the proJect's productive cycle The collateral reqUlrement of the 
RWP has also presented a constraint Although land possesslOn, "heyaza" or a guarantee by a 
CIVIl servant are accepted, poor rural women are often unable to secure a guarantor 

95 % of benefIC lanes reported an mcrease m mcome RecommendatlOns made by the study 
mclude applymg more partIcIpatory methods m ImtIatmg and Implementmg the projects by 
mvolvmg rural women m the decIsIOn-makIng processes, startIng from the selectIon of the 
projects up to the mechamcs for loan repayment Pnor study of the loan adequacy should be 
undertaken before applyIng the RWP m new VIllages An adjustment of the SIze of the loan 
relatIve to current pnce Indices should be one of the operatIng pnncipies of the project 
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STREET FOOD VENDORS ORGANIZATION PROJECT (SFVO) 

Starting Date: 1986 
Funding Agency: Cathohc Rehef ServIces 

Background 

The SFVO was establIshed m December 1986 and began operatmg m January 1988 to provIde 
low-mterest loans and trammg semmars A revolvmg credIt fund was set up m June 1988 WIth 
capItal from CRS, and 40 loans were made m the fIrst two months oftentImes to buy supplIes 
As an additlOnal serVIce the orgamzatlOn IS considermg offermg socIal loans at a hIgher 
mterest rate In March 1993, the SFVO set up a warehouse to sell Items used by Its members 
such as, mgredients for street foods, beverages such as tea and cocoa, and hand and 
dishwashmg soap The store operates on a profIt margm of 6 %, a level that covers the costs 
of runmng the warehouse The Ford FoundatlOn supported SFVO dIrectly, provIdmg a grant 
to cover the costs of staff, offIce faCIiltIes, advocacy meetmgs, and health trammg, mcludmg 
trammg for the staff In addItlon, Ford FoundatlOn contracted WIth the InstItute for Cultural 
AffaIrs (ICA) to proVIde 12 trammg workshops to the SFVO Board and staff over a two year 
peflod In addltlOn. the Canada Fund has agreed to fund ten new alum mum carts that vendors 
may purchase over a three year peflod 

Objective 

To change the OffICIal status of the unrecogmzed and unsupported group of street food vendors 
and promote the mterests of street food vendors, to Improve theIr health practIces and to 
mcrease theIr economIC opportumties 

Loans Disbursement Procedures. 

• Interest rates are set at 2 % a month 

• Costs for bank and admmistratlOn charges and a pOSSIble penalty fee are taken out of 
the amount loaned If the vendor repays on tIme. the penalty fee IS returned 

• Loans are granted for cash or for supplIes from the warehouse, and for four, eIght, or 
twelve months 

• The loan SIze IS between LE 800 to LE 1,000 

• CRS contnbuted to the credIt fund and toward techmcal aSSIstance 
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Geographical Coverage 

Mima Governorate Plans are underway for Cairo and Sohag 

Target Beneficiaries 

Street food vendors sellIng sweets. sandwIches. fouL tameya. kushary, and salted fISh 

Evaluation Criteria for Loan Recipients 

SFVO staff VISIt loan applIcants both at theIr place of sale and at home, smce much of the food 
IS processed there Cleanlmess of operatlOn as well as character reference IS Important m 
assessmg whether to grant the loan An average of thIrty requests are flIed each month and 
only about two refused Staff approved apphcatIons go to the Board for fmal agreement 
Achievements 

• As of December 31, 1992, 725 loans had been made. 499 to men and 228 to women 

• MembershIp by the end of 1993 reached 700. nearly one-thIrd of whom were women 

Women Household Loan Program 

Background A program for raIsmg chIcken and producmg eggs 

Geographical Coverage MIrna 

MIrna EI Basal Employment and Placement 

The Mirna EI Basal Employment and Placement Project provIdes practIcal trammg to 
unemployed, unskIlled youth m Ard EI Moz commumty through apprentICeShIps m local 
workshops These apprentIces receIve on-the-Job trammg m trade SkIlls In exchange for 
hITmg and traIrnng the apprentIces, workshop owners receIve low-mterest loans and 
management traIrnng to expand theIr bus messes 

