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INTRODUCTICN
 

This report results from a consulting mission undertaken for
 

USAID/Kenya on the Rural Private Enterprise Project (615-0220). The
 

mission's purpose w's to (I)carry out a social soundness analysis of
 

the entire project; (ii)assess five NGO income-generation projects
 

currently financed in part by USAID/Kenya and determine the absorptive
 

capacity of these projects over five years; and (iii) make general
 

recommendations on the design of an intermediary assistance structure
 

which could assistKenyan NGOs in the development, upgrading, and
 

expansion of Income- and employment-generation programs.
 

The wcrk was carried out under AID's PISCES Program, a project 

of the Bureau for Science and Technology, Office of Multisectoral 

Development which assists In the development and ne nitoring of Income

generatior programs for the self-employed poor. PISCES works mostly 

through indi;enous NGOs in the Third World.
 

The consultant team.was greatly assisted by Dr. P.A. Chitere,
 

Mr. K.MacharIt and Ms. V.Nyamodi, whose services on reasearch and project
 

analysis on the NGOs were provided through the Ford Foundation. We would
 

Ike to extend to t.em our sincere thanks.
 

This report, like our mission, reflects the difficulty inherent 

to analyzing a project of such scope and diversity. There is not a 

great deal of coirmonality in approach vong the private and voluntary 

organI ati:ns, for exterpi, and te differences In Oims and ooerstions 

bew"aeen these groups and ths ccamrcifa1 anis ar: anomouz. 7: o js:!.e 

to -- i oroad diversity, w, have at.etrot to analy': 3nd a::ts: tach 

* Program :%r :nvest:.ent In the SAll Capital Enter^r4se Sector 



"component of the project as much as possible on its own merits.
 
Thus, In doing the social analysis of the design of the -orrer:1al lending
 

scheme we have not applied a point-by-point process analysis straight
 

out of Handbook I1. Instead we have tried to assess the direction
 
ofe:or oiv proD-4teeand po ern"C, soo *'ha lene~n s-he e trd 

offer design alternatives on that basis. We applied all social criteria
 

called for in rendering this analysis, but kept the focus of the analysis
 

on the project reality. Similarly, in assessing the NGO programs, we
 

have focused as much upon the social aspects of the programs as upon
 

the economic since social develoynent islargely what these groups are
 
seeking to achieve and what they have been funded to do. In tiloring
 

our efforts to the situation at hand, we have attempted to produce a
 

report that Is both fair and practical.
 

The rpoort is orgar,i.d in the followin; manner. Part I contains the
 

social soundneess tnalysis of the ccrrercial lending schee and c~ncludes
 

with reccirendatons on c 4nes in project des'gn. Part !I pr:ents the
 

assessmcn-. of NGO programs and culrinates with an overall asses:r-ont of
 

the proir-: exaamrnec. This leadz to Part Ii!, recoTrendations cr, the
 

design of an inte.... ary assittnc4-etity fcr '; #ncvn- and e plcy-i(nt

generatior programs. Part IV conrmins summaries of th. various secticns
 

of the report.
 

Lastly, we would note that due to the large bwdy of information that
 

we have had to gathor and examine in a relatively short period of tirne,
 

there are bound to be soro Issions of fact and Interprttation.
 

Despite such drawbacks, howrvcr, we believe that the report does address
 

the basic issues of the project in sufficient detail. We hope that we
 

have contributed to 1inprovin; the dosign of the project and to addressing
 

In a practical manner the dichoto"y between growth and efficiency on
 

:e one har4 ard -','
 
° an 44 that 1rgo;-: :f,*!! Irt5:6 la, .. t :: t""r; . 
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Part I: COMMERCIAL LENDING COMPONENT
 

INTRODUCT.ION
 

The purpose of this section is to analyze the social soundness of
 
the comercial lending scheme of the proposed Rural Private Enterprise
 
1roject. This analysis, which was completed before final design deci

sions were made, provides both an analysis cf the projected impact of
 
the 	project as stated in the Project Identification Document (PID) and
 
recommendations on design to upgrade the project socially while assist
ing 	In the w~re effective attainment of the project goals.
 

The Rural Private tnterprise Project, as outlined in the PID, is
 
meant to play a si2nificant part in the implementation of USA/Kenya's
 
priority of "Increased rural procuction, employment and fnccm." (USAID,
 
WSS,lI4, 1985). The central goal of the project is "to accelerate
 

the establishmunt and expansion of sound rural private enter;rise."
 

The 	project has been designed to provide the follcw'ng outcomes:
 

# 	Improved standard of living for rural people.
 

* 	 Increased markets fcr agricultural production and invest
ent in the export sector.
 

* 	 Increased ca;ital rsows to rural private enterprises, in
creased capacity of financial intermediaries to make loans
 
to rural private enterprise, and greattr utilization of
 
business advisory services by so-all entrepreneurs.
 

Te 	PIO also anticipates four other related but distinct outcomes:
 

* 	,NowJobs elrectly :rwea . in;,'otct assisted eniturrlsos.
 

e 	Increasel value of output of project assisted businesses.
 

* 	 Increased lot worth ^f ;-':ectas:11ted t.siress. 

* 	Economic return on investments inoroJect assisted businesses.
 



Inthis social analysis, we will attempt to determine the probable 
effects of this "annual injection of credit on the order of ten to fif
teen million dollars"/ according to the lending criteria as outlined 

inthe PID. 

Inoroer to trace the potential social consequences of the project 
we will first present a brief review of the socio/cultural context of 
the project. We will then examine the resources to be utilized inthe 
attainment of project goals, that is the private enterprise system and 
the commercial banking system. This will be followed by an analysis of 
the social impact of that part of the project administered by the commer
cial banks. Similar analyses of NGOs will be undertaken as part of the 

evaluation section which follows. 

rAE SOCIOCUIJIhPAL CONTEXT OF THE PROJECT 

Kenya Is overhelmingly rural with 88 percent of the people lvlin; 
in rural areas. Agriculture provides 65 pircent of all employment and 
33 percent of GOP. The small faro is the dcvn'nt mode of agricultural 
production accounting for more than 80 percent of agricultural em:1oy
mont.- Smallholder ftming ishighly efficient inKenya (USAM:, CDSS, 
1984). 

There are disturbing signs cf increasing social and economic pres
sure upon this rural setting. Population increase is conservatively 
estimated at 3.8 percent per annum, implying an annual increase of 
575,000 persons (World Bank, 1980) placing an absorptive deiend for 
increased e#,ployment In rural areas of some two to three million more 
people during the approximate life of this project (Livingstone, 1981). 

At the presdnt time the effects of population pressures, the lack
 
of off-fam employment ooportunities, and traditional landholding pat
taerm 1-111 -t:41 ,o 1n .,* ;". r 00' '. d&*'1s : 1 ll dar 

1/This is based on the assumntion, as stated inthe PIDo, that banks
 
will matcn U.S. loan funds on a 50/50 oasis. 