Geographical Coverage Mmta El Basal 

CredIt Program m Sohag 

Background the credIt program IS Implemented by the Sohag Busmess ASSOCIatIOn Other 
CRS actIVItIes m Sohag mvolve aSSIstance m the estabhshlnent of the mdustnal zone m Sohag 
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by gIvmg loans to SMEs located III that zone Also, Juvemle loans are extended for trammg 
Juvemles to work m SMEs 

Loans total value of loans IS L E 400 000 Loans are on average between L E 1,000 and 
L E 10,000 Interest rates are at 12 % Grace penod IS one month, and the maXImum loan 
term IS 36 months 

Geographical Coverage Sohag 

Achievements Durmg the first year('7), 300 loans were dIsbursed 

CredIt Program m AsslUt 

Background credIt IS extended for lIve stock projects 

Loans loans average L E 400 - 1200 Over two years, 600 loans were extended to loan 
recIpIents m ten vIllages 

Target Groups Gulf Returnees 

Geographical Coverage ASSlUt 

CredIt Program m El Fayoum 

Background one loan was extended to four PVOs for the productIOn of garments 

Geographical Coverage Fayoum 
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WOMEN'S CREDIT FUND 

Starting Date March, 1993 
Implementing Agency: NGOs and NBD (for Qena only) 
Funding Agency: UNICEF 

Background 

The credIt program IS one component of an Integrated upgradIng program that consIsts of the 
folloWIng components health program, water and samtatIOn hygIene educatIon, adult 
educatIOn, and capaCIty bUildIng UNICEF uses the group guarantee method for ItS program 
UNICEF works mostly through NGOs, except In Qena, where the credIt program IS 
Implemented through the NatIOnal Bank for Development (NBD) 

Objectives 

To develop a credIt mechamsm based on the Grameen Bank model, but amended to SUIt the 
Egyptian context, to provIde credIt to the most dIsadvantaged women In the targeted 
governorates, and to Identlfy local InStItutIons and prOVIde them WIth InstItutIonal assistance to 
strengthen theIr capacltIes as local ImplementIng agenCIes and act as partners to UNICEF In 
credIt delIvery 

Loans Disbursement Procedures: 

Total loan budget In 1994 was US $ 50,000 at an Interest rate of 14-16% 

The loan SIze vanes between L E 100-2,500 

Repayment penod IS ten months 

Interest rates (the percentage for nsk, Insurance and transportatlon) reaches 29 75 %, collected 
on a weekly baSIS In addltlon, the bank deducts 10% from the loan for the SavIngs Fund, 
WhICh IS to be returned to the borrowers after repayment of the loan 

Geographical Coverage-

ASSlUt Manfalout, Ghanayem, Abnoub, Sohag Dar EI Salam, Saqalta, Tema, Qena (WIth 
the NBD) outSkIrtS of Qena CIty, Farshout, El Wakf, El Bayadeya, Qous, Aswan outSkIrts 
of Aswan City, Alexandna outSkIrtS of Alexandna CIty, Karmouz, CaIro El Nahda, EIn 
Shams, Em Helwan 
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Target Beneficiaries 

DIsadvantaged women m the targeted governorates female heads of households (wIdows, 
dIvorcees, deserted WIves, women marned to unemployed men), women who are elIgIble for 
the Sadat PenSlOn Scheme, women who are enrolled m the SocIal Secunty Scheme of the 
MOSA, preferably women belongmg to mmonty or dIsabled groups - (who would be 
represented among the target beneficIanes accordmg to theIr proportlOn m SOCIety 10% m the 
case of ChnstIans, and 5 % m the case of handIcapped) 

CommerCial and productIve actIvIties such as sewmg, sellIng vegetables, salty fIsh, grocenes 
and CIgarettes, ralSlng ammals such as chIcken, cows and sheep, buymg and resellIng goods 
on an mformal baSIS ("delalah"), as well as serVIce actIvItIes (such as plumbmg, dnvmg, 
halrdressmg) 

Evaluation Criteria 

The eXIstence of a project, the loanee' s good reputatIon m the famIly and neIghborhood, 
average mdlvldual mcome not exceedIng L E 50, and an average famIly Income not exceedmg 
L.E 125 

Achievements: 

As of January 94 

• The number of beneficianes m each dlstnct (Markaz) IS between 300-500, whIch 
amounts to a total number of around 5,500 benefiCIaneS 