I/The Osmall farm Is defined as less than three hectArts. 



lands, especially in the Western provinces of the country.- Despite
 
smallholder productivity, off-farm income is an increasing necessity
 
for the typical rural family. The average smnallholder earns 43 per
cent of his income off-farm, and those who have very small hcldings
 
euern as much as 
'7per:vn: ( . ra2 IL1S" and LIMM;Stcne,
 
1981). Smallholders, squatters on large farms and the rural landless
 
comprise 80 percent of Kenya's poor. Inaddition, the rate of general
 
agricultural growth has slowed and is now being outstripped by popula

tion growth.y 

Off-farm incsne is critical as a supplement to the Income of the 
snrallholder family. This Income comes from a variety of sources such 
as remittances from relatives (10 percent), casual employment (6.8 per
cent), regular enployment (17 percent), and non-farm ope-ating surpluses 
(10.5 perc.nt) (Kenya, IRS, 1974). These fotmal and -cn-formal Zarning
opportunities are not keeping up with emplc'nent demend. Althouqh the 

manufacturing sector has performed hetter than the economy ai 
a whole,
 
the sector Is tiny, reoris;nt1g ony 13 percent of GDP in 1980. Wage 
emplorment Inmanufacturing In 1981 involved only 173,0CC persons (Kenya, 
Economic;_rveX, 1982). FAnufact4ring wage erployment Ks grown at 5.7 
per:ent since 1974, constantly below the growth rate of ,4nufacturin9
 

output.
 

Overall wa;a enployment Is only grcwing at an average tnnal rate 
of 3.4 percent (1974-1580), while the labor force has increased Its 
growth rate to 4.1 percent. It is est'nmated that m.ployront in the 
modern sector of the economy may grow by the year 2000 to 3.9 million 

NOver 50 percent of all sallholders are poverty hou;eholds in
 
the Western provcines. (USAI0, COSS, 1984.)
 

percent from 1974-1918.
 

17e In o .:si-co4..a ecrent ?!fit le Vnc """-; a .2,since 1974.
 



and this will leave a remaining labor force of 11.8 million to find
 
employment outside the modern sector, primarily in rural areas.A /
 

Women inthe Rural Economy
 

Whcmen in the Kenyan economy ari primarily rural (90 ;orcen;) and 
engaged In farming. Seventy percent cannot read or write. Women have
 
very low rates of participation In the modern sector (16 percent in
 
1976) and comprise only 10 percent of the total adult labor force en
gaged In permanent non-agricultural rural enterprises. About one-half
 
of those so employed work in family-owned enterprises. The small nwber 
of women Inrural enterprises is a result of several factors including lack of 
training and training cpportunities, lack of capital for self-owned 
enterprisei, and limited access to Ican facilities (Kenya, Social Per
soectives, 1978). Inaddition, "women aepear to concen:rate on house
hold activities which can be carried on near the smr.lholding, while
 
men search out opporurities for employment ...away frm, the fan in 
neighbouring rjral centers or in the tOwns" (Livin;s::ne, 6:4i, 1981).
 
Itisestimated that tee mcst socially and e:.romicaly rarginal of
 

/rural households are the 5-13 percent 7- of v.lh-olce, .cuscho1-s heeded 
by wcwen wt14;~:,.. usbands (SA, Sl, 1982). 'ra neid for incr,,.n sup
plemer.taticn and Ve lack of time and oi;ortinity t earn off-farr In
com. placcs these one-hundred thousand to two-hu.drtd :housand ina most
 
serious "at risk" category. 

In these few pages we have attenipted to provide a :election of 
project-related aspacts of the social and econoifc cilture of Konya. 
In this context we have found ample t.zt1rrony to the need for In,:eased 
off-farm earning opportunftiez. As we wfil set in more detail In later 
sections of the paper, the small fa:m and the rural unterprisoS are In 
a close symblotiz relationship. Ingeneral we can assert that the farm 

/4ha Kenya Cceire rcfal Bank hai etimrttd that tne country's iaDOr 

end of the contry (tX&, t f 

7/Estiuted a hfgh is 25 percent by MS, 1574, Table 6:1. 



Isnot viable without the enterprise, nor the enterprise without the 

fam. Itis the rural family that ties them together in their strug

gle to survive. 

PR'VA7 ENT.EPP.:SE iN KENYA 

The Fomal and Informal 

Enteprise Svs(tms 

In Kenya, it is estimated that the formal and info ml enterprise 

sectors each employ about a half a million workers out of a total labor 
force of six million (1978 statistics). 

The formal private enterprise system urnloyed 540.200 workers in
 
1981 (Kenya, E no ic SUrVey. I982). I isurban concentrated, (73
 

percent of all wige employees) with Rairof and mb3a-t szed manufac

turing accounting for 42 per~ert of ztuput. Four hunred and fifty Irge 

firms contribute over 85 percent of ;ross industrial ou:,ut {197) (Livins
ston, 1961) yet 79 percent of a1 mrafact.r~r;if firms e-.ploy loss than 
!Q emloyes. Form.al wae loy'onut is dlid4ed ar;n a;r~cjlturs and 

forestry (3Z porcent), mnufacturitlg (21 ;ercento, ccnstruction (C 
percent), oleee/rt.il trade, hotes and restaurants (13 ptrcent), 

transportaticn and co':unication (4por:ent, finance, real estat, in
surance and business :ervicos (6percint), c:cmunity, personal and 

social services (18 percent). 

The informal sector is the mirror Image of the form!l. Instead of 

being urban ard dominated by large, caitil intensive firms, it is rural, 

characteriZod by small, labor intensive 4nterprizes (2-10 worers). 
While it employs about sthe sane number of workirs a: the forrjl sqctor, 

only 157,30 are eployed In urban areas. 

Employment In the informal stctor Isvery different from the for
awl. In foral seC:Or ttrc is a 0erVnc4 u[on ;CS for Vfe%hme 60A 

majority of houoshold or porzopal InCoemq and the worOr: tcnd to Stay 

for longer :#rmi. in the Infomt#~ Oeczor th# w*op il for thot =o:W Part 
* supploent to family or Individual incom and woirkers tend tOwr Intor

• ~~ ~ c'¢n m*tnloymot.pr-(~ ~~o . 

http:oleee/rt.il


An enumeration of household Involvement in rural informal enter
prise shows the following pattern (Livingston, 1981). Resource ex
traction (12.1 percent), food and beverage (22.3 percent), fiber
 
products and wearing apparel (12.4 percent), wood products (14 percent),
 
oottery (1.7 percent). ne-.l r4nufactur:ng (1.2 percent), conjtruction
 
(4.7 percent), wholesale/retail (9.3 percent), repairing (5.4 percent)
 
and other services (17.8 percent).
 

One iroportant aspect Isthe relative ease of entry into the Infornal 
sector. Livingstone lists sme of the capital costs for some of the 
more typical enterprises of the sector: 

s Wholes1i1n . . . . Kshs. 90.000 
* Taxi Driver . . . . Kshs. L4,M 
* Pombe Brewer , . . Kshs. C4,COO 

o Ukery . . . . .. Kshs. 5,000 
# Clothing Vtnr . . Kshs. 5,800 

* Food Kiosk . . . . Kshz. S,8O0 
# Barber . . . . . . Kshs. 3.400 

* '%rrfer . . . Kshs. 2,500 

The Inforzal soct:r ;tnrali1y dc0c.1 utogn 4%J, localy avalaLle 
su~ply of lwour ,nd skills, local tiaterials for processing #nd rel4tlve

1¥ S1mpl tools and tur1 n.-4 ! The or-ani aticaial structures are si ilt, 
with little l differernt.lotn. One of the r44or pribl. ms ftcd by ti 

Infor.-ol s.z:r'. entreprieurz is lack of c€;ital. In almost very che 
the ca;Ital rojuirtA.nt of the ontarprise has come fr( tv peronal 
savin~i of the Infor'l ontrertnturs since ttt do not htve icce$ to 
c€nmorcfal banki2 r curcts for tVo1r capita ti. -0 

of-.;.!4 '.", " + r'- $ 

V~na zsurvoy of Infor-.1 r;trprvi jr5 h4#1 shown vlAt 26 wwct (SO 

problem, 

121T@ major rmom for this 1, thM con-4rtffl Lakn ourrvt 
for security. This will be discusr. In mor 44ta11 W!OwIn the tolton 
On CwM111 4Wi01. 

http:rojuirtA.nt


We have seen that the Kenyan private enterprise systen, is divided 

into two quite dissimilar groups. The Rural Prhate Enterprise Pro4ect 

has selected certain target enterprises for the prje:t, that Is rural 

enterprise in general, and agri-processing firms whether located in 

urban or rur-ml areas. Dtloit:, Haskins and Sells (N'4ob1) has mide a 

specific delineation of these target groups in the 20 employee and up 

range: 

# 	 Agrl-prccessing (urban and rural) 
Approximattly 76,000 employees In 465 establishments 

# 	Rural private enterprises
 
Approximately C0,000 employees in 1,00A.
 

Inaddition to those listed by Deloitte, Haskin ard Sells, there 

exist a nuTt'r of target firm in the 20 enploy(e and below range that 

are ei:her :-all focral si Ctor , or those cf the irfral sectr. 

Itisimnosible t: provii e an accurate e tl:ate cf ther rrbers, but 
they €culd well exleed 200,000. 

We have r:t d above tht evtrtTe Concentratior ;! the 0" and IT
pl y-ent optcrtjnita: o the f ir.l t:or i t v vrban ar *, of thK 
country.1 this form c" concen--/ Despita concern by the Gcverntent ever 

tration end tha conseqten: use cf seral ind;;cent ollcfie : rerdy 

it,the maldistributlon con:fnues unchan;ed.-1- t has Leen s&T;o;ted 

(Wes:cott and Norris, 1981) that firr-s do not follow these lnduct. nt: to 

the rur4l areas tCtcae of three facotrs: (I)limited infrastructure 

a vandeoeIo:;zz (2)tho aglwer tio a os of Nairobi and zMitasa; and 

(3)no clear govwtumental policy prtefornce for atsiz::lng thn c!-eatlon 
of nov q,ntarprizes$, j 

-/The reader Is directtll to tht Dloltte, Ieikin: and Sel1l study 
fcor their "s, a. 


1--JFor exhlo, a 1974 Study Showed intht tr ufocturing sector that 

rural 	 t o'ir ''ilY 4 01VIV ?50C 1e4wtClt Cd Norris, 1281). 

iWit,Crqdi*.z fzr rural ontarpri= .
 

LA spot chock rf4d# of thite Nairoht-Lsd firmn €rrently stokinj 
loons for spinulon confirwd thtiz Insti of Waitcott and P!orrts. 



maw, 

Iffims are to be able to expand outside of Nairobi and Mombasa
 

they must have ac:ess to appropriate infrastructure. Because of this
 
lack, as well as for some of the other reasons cited, there has not
 

been the appearance of manufacturing growth poles in other cities and
 
towns that the goverauen: has an-:1C<pa,--ed. The orly evldence t- da

of real growth outside of Nairobi and Mombasa has been that of Thika
 
which currently provides 10 percent of the national formal sector manufac

turing employnent. In 1978, the last year for which we have these 
statistics, ThIka managed to capture a 16 percent share of the growth in 
the sector. In contrast, Kisumu, inthe crowded and poor Western dis
trict of the country, represented orly 3.5 percent of the base and 4 
percent of the increase (Livingstone, 1981). Table 1 shows the regional 
distribution of manufacturing amen; six cities and towns by size of 

f Ir-..s. 

Table I is also Important be,:iuse It shows the vcry small ,:anufac
turing base in Xenya. Only 139,000 people are eDloyed ir,manufac:tur,, 
ing, with 27,000 of those In the rural arehs, 71,23- in ?Nalrobi and 

MHobaso, and 41,412 in ttie urban areas ,e uo of the ,il eitles ard 
lar2er tOwns.
 

The need for rural enterprise develo :rnt to pr:vide addit!:ra: 
eployment varies fromi provnct to province. The greate;t concentra

tion of need seems to bt In the Western districts of Kenya. This Is 

consistent with USAD/Kenya's own priorities. Table 2 provldu) an 

overview of these needs from the perspectives of population density, 

carrying capacity of the land, percent of income spent on food, and 

small-farm hcuseholds below the poverty line. 

As column one show: there Isa great variation of population den:!
ty among the provinces With Central, Nyan:a and Western provinces showing 

an average population density per square kilcrreter 12 tlmes that of the 
1es: denly ;Ctowe't Irels. Vnce th'%den:z'tj 'i eo'(jret 16P "art 
by the carrying cazacity of the 1Und dut to its rainfall and fertility, 

it is Important to look at province-by-prevince prodictions of the 
capacity of the lend to carry Itl population In the year 6200. Here wo 

.. wilal:: yis * .&t and wa!l tr:'Io::z=, .'.. a rpt:. 
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Table 	2 

Comparative Needs of Provinces
 

Carying Food Consumption Z Small-fartu

Density Per Capacity as % of Minlmina Households Below 

Provinces /-Z/ KM / (O00s) 2/ Expenditure 3/ Poverty Line / 

CENTRAL 127 +2.9 80o 18.2 

COASTAL 11 - .58 NA 	 43.5 

EASTERN 
 12 +1.9 76 	 28.5
 

N. EASTERN 2 + .34 NA NA 

NYANZA 169 +2.9 53 55.5
 

RIFT VALLEY 13 -3.1 
 61 38.8
 

WESTERN 162 +2.0 
 49 	 51.1
 

1/Source. Population Census. Kenya, 1969.
 

/1Year2000 Projection, GOK, Physical Planning D'.partr.nt, ministry

of Lands and Settlenent, 1976.
 

-/World Bank Country Study: Kenya, Population and Develo;xent,
 
p. 	 51. 

-/ILO estimate 11 with consumption criteria at Kshs. 2,200 (1974). 

e4 

http:D'.partr.nt


estimated at 2.9 times the amount able to be supported by its land and
 
industry, while the Wpstern and Eastern provinces will be at almost
 

double their capacity.
 

If we look at current indicators we see in column three that people
 
in Central and Eastern provinces use a higher percentage of their income
 
to buy food than the already high percentages (over 50 percent) of
 
Nyanza, Rift Valley and Western Provinces.
 

It is when we examine the poverty index ror smallholders that
 
the imediate need for additional income for rural families becomes
 
most clear on a regional basis. Here Nyanza and Western Provinces
 
followed by the Coastal Province show the greatest percent of small
holders living below the poverty line. There is a significant demonstrable
 

need for additional income in every district of Kenya, and the need will
 
get greater as the population increases, but as USAID's priorities indi
cate, it is the Western provinces that are, and will continue to be,
 

the most heavily impacted.
 

COMMERCIAL LENDING
 

We have examined the socio/cultural context of the Rural Private
 
Enterprise Project and its target group of agri-processors and fokil
 

and informal enterprises. Now we turn to the instrumentality chosen to
 
deliver project resources to the target firms. In this section we will 
look at the terms and conditions of commercial bank lending in Kenya, 

the short- and mediwn-term credit patterns In commercial lending, and 
from this make an analysis of where project funds are apt to flow. 

The Compercial Bari~s of Kenya 

There are nineteen commercial banks currently in operation in Kenya. 

Zeloitte, Maskins and Sells ;r:vide an L4alts$f s the Irt&rt =Md 
cap:ity 9 the !.e"60 of te ' rend dlf./ n, ks 4n th_. 