• Total loans dIsbursed between March '93 and November '93 was 273, of whIch 244 
were extended to women, at a total value of 176,800 

• Repayment rate IS 100% 

• In the next fIve years, the program IS aImmg at expandmg vertIcally m the same 
reglOns to reach 5 % of the total number of households In each area 

• To date, the program has fulfIlled 1 % of ItS ObjectIves 

Evaluation Findings: 

A study conducted by the InternatlOnal Consultants for Development found that loans have 
been gIven on an mdIVIdual rather than on a group baSIS In a fIeld survey conducted WIth 125 
borrowers m Qena, 95 2 % stated that they prefer to operate theIr mdlvldual projects on theIr 
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own and not m a group In nme cases. loans were applIed for ImtIatmg a project. and not for 
eXIstmg projects DIffIcultIes were encountered m IdentIfymg the "poorest of the poor". smce 
collectmg detaIled mformation on the mcomes of all famIly members IS dIffIcult 
DIscrepancIes were found between stated monthly mcomes and monthly expenses 

DIsadvantages of the program as perceIved by borrowers Include the hIgh Interest rate. the 
weekly repayments of Interest, the lack of a grace penod. the short duratIon of the repayment 
penod (ten months). the small SIze of the loan. the lack of assIstance In the process of sellIng 
and bUYIng goods. WhICh IS mostly done on credIt. and the InabIlIty to save out of the project 
On the other hand. perceIved advantages Include the qUIckness and transparency of the Bank's 
system, and the creatIon of Job opportumtles as well as the Increase In the level of mcomes 
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WOMEN'S INITIATIVE FUND 

Starting Date: 1990 
Implementing Agency: FoundatIOn for International Trammg (FIT) 
Funding Agency: CIDA, Egyptian Counterpart MOSA, Qena Governorate 
Amount of Funds: $5 mlllIon for 5 years 

Background: 

The ImplementatIon of the Women's InItIative Fund program started m 1990 based on an 
agreement between the MInIstry of SOCIal AffaIrs and eIDA The Women's InItIatIve Fund 
(WIF) m Qena IS a $5 mIllIon five-year eIDA project WhICh IS bemg managed by FIT The 
mItial stages of the project focused on strengthenIng mstItutIOns responsIble for women IS 
programs AgenCIes such as the Women's AffaIrs DIrectorate wnhm the MInIstry of Socral 
AffaIrs and banks delIvenng the credIt playa key role m ensunng the sustamabIhty of 
InItIatlves started by the project after ItS termmation Hence, gammg the commItment of these 
orgamzatIOns and bUlldmg theIr capaCIty was pIvotal to the success of the project 

General Description: 

Two credIt schemes establIshed through the NatIOnal Bank for Development and the PnncIpal 
Bank for Agncultural CredIt have proVIded loans to fmance the start-up and expanSIon of more 
than 1,000 mIcro and small enterpnses run by rural women These women, who would not 
otherWIse qualIfy for credIt, have used the funds to run profItable busmesses The allocated 
budget for NBD IS 1994/95 IS L E 450,000, whIle for PBDAC It IS CD $ 300,000 
A thIrd component of the project, known as New EconomIc Actzvltles, IS managed entlrely by 
local FIT staff m collaboratIOn WIth the Women's AffaIrs DIrectorate ThIS component has 
sought to enlarge the scope of economIC actIVItIes that can proVIde a sIgmfIcant mcome for 
women 

Objective' 

To tmprove the economIC and SOCIal status of women m Upper Egypt by provIdmg them WIth 
credIt, trammg, and technIcal aSSIstance 

Loans Disbursement Procedures: 

• Loans vary between L E 250 - 2,500 WIth an 18% mterest rate on the credIt budget for 
NBD loans 

• For PBDAC loans the credIt SIze vanes between L E 200 and L E 5,000, at a 14% 
mterest rate 
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• Regardmg the new economIC actIvItIeS, the credIt SIze vanes between L E 50,000 and 
L E 200,000 at an mterest rate of 12 % 

Target Beneficiaries 

Low-mcome women (1 e less than L E 30/month) operatmg m the fIelds of vendmg (clothes, 
processed food, vegetables and fruIts, palm leaves products, alabaster products), small 
mdustnes (sewmg, dymg, alabaster productIon, mk productIon), and ammal breedmg (goats, 
sheep, chIcken, cows, and rabbIts) 