Rural Enterprise Project's goals and objectives. In their opinion the
 
Kenya Com'iercial Bank (KCB) and Its wholely-ownod subsidiary, the
 
Kenya Conr4rcfal Finance Company (KCFC), together with Barclay's Bank
 



offer the strongest capacity for implementing the project. 16/ The
 
study notes inparticular the development orientation of both banks,
 
their staff and branch banking resources, and asserts that both are
 
flinancially viable and strong as shown by their balance sheets and
 

1
profitability."1Z 


Loan practices of the other commercial banks are similar. As in
 
the case of most countries who are heirs of the British banking system,
 
their practices focus almost entirely upon loans on an overdraft basis
 
rather than those of a 
fixed repayment schedule. Such loans can be re
called at any time. 
 They do not make loans on the basis of cashflow,
 
but rather upon collateral (USAID, 1982). There is no real incentive for
 
term transformation on the part of the banks.
 

Credit isconcentrated on the larger, well-established, enter
prises with little Incentive to make smaller, less profitable loans.
 
Fixed interest-rate ceilings allow for little or no margin adjustment
 
according to credit risks, which reinforce concentrations upon the
 
larger well-established clients (IFC, 1982). Collateral requirements
 
range from 100-150 percent of loan size. Typical collateral assurances
 
are land titles, equiFnent, or other physicsl assets as well as securi

ties.
 

16/USAID was in the process of continuing discussions with the
 
comimercial banks during the preparation of this analysis. Our ex
posure has been limited to the activities of the KCB and the KCrC and
 
our analysis made on that basis. However, nothing inour study of

material on Kenyan commercial bank practices leads us to belir.&o that

the KCB is not representative of general banking practices.
 

-U/The KCB is listed as having 47 main branches and 37 sub
branches and agencies, while Barclay's islisted as having 32 branches
 
end 27 sub-branches. The KCFC has only its main office althouyn it
 
operates through all branches of KCB which may make loan recommenda
tions t.o It.
 

http:project.16
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While default rates are reported to be low, with foreclosure pro
ceedings Initiated for about 2 percent of all loans (Kilby, 1982),
 
interviews with bank officials indicated a far higher problem rate, at
 
least intems of loan numbers if not loan capital. The use of such
 
high and limiting collateral requirements allows the bank to screen
 
its applicants at high speed and low cost (Kilby, 1982).
 

Deloitte, Haskins and Sells has noted that:-


Most of the finance provided by the banks is short term,

although some medium term lending up to three years does
 
take place. Most of the short-tem credit isprovided

via overdraft and Is technically paydble on demand. In 
practice overdraft facilities can be renewed, and are often 
deployed not as working-capital finance solely but also as 
substitutes for unavailable longer tem financing. Problems
 
can and do arise in obtaining increased facilities, however,

due to increased market liquidity from time to time. The
 
lack of longer tern lend ng by the banks is primarily a
 
reflection of the short-tirm nature of their deposit base
 
(Appendix 6, Sheet 7, #19).
 

Legattorns of the KCB
 

Inorder to be able to predict with some confidence the size and 
type of firm to which project money will flow, we have examined the 
lending patterns of the KCB for both its short-tern and medium-tem 
lending. David and Wyeth (1978) have provided us an analysis of the 
KCS's pattern of short-tem lending to rural businesses inthe years
 
1974-7S. We have also examined a print-out of the KCB's current loan
 
portfolio for all branches for all types of loans.
 

Inorder to get a better understanding of the kind of lending
 
associated with the project we then examined two types of medium-term
 
lending practices of the KCB. The first Is the current loan portfolio
 
of the KCFC of medium-tem loans made for all purposes. The second is 
the lending made by the XC9 for the just cownploted Intorratlonal inance 
Corporation (IFC) project of 1976. We also visited four of the IFC loan 
recipients to get better first-hand knowledge of the effect of this 
lending upon these private sector enterprises. The results of this
 
study of short- and medium-term lending follow. 
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Table 3 

(1) Short-Trm Lendin 9
 

1975-1976 Rural Business Loans Only (David and Wyeth, 1978)
 

TyPe of Businesse, OnNd by Loan Reipients:. 

Retail and wholesale trading ....8Me 
Transportation services ........ 11% 7
 
Manufacturing and repair .... ,. 11%
 
Food processing ................ 9,
 

Size of the EnteIrrise (Emloyees) "' " 
0-3 •33
 

3-4 
 23%5-9 ............................ 20%
 
Over 10 . .... ................. 15%
 

Distribution of Total Outstanding Credit,.for Businessi8
'
 

5,000 or less 27%..................
27%
 
5,001- 10,000 ..................... 17%
 

10.001- 20,000 .................. 19%
 
20201- 30,000 ..................... 11%
 
309001- 50,000 *......,............. 14%
 
50001- 70,000 ". 4%
 
70,001"100,000 ................. 4%
 
100.001-200,000 3'3m.." 

200001-500,00 1............%........1
 
Over 500,000 W...................
 

Not ascertained .................... 1%
 

-l/t Is suggested that the reader use the GOP deflator of 179.3
to bring the loan figures more nearly approximate those of 1982. 

. Thes* f igures, exceed OO0, because somv loun recipients own more 
.hin one busness, 
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Table4 

Kenya Commercial Bank (KCB) Portfolio of Loans
Made Through Branches Outside Nairobi and mba'a

For A! PurposS AS of Apr; ZI -193
 

Loan Size (Ksh.) 
Number 

of Loans 
Amount 
(000s) 

Percent ofTotal Rural 
Lending 

AverageLoan Size 
(O00s) 

50,000 or less 94659 140372 47.0 14.5 

50,001 to 100,000 756 51,140 17.2 67.6 

100,001 to 200,000 198 27,705 9.3 139.9 

200,001 to 500,000 83 24,597 a 3 296.3 
500,001 to 1,000,000 22 , 14,527 . 4.8 660.3 

over 1,000,000 9 40,208 . 13.4 4,467.6
 

TOTAL 10,727 . 298,549 100.0 27.8 

These two examples of short-term comercial lending show a pattern o 
loans being made Ingreater frequency toward the smaller loan sizes. 

(1t) HedIum-Tem Lending 

The first of our medium-term lending patterns comes from an analysis 
of the current (April 21, 1983) lending portfolio of the KCFC. The 
KCFC is A wholly-owned subsidiary of the KCB and specializes in offering 
term loans for the purchase of machinery, for financial and property 
tnmsactions, etcetera. The KCFC isthe Instrumentality that would be 
chosen by the CS for the purposes of this project (Dlloite, Haskins 
and Sells$ 1982). 

Medim-tarm lending Is distributed In almost a completely opposite 
pattern of that for the short-term cocmerclal lending, and tends to 
confirm the FCs exoerioence of concentration of credit In the larger, 
better established firms. If we compare short-trm lending for all 
purposes by the KCS Inbranches outside Nairobi and Mombasa, we find that 
atouone-half of funds In the lending portfolio are under Kshs. SOPCO, 



while medium-term lending of the KCFC has 86.9 percent of its portfolio
 

In loans over one million shillings averaging five million shillings
 

per loan.
 

KenYa Conurcial Finance Cor-oration (K.C.F.C.)

Ln-,P0rtroJloas of 4/21/83
 

Percent of Average
Number Amount Total KCFC Loan and SizeLoan Sie (Ksh.) of loans- Lnding 


50,00 or less 
 85 1,923 0.3 22.60
 
S0;000,to 100,000 50 
 3,807 0.6 
 76.14
 
10,001 to 200,000 
 71 10,107 .: 1.5 142.35 

200,001 to 500,000 95 30,094 4.5 316.77 
500,001 to 1,000,000 59 41,354 6.2 700.91 

over 1,000,000 113 
 82.88 86.9 5,159.18
 

TOTAL 473 670,273 100.0 
 1,417.06
 

iS
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TFC Experience inWiu!m-
TO 6ongoTOm Credit I 

In1976 the International Finance Corporation (IFC) received 
approval from the President and the Board of Directors of the World 
Bank for a US$S2,000,000 line of credit to small- and medium-scale 
industrial enterprises In the Republic of Kenya. This money was to be 
administered by the KCS with the IFC's line of credit used for the 
finance of acquisition of fixed assets. Working capital requirements 
were met by credit facilities of the KCS. The IFC put a limit of 
US$15,000 to $150,000 on loan size for its credit. The maltmm term 
of the loans were to be eight years and "TMe KC will ensure that all 
loans and facilities are appropriately secured by fixed and floating 
charges over the assets of the borrowers, ranking over all cter lenders" 
(IFC, 1976). The IFC also provldrd technical assistance to develop the 
Business Advisory Service for tho KCB to provide better services to 
its clients in such areas as accounting, budgeting, cash management, 
marketing, purchasing, maintenance, organization and management. 

At the conclusion of the first trenche Ksh. 35.0 million (US$4.7 
million equivalent) had been extended to 19 borrowers. Term loans, 
overdrafts, and other facilities provided by the KCS amounts to Ksh. 
20.1 million (US$2.7 million) as compared to the IFC share of Ksh. 
15 million (US$2 million equivalent). The average loan size of this 
financial scheme was US$234,000. Fifteen of the clients were located 
In Nairobi, two in Myeri, and one each in Kisuau and Mombasa. Approxi
mately 340 new Jobs were created at anaverage cost of US$13,823 in loans 
per job. Client assistance through the Business Advisory Service has 
been Judged effective for the clients. There Is, however, some Indica
tion that these services have not been accepted as general banking 
practice by the KCS, and are limited to special cases such as the TFC 
clients. A descriptionof the 19 firms Isattached In Appendix 1. 

We now hove a description of commercial bank lending practices for 
both short-tem and medium-term loans, We have seen that there Isa 
difference Inthe lending patterns, with the longer-taem loans being 
typically loans In the Ksh. 5 million range, and the short-term lending 



going much more frequently to the smaller borrower. Collateral require
ments for both sets of borrowers are at 100 to 150 percent of the loan 

amount. 

The next section will look at the social impact of the project 
by first analyzing the lending patterns to enterprises to show where 

the loan money can be exected to flow in a mix of urban and rural firms, 
how many jobs can be expected to be created in the urban and rural areas, 

and what social impact my result. 

'TH M)CI& IMPACT OF CO*ICAI. SANK LENOING PRACTICES 

Lendng Pattern and Employment 

We have shown to examples of longer-term lending patterns in the 

coIrcial banking sector. While neither example isan exact fit with 
the project's proposed lending criteria, they are useful approximations 
for the prediction of future coumercial banking behavior. 

If, for example, the project lending should conform to the patterns 
of current KCFC mdium-term lending we could expect that 87 percent of 
project loans would average Ksh. 5 million end generate 113 loans at .hat 
level. We would expect another 17 loans at the Ksh. I million level or 

under. 

If project lending should more nearly approximate the IFC pitt 
of an average loan size of Ksh. 1.6 million wo could expect 361 loa s 
to be made during the life of the project. 

Table 6 contains estimates of the urban and rural distributi A 

of Jobs and loans under the KCFC and IFC lending patterns. For raar 

tive purposes we have held the cost of job creation at USS13,823 (IFC 
experience). The $13,823 figure per job Is a good working figu s. For, 
as we will show below, the firms to which pr:ject money will11flm ar 
all In the 50 =ployee and above size, very close to the avenrse IFC 

firm size of 64. It Isonly when you get to much smaller f1r t t 
you geot to the more labor Intensive ippc tions (Kilby, 198 



Table 6 

Estimated Number of Loans and Employment 
U r W,OSS 0 O conditions 

Loan Condition No. 1: 
KCFC Experience Urban Rural Total 

Jobs 

Loans 

2,894 

100 

723 

25 

3,617 

125 

Loan Condition No. 2: 
IFC Experience 

Jobs 

Loans 

Urban 

1,002 

100 

Rural 

2,615 

261 

Total 

3,617 

361 

U. 
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Inorder to calculate the probable distribution of loans among 

urban and rural firms we used the Dloitte Haskins and Sells estimates 
of target firms, calculating 150 agrl-processing firms in Nairobi and 
hoefasa and 300 inrural areas. This brings the total number of poten
tial tarp'v,firms with 20 employees and over inrural areas to 1,300. 
Since mirtt firms tend to be larger, better organized, and a such more
 
desiraOAe credit risk, we have made the conservative assImtion that 
under present loan criteria two-thirds or 100 agribusines firm in
 

the urban areas would get loans at some time during the life of the
 

project.
 

As Table 6 shows there isa distinct correlation between loan size
 
and the urban/rural mix. The higher loan sizes of current KCFC experi

ence give an urban tilt to project lending. The maller IFC loans give
 
a more rural tilt.
 

We can also use Table 6 to help estimate the probable size of the 

firm that will receive loans. By using the Deloitte, Haskins and Sells 
descriptions of numbers of firms and the nuwer of employees In the vari

ous sub-sectors of the target etterprisS we can calculate that there are 
in the rural areas alone 630 firm inrAnufacturIng alone with over SO 

-
employeus, and an average firm size of 42 for all the rest.1 As based 

on existing lending experience we can predict that loan money will go 
to the bigger and better organized fims.1 / 11cn thus safely assume 
that the majority of the loans will be absortbt by the larger firms which 
will emloy over 50. 

In smmarys, we can predict that project funds under the lending 
criteria proposed In the PID will: 

SBe absorbed by the larger (SO emloyes and up) firms. 

o That a minima of 100 urban firm will receive loans.
 

1-$/e. Table I for manufacturing distribution by firm size and 
urtan And M-1a1 :dty lgCat1VIC. 

/See Deloitte, 4uiklns and Sells p. 60, go. 112 for a more
 
detailed discussion of capitl availabdifty for smaller versus larger
firms.
 



o 
 That job creation wiT be at a cost of US$13,823. 

v 	That the distribution of urban/rural jobs and loans depends 
upon average loan size. The smaller the loan the greater
the rural impact. 

Probable Project Goal Attainment 

Although project goals and objectives as they are stated in the PID 
are open to some latitude of interpretation, the overall conclusion that 
must be drawn Is that stated project goals and desired outcomes will 
not be achieved by this project as now designed., 

Table 7 shows project goals and objectives as stated in the PIO and 
their probable attainment under conditions similar to the KCFC and the 
IFC 	lending patterns.
 