Geographical Coverage 

Qena Governorate Qena CIty, outskIrts of Qena CIty, Esna, Armant. Al Bayadeya. Luxor. 
Keft, EI Wakf. Karnak Abou Tisht 

Achievements as of 1993/94 

• 67 small factones are operatmg m the mass productIOn of soap, products of recycled 
plastIc and glass, underwear, shoes, chaIrs, alummum pans and daIry products 

• Over 70 new enterpnses have been establIshed smce the fIrst loan was dIsbursed under 
NEA component m 1993 These enterpnses, most of WhICh are owned and operated by 
women, mclude glass and plastIc recyclIng plants, packagmg, electncal applIances, 
ready-made garments, gram crushmg, copy book productIon, retaIlIng, and even a land 
reclamatIOn project 

• In 1992/93, the number of beneficianes (all of whom are women) reached around 
1,000 for NBD loans 

• PBD AC loans were extended to 1, 000 benefIc lanes m 1994 

• Created non-tradItional Job opportumtles for women, WhICh Improved the economIC 
status of famIlIes 

• ProVIded customIzed trammg for women 

• Introduced new technologIes for the governorate. 

• Encouraged better utIlIzatIOn of resources, and faCIlItated economIC mdependence m the 
governorate 

• Enabled women to move from home productIOn to mass productIOn 
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• Default on loans IS 0% and profitabIlIty IS mcreasmg 

Further plans for the project mclude the establIshment of a Small and MediUm Enterpnse 
Development Centre (SMEDC) m Qena SMEDC wIll provIde techmcal aSSIstance m the 
form of feasIbIlIty studIes, market surveys, fmancIal analyses and other serVIces reqUIred to 
support enterpnse development m Upper Egypt It wlll also coordmate and delIver customIzed 
managenal and techmcal trammg for bus mess clIents and aSSIst small busmesses to prepare 
busIness plans and negotiate credIt through commercIal banks In ItS early stages SMEDC WIll 
be supported through FIT /WIF, but WIll allow It to contract and execute projects through a 
vanety of fundIng agenCIes The estabhshment of SMEDC IS Important m that It WIll 
contnbute greatly to developIng self-relIance In the region For the penod 1994-94, WIF 
plans to enter the governorates of Sohag, the Red Sea and Sharkeya 

2. The Canada Fund for Local Initiatives 

Background the Canada Fund for Local ImtIatives operates only WIth Commumty 
Development ASSOCiations (CD As) Funds have to be dIsbursed throughout the year of the 
agreement WIth the Canadian Embassy For 1994, the Canada Fund focused on supportIng 
small enterpnses and envIronmental Issues Therefore, It operates m the fIeld of credIts 
accordIng to the flow of projects, and not on a planned number of projects per year CDAs 
workIng WIth the Canada Fund are Women of Islam ASSOCIatIOn, CaIro, EvangelIcal Chanty 
ASSOCIation, outskIrts of MmIa CIty, Evangeilcal GIVIng ASSOCiatIon, Nazlet Faragallah, 
MIrna, ASSOCiatIon for the Welfare of the Commumty, Kom El Akhdar, Mlma, COptIC 
CatholIc DIocese, Korn El Hagar, El Shanayna, Mlma, Abou Daoud CDA, Aga, Dakahleya, 
and the Mandlsha CDA, Bahareya OaSIS 

Loans credIt SIze for benefic lanes range from L E 300 to L E 3,000, based on the proposed 
aCtIVIty Interest rates vary between 10% and 15%, accordmg to credIt aCtIVIty 

Target Beneficiaries men and women engaged m vendIng (e g plastic toys, home 
appilances, fabncs, food), grocenes, metal and wood workshops, cottage mdustnes, food 
productIOn, arumal breedmg, anImal husbandry, land reclamatIOn, sewmg machInes, electncal 
eqUlpment for small workshops, tradItIonal handIcrafts, water wells and olIve pressers 

Geographical Coverage Mima Mima CIty Al Massas, Al Ihkas, Shalabl, Abou Hilal, 
Kom El Akhdar, Nazlet Faragallah 
AssUlt Kom EI Hagar, El Shanayna 
Bahareya OaSIS Mandlsha 