Table 7
 

Attanment of Project ObjIctives under Two Lendini Patterns 

Project Goals and ObJectives KCFC IFC Commentl 
Accelerate establishment and ox-
pansion of rural private enterprise 

25 f irms 261 f Irnus Only for firm 
eploying 50+ 

Wprove standard of living for 
rural people , 

Employ Employ Low No. of Jobs 
dollar invested 

per 

Increased markets for agricultur-
al production -V0nstment Inexport 

Unknown 

Increased capital flew to rural 
private enterprise 

Sall Modest Urban absorption
High 

Increased capacity to the banks 
to mike loans to rural private 

25, 
Loans 

261 
Loans 

"Capacity* Increase 
Is S capacity 

enterprise availlable to lnd 
Greater utilization of business None None No small firm 
services by ml 1 entrepreneur lending 
New Jobs directly created outside 
Nairobi and Mo=ss 

723 2,616 Costly 

Incrtased value of output for Yes Yes Machinery purchases oil1 
project assisted businesses increase value of output 
Increased net worth of project 
businesses 

Yes yes 

Economic return on investment In 
project assised businesses 

High High Return of investment 
high for ownes 
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The most importart goal of the project, that of "accelerating es
tablishment and expansion of rural private enterprise" cannot probably be 
reached without changes in the lending criteria. As Table 6 shows, if 
lending is left to the current pattern of KCFC lending only 25 rural
 
(that Is outside of Nairobi and Mombasa) firms would get loans. If loan
 
criteria were made to approximate the IFC conditions, then past experi
ence would indicate that some 261 firms outside of Nairobi and Mombasa 
would benefit. However, all loans, in any case, would most probably go 
to firms that employ over 50 people. 

The most direct and important improvement of the standard of living 
for rural people would be In income generated by the new jobs created 
through the loan. However, with a new job cost of an estimated US13,823, 
the creation of jobs would be very low compared to the USAID standard in 
the PI0 of US5,000 per job. -

As Table 6 Illustrates the only real Increased capacity of commer
cial banks to make loans to rural private enterprise would be in the 
few more rural loans made from the funds available (25 to rural enter
prisos under the TJCFC condition and 261 uider IFC conditions). There Is 
no Indication that the program would provide the increased staff capacity 
for rural branches, for there would not be the demand to Justify addi
tional staffing. 

Smneficiaries 

It is clear that USAID/Kenyals Priority Beneficiaries -- the rural 
poore women, residents of the Western provinces, and the rural 
entrepreneur -- will riceive little direct benefit from the project 
unless the conditions for lending are altered significantly. 

Table 8 Illustrates some of the benefits and the costs of lending 
to rural enterprise. As table 8 1.lustrstes, effective assistance In 
rural areas to target beneficiaries necessarily Involves smaller firm 
size (in number of wnployeus) anm higher program costs. But as costs 
go up so lo the opportunities 6o have a significant impact upon the 
target population of rural enterprises (formal and informal) and related 

potential beneficiaries, the rural poor smallholders and women. 
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Table 8 

Relative Costs and Benefits Mf 
Assistance by Size and Type of Firm 

Fi rm Lalbr , TAI / BenefitTO Access toCeiI t of 
Size Intensive Risk LOgug Needs Women OAers' 

50 & up Low mod. Urban Mod. Low High 

20-49 Mixed Mixed Mixed Ilixed Low Mixed 

1-19 
Formal 

High High!1Y . Rural High Some Low 

1-19 Vogl High!! Rural High High Little to 
Informal High None 

-/Seen by commercial banks as very high risk and very costly 
to lend to. Experience with NGO lending at this level confirms 
the high need for technical assistance and thus high cost but the 
risk appears to be highest where these smaller firms are attempting 
to take a much larger market share and thus expose themsolves to 
better organized and financed urban enterprise competition. 

- O Technical Assistance we mean both managerial assistance and 
technological assistance with the former predominating at the lower
end of the enterprise-size ladder. 

* 4
i 
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From the analysis above we can make the following general assess
ments regarding relative benefits to beneficiaries:
 

Lare firms Direct benefits to owners who are almost without ex
0emption urban, wealthy entrepreneurs with many years 
K of business experience. 

Oter direct benefits, though far waller, to new em
ployees who will receive a rough average of Ksh. 1,SO0 
per month.
 
Indirectly, rural households will receive from Ksh.
 
50-100 per month where the employee has fMily in
 
the rural areas..g/ -


For women receiving the cash transfers, much of the 
value Is offset by additional work on the smallholding
 
as wall as lost opportunity for employment in local
 
informal enterprises.
 

Medium-size 	 Direct benefit to owners who will tend to be experi
fmis eaced urban entrepreneurs.
 

ox 
 Workers will receive approximately the same wage as in 
larger firms.
 

Transfer payments to rural households will enerally
be low as majority of these firm will sti 1 be Ir 
urban or semi-urban areas (see Table 1). 

Women will have almost no opoortunity for direct em
ployment, and secondary benefits will be as low as
 
in the larger firms.
 

Sml size firm Owner ismuch more likely to be a rural entrepreneur 
mwith the enterprise located in rural areas. His 

1-- mloyels 	 direct expenditure for the firm will have a heavy urban 
flow due to economic structure of the country, but 
some of his spending will be for local raw siaterials
and labor. His personal Income will be spent in rural 
areas (see below). I
 
Hit "orkers will usually receive a lower wage than urban 
counterparts, but rural spending will be far higher be
cause worker my very well live In the area of the 
* 

enterprise.
 
Women will have higher posslbflity of direct empoyment. 
IfSpouse Isempoyd she will have disbenef: of txzra
 
work and loss of opportunity for amoloyment, but will
 
have benefit of h'gh proportion of spousel wage flowing
to household Income.
 

I/A Study by Partnership for Productivity of 24 women's groups In 
Western Province shows average transfer pay'mwets from urban amployed 
spouses to be Ksh. 50-100 per month. 



Itsfz fim Owner ishighly likely to be rural resident and will!n=O1A7 receive and spend profits inrural area. 
His expen
2O"S diture for the firm will be for local product and 

labor. 
Employees will receive lesser wage and benefits than
forma1 enterprise wage earners, but enterprise ismuch 
more likely to be close to employee's rural home, withless cost for worker subsistence, and more access for 
Wmen. ..
 
Women have highest potential for both ownership of
 
enterprise or mployment (Livingstone., Ch. 4, 1981).

Probablo closeness of enterprise to woman's household
 
is a di ct benefit to women for employment and in
creased proportion of spouse's wage.
 
Employment for men and women far more likely to be
part-time and/or intermittent. Supplmnting on-farm

activity's increased cash income associated with in
creased farm productivity.
 

Socond& Beneficiaries of 

If this project Is changed to develop rural enterprise, the 
secondary beneficiaries of additional wages provided should be found 
In the large part to be owners &d operators of the food distribution 
sector. 

Trying to trace the secondary bent ts of rural employment is at 
the current level of available data approximate at best. There are 
Some studies on household consumption In rural areas, but even such 
basic estimates such as household consumption for food as a proportion 
of cash Incoe may vary as much as 20 nercent. Therefore the following 
cuments on secondary beneficiaries of rural wages must be taken as 
apprCxifate and needing further studies for refinoeent. Table 8 shows 
household consumption patterns as derived from the IRS. 

The best available Information IsIn the food distribution sector and 
beCause of "e data, and tte import-ance of food eponditure at a propor
tion of cast xprditurt. this art&Ift Wetted to illustrate s#.cdjrt
benfits. 



Table 9 

Rural Smallholder Household Consumpeton 5' 

OM Purchased Purchased 
Produce Food Non-Food Miscell. Total* 

Householder 36% 43% 15S 6% 100% 
Conswption 

Cash NA 67% 22% 11% 100 
Purchases
 

It Is important to note the high percentage of cash income of 
the smallholder that flows to food purchases off the farm. Reduction 
of cost of purchased food would have great benftt for the farm family. 
Table 9 then shows a further breakdown of those off-farm food purchsse5 
by type of food purchased and the nature of the establishments. The 
table is derived trom Spliet, pp. 112-113, 1978. 

Table 10 

Rural Small Trading Center Food Purchasing 
Percenta ge Distribution btSgurce OfPurcnla
 

Retail Duke 11arket Trader Friend/Neighbor Other
 

Non-processed 35% 42% 17% 6% 
Food 
Processed Food 78% 71 12 3% 

From Table 1 we can see the importance of the retail trader Inrural 
mall-trading centers. The average mallholder Isspending 67 percent 
of his cash Income for food. Cf tMat expenditure for food, 35 percent, of 
his non-procesed food aqexditer r 78 percent of his processed food 

IA/AIthough Table 9 . derived fro IRS data,'shows Percent of cash 
spent on food to be 67 percent for the smallholder, Spliet, p. 127 (1978)
shows an aggregate cash expenditure per adult equivalent as spending 44 
percent of cash income on food. Difference awy be accounted for by IRS 
selection of the mallholder householder where percentage may be higher 
than all rural adult equivlents. 



expenditures are passing through the retail trader's establishment.
 

However, not much of the processed food expenditure stays in the rural
 

areas because of Kenya's centrist urban'monopoly on food processing.
 

The retail trader has very low profitability and a great deal of cwpe

tition. The average rural retail trader income from the store is Ksh. 

6,240; double the wage of the day laborer, but not high enough for rural 

capital accumulation (Spliet, 1978).. - . . ., 

Based on the above we can see the importance of reaching and
 

assisting small production and distribution enterprises at local levels.
 

Using food processing as an example we can see local enterprises would
 

provide lower cost goods for rural consumers (through reduction of
 

transportation costs) and, in many cases, better nutritional value 

(Spliet, 1978). 

.5. k* I, 
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Rural Small Enterprise Emoloymnt 

We have seen above the need that exists for the rural Kenyan small
holder to find ways to supplement his family's on-farm resources with 
off-farm income. We can reasonably expect the already high dependency
 

tof the smallholder upon off-farm incom to increase as the rapidly 
growing porjlation forces ever smaller subdivisions of family property 
among male heirs. Rural Income provision is an important and necessary 
resource for the Kenyan economy. 

What is the most effective way of prmviding additional rural Incomes? 
One way is to assume the utilization of project loans for enterprises 
that have the likelihood of the highest possible employment generation. 
We have seen from the J.F.C. experience of granting loans to small- to 
medium-size firms which were expanding their businesses, that the average
"cost" per job created (total loan per Job) was US$13,823. We have 
compartd this experience to the wider experience of the World Bank and 
have found that to be typical of loans meeting the expansion needs of
 
successful and growing small- to medium-size enterprises. 

From general World Bank experience we find that small enterprises
 
show an average fixed asset/direct employment ratio between $1,000 and 
$3,000, and medium/large enterprises between $10,000 and $20,000. As 
the Bank points out: 

What is, therefore, important is the relative labor Intensity,
Lwhich is] roughly four to 10 times higher for small firms. / 

-/Average off-farm income 43 percent, and as high as 77 percent for 
the very smaitles holdings (Kenya, Rural oads , 1981). 

1 Employlymet and evelopment of Sall Enterprises," Sactr Policy
Paper, World Bank, 1978, p. 63. 



Inaddition the World Bank analysis shows that lending to firms for
 
expansion carries a "costO/direct employment ratio
 
on average three times higher than fixed asset/direct employment ratios,
 
This difference is due to the tendency of enterprises to upgrade their
 
production technology and become more *modern" and capital intensive.
 

From a study made in1977 of rural industries in Central Provincei/
 

we found that the average'amount of depreciated fixed assets per employee
 
was Ksh. 7,000 (roughly equivalent to US$1,000 per Job). There is,as
 
Table shows, a great variation from Ksh 9.for woodcutters to Ksh.
 
23,424 for employees in Iosho mills. However we can generalize 
that project loans made to this rural small enterprise sector will 
have a "cost"/direct employment ratio of approximately $2,000.Y 

On the basis of the two Kenyan studies of employment generation/cost
 
ratios and the worldwide study from the Wrold Bank we can
 
make some generalizations which will be useful to the Rural Private
 
Enterprise Project:
 

1. Small firms in rural areas are approximately seven
 
times more labor Intensive than larger, more urban
 
fIms.!
 

2. Loans made to start-up enterprises have a greater

likelihood of being more labor intensive than loans
 
to improve existing firms.
 

1/Norcliffe and Freeman, "Rural Industrialization Policies and
 
Programes in Kenya," Norecliffe, Freeman and Miles, I.L.O.; 1980, 
pp. 35-40. 

VEstimate based upon 50 percent of the loans going to new
 
businesses, and 50 percent to existing firms which will use the loans
 
for more capital intensive machinery.
 

-/Es' i"atod cn i "cost*/drtct tol tnnt ratio of USS2,C00/mach rural enter
prise new Job comared to US$13,823 experience of the IFC for loans to
 
expanding smai- and medium-size urain enterprises.
 

S SI 



Table 11
 

Capital Inputs for Rural Industries
 
inContral Province, 1977
 

Depreciated Current Assets (Ksh)
 

Industry 


Woodcutters 
Posho mills 
Daily products 
Poo.e brewing 
Bakeries 
Other food industries H.C.S. 
Sisal bags and mats 
Weaving, spinning, knitting & dyeing
Clothing 
Animal skin products (including shoes)
Cement and stone blocks 
Other construction, n.e.s. 

Sawmills 

Furniture 
Wooden handles 
Metal farm implments 
Household utensils (including Jikos)
Other metal products 
Car and truck repairs
Tool and machinery repairs 
Clothing and footwear repairs
Bicycl. repairs 
Other repairs
Natatu operators 
Water carriers 
Animal-drn vehicle operators
Other transport operators 

Aversoe per 

ns e
 

2 9 
48,312 

142o667 

64,095

5,000 


525 
so 


4,710 

10,010 

11,975 


80 

13,700 

265,000 

38,501 


125 

9,750 

7,693 


44,333 

12,144 


400 

2,897 


10,166 

5t345 

43,900 
2,500 

1 5lO 


80 


;Average 2.er
 

23,424
 
19,022
 
8,248

2,s500 

525
 
50
 

3,140
 
7,044 
6,973
 

80
 
6,850
 
19,630
 
16,001
 

83
 
9,750
 
4,583
 
19,000
 
2,626
 
400
 

2,173
 
7,469 
4,157 

21,415 
2,500 
1,500 

80 

189,232 

Source: "Rural Industrialization Policies and Progrer.ming ir Kenya,"

Norcliffe, Frie=n and Mtles, ILO, 1980.
 



The Relative Valueof Loans
TO RU2 Sal Ente rrse 

We have seen that rural small enterprises generate, on the average,
 
seven times the number of Jobs per investment than do their urban small
to medium-size counterparts. But, for this inf6rmation to
 

be useful, Itmust be set in context.' -

For example, we must ask: "'Howgood are these rural jobs? Are
 
they as valuable as urban employment In larger firms?" We estimate, 
although we have no extensive studles to confirm our impression, that 
rural wages are lower and have fewer benefits than urban wages. However, 
this disparity is almost completely balanced by: 

1. The closeness of the rural job to the employee's smallholding. 

2. The flexibility In many of the smaller enterprises which al
low par-time and intermittent employment thus allowing the 
worker to farm as well. 

3. The increased benefit to women that rural enterprises allow 
greater direct employment possibilities. Additionally, male 
employment in nearby firms increases the percent of the earn
ings that return to the household, and reduces the social and
 
work burdens that an absent spouse puts uoon the rural wife.
 

ttNtfor th1 r*UIwn thAt e recomend tn the following section:
 

That $5 million be made available specifically for the 
development of rural private enterprises which have 
assets below Ksh. 300,000 and/or employ between 0 and 20. 