Jzjf 
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YOUTH ENTREPRENEURS SOCIETY 

Background 

YES was regIstered m 1988 as the first busmess-onented NGO YES activities started through 
donatIOns to help graduates establIsh a ready-made garment project In 1989, LE one million 
was offered by the Mmistry of InternatIonal Cooperation from theIr special account to aSSist 
the first Busmess Onented Non Governmental OrgamzatlOn (BONGO) m Egypt, thereby 
mcreasmg the number of beneficianes by encouragmg umverslty graduates establish theIr own 
SSEs In 1993, YES SIgned a contract with the SOCial Fund for Development to obtam a loan 
up to LE three mIllIon, payable m fIve years ThiS loan allowed YES to expand ItS actIVIties 
and help more graduates establIsh their own SSEs 

Currently, YES IS managmg the followmg four programs 

1 Small Scale Enterpnse Program 

Under thIS program, many manufactunng and serVice SSEs had been established, and 
graduates are managmg them successfully SSEs were set up m the fIelds of textiles 
and weavmg, ready-made garments, metal products, spare parts for automobiles, 
chocolates and confectIonenes, electncal eqUipment, household products, photocopymg 
and pnntmg, supermarkets, daIry products, etc 

2 Industnal Park m the 6th of October CIty 

ThIS mdustnal park was establIshed WIth the ObjectIve of accommodatmg many SSEs m 
one place to proVIde an opportumty for centralized trammg, qualIty control, marketmg, 
exportmg and provldmg any necessary serVIces SSEs may need 

3 New Job Opportumtles m the Pnvate Sector 

YES has approached busmessmen to aSSist m creatmg job opportumtles for graduates 
suffenng from unemployment 

4 Incubators 

In 1989, an mcubator for ready-made garments was establIshed New graduates WIth 
no preVIOUS expenence were tramed on producmg, managmg and marketmg the 
products WIth the mcrease m productIvIty the mcubator was sold to the graduates 
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ObJectIve 

To foster entrepreneurshIp m Egypt and mcreasmg the awareness and onentatIon regardmg 
SSEs ThIS IS done through encouragmg graduates to establIsh theIr SSEs, thus contnbutmg to 
the unemployment problem, establIshmg mcubators, so that new graduates can be onented, 
gUIded, and therefore receIve trammg on SSE management, constructmg mdustrIal. 
commercIal and cultural parks to encourage more SSEs to be successtully Implemented m 
dIversIfIed aCtIVItIes 

Loan DIsbursement Procedures 

elnterest IS charged at 12 % 

eGrace penods depend on the feasIbIlIty of each project 

eTechrucal assIstance IS provIded 

Regions Covered: 

CaIro 

Target Groups 

e Urnverslty graduates 

e New busmesses 

e Manufactunng and serVIce SSEs 
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ANNEXB 

EFFECTIVE INTEREST RATE CALCULATIONS 

Calculated based on figures for 1993 

FOUNDATIONS 

Average Loan SIze (P) LE 2,600 
Loan Term (n) 12 months 
Nommal mterest rate (mr) 18 % annual (1 5 % monthly) 
Flat Interest Rate 

CalculatIOns 

Total mterest paId (tIp) P (n x mr) = 468 LE 
Installment amount P + tIP = 255 66 LE 

n 

Solve for effectIve mterest rate 

1 (1 + 1) n = 

(1 + 1)" - 1 
Installment Amount 

P 

1 = 2 64 % monthly 

1 = 3 1 68 % annual 
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THE NATIONAL BANK FOR DEVELOPMENT (SECP) 

Average Loan SIze (P) LE 2,600 
Loan Term (n) 12 months 
Nommal mterest rate (mr) 16 % annual (1 33 % monthly) 
Insurance fee (rf) 4 75 % 
TransportatIOn fee (tf) 3% 
Flat Interest Rate 

CalculatIOns 

Total mterest paid (tIp) P (n x mr) = 415 LE 
Total fees paid (tfp) P (If + tf) = 201 5 LE 
Installment amount P + tiP + tfp = 268 LE 

n 

Solve for effective mterest rate 

1(1 + 1) n = 

(1 + It - 1 
Installment Amount 

P 

1=343 % monthly 

1 = 41 % annual 
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