We further recommend that although loans should not be
 
restricted to productive rather than service enterprises,
 
to the maximum extent feasible loans should be given to

rural productive enterprises, thus multiplying the economic 
benefit of the loans. 

S 4 



REC ATIONS ON THE COMMERCIAL LENDING SCHEME 

As is clear from the preceding analysis, to address the critical 
socio-economic problems facing Kenya, the project must mve toward in
creasing incomes and employment in the rural sector by assisting smaller 
income and employment generation efforts at the local level. This would 
best be accomplished through assistance to small rural firms, coopera
tives, and other indigenous enterprises. However, it is questionable 
to what extent this can be attempted broadly through coomercial banks. 
For this reason, we favor -- to the extent possible -- the expansion of 
NtO and other alternatives (as cited below and inthe following sections). 
St' , the main lenoing component could be 1mp7-4ved significantly from 
a socio-economic perspective by making some imortant alterations in 
the final design. In this regard, we make the following recomndations. 

1. Specify a.a policy to the banks the program's intention of 
reaching inal11 enterprises, cooperatives, and other entities 
representing USAID/Kenya's target population and introduce 
incentives to the banks to carry out this policy. 

This could t done in two major ways: 
* 	 First, a certain share of loan capital could be allotted 

on a barik-by-bank basis to be lent to this sector as a 
specific requirement of bank participation. Special 
lines of' credit could be set aside for small-scale enter
prises and limits could be placed on lending above siecifled 
asset levels. 

* 	 Second, the margins to the banks could be adjusted upward 
for lending to enterprises in this sector. 



Based on available data, we recommend that $5.0 million1 be made
 
available for commercial bank lending to small-scale rural enterprises; 
that is,enterprises below 13hs.200,000 in assets and/or in the fim 

-size from 0-20 employees.Y However, to be effective, this reccMendation 
must be taken together with those cited be ow addressing loan secrity, 
types of loans and the geographical areas to be emphasized in lending.
 

2. Effect a lowering and liberalization of prevailing comercial 
bank collateral requirements. Kenyan comercial banks normally
require clients to pledge physical assets in excess of 150 
percent of loan size as collateral. As this policy excludes 
the vast majority of rural entrepreneurs -- inparticular
rural women who do not traditionally hold title to property -
from obtaining coaercial credit, we recommend three possible 
courses of action. 

First, as a condition of participation, banks could be re
quired to make verificable efforts to lend on the basis of
 
positive feasibility studies and cashflow analysis.
 

* 
Second, banks could liberalize collateral requirements

for clients who are receiving technical and managerial as
sistance from NGOs. These NGs Inturn could assist
 
clients in preparing loan applications and insecuring

credit.
 

e Third, a system of shared risk assumption could be estab
lished to lower the banks' risk exposure in lending to 
maller, poorer enterprises which traditionally are con
sidered high risk. The latter tbo considerations are dealt 
with in greater detail In the following sections. 

3. Promote the exten:ion of credit for working capital. The majority
of African rural enterprises are retail or service as opposed
to manufacturing enterprises. Their credit needs, as pointed out 
ythe ,KCS
are largely for working capital. Consequently, term 
Iending will not reach this target group to any significant ex
tent. Working capital, therefore, should be made available either
by altering current on-lending criteria or by specifying the use 
of matching credit capital on the part of the banks. As we 
understand that banks can atch with short-term funds, this 
should not present major difficulties. 

See prtvIous 3ecticn cn Rural S411 Enerprite =pz.ymen*:, 

1/ThIs does not include credit to cooperatives; credit recoamndations 
for this sector are detailed later in the report, 
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We should note here that we do not disagree with an emphasis on
 
rural manufacturing activities. 
However, at the small-scale level,
 
the creation and growth of such enterprises would best be assisted
 
by providing extension services and technical assistance, rather than
 
by limiting the type of credit available. Thus, we believe ItisIm
portant to promote manufacturing, but to do so through the extension of
 
technical assistance for enterprise start-up, upgrading and expansion.
 
To the extent possible, group enterprises should be favored inpro
moting production-oriented rural enterprises. 
 For reasons of efficiency
In sirvice delivery, equity, and labor-intensity, group enterprises 
also provide a good way to prote employment of rural women. 

4. Make efforts to move lending out of Nairobi and Mombasa,

preferablj to the highly populated, poorer districts Inwestern Kenya. As stated previously, we find that underthe present criteria a greater numbtr of large firms Inthe prfmrry cities will qualify for loans than originallyanticipated. Most of the loans will go to firms with SCand above amployees. Firms of this sze provide virtually
no ployment oppcrtunities for women. Because of therelative absence of larger manufacturing firms in rural areas, moving loans to the rural areas will prorate lendingfurther down the enterprise scale with several positive

associated implica:tions. 
 Moving loaos out of Nairobi and
 
Mombasa will:
 

* effect lending to slhller-size firms; 

e create more rural-bosed job opportunities;
 

e offer employment opportunities which are more accessible 
to women; 

* promote the use of more local resources; 

* Increase goods available at the local level; 

e reduce transportstion costS a;soc1lted with distributicr.
 

Aain, however, the African poor will not be reached unless thisrtCW-4Aedatlzfn t Adoptted In conjunction Otmn changes in tmelending terms and policitis stated above. 



-35-


The question of how to Implement such a recoa'mendation through 
the comercial banking structure again arises. Two alternatives 
are possible: direct allotments on a regional basis; or adjustments 
$0the moargins (spread) as an Incentive for banks to lend to rural

based firms. We would favor the former alternative of direct allotments 
aS the latter alternative would be more complex to implement. This is 
because it isdifficult to identify on a case-by-case basis which 
firms to target and to monitor banks' compliance unless there isa 
shared sign-off on risk with the intermediary. 

A more direct approach of credit allotment on a regional basis would
 
more adequately assure geographic equity. But again, regional alloca
tions alone would not necessarily address the serious equity concerns
 
raised by the comercial lending scheme.
 

S. Lastly, since the coaturcial banks themselves offer little In
stitutional flexibility Interms of socio-economic developcent
 
concerns And particularly with regard to Involving women as 
clients, we recoor-end the NGO-type activities specified inthe 
PIO be financed to the maximum extent possible 1/and that addi
tional institutional mechanisms for the channelTng and utiliz
tion of credit and for the delivery of non-financial assistance
 
be investigated further. Inthe follewng sections we asiess
 
USAIO-assisted HGO programs which involve income-generation

assistance and further explore other alternative programs and
 
Institutions operating inthis sector.
 

YOy 'maximuM extert* we mean financing up to the legitimate absorptive
capacities of such organizations. WIe are acutely aware, .rm past experi
ance, with the dangers of over-funfng NGOs. 
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Part 1I: NON-GOVERNMENTAL ORGANIZATION COMPONENT
 

INTRODUCTION
 

The following assessmnts of NGO programs were undertaken at the
 

request of the Mission to: (1)gain a better understanding of the program
 

operations and capacities of organizations receiving support for income

and employment-generation; (i1)detail, to the extent possible, the impact
 

of these programs; and (iii) determine the absorptive capacity of these
 

progra s over the next five years.
 

We have carried out these assessments by interiewing program
 

administrators and staff, examining relevant documents, records and reports, 

and visiting clients and their enterprises with NGO field staff. As stated 

previously, the consultants were greatly assisted inthis aspect of our 

work by P.A. Chitere, K. Macharia, and V.flyamodi. These professionals 

did preliminary research and docuwentation on the programs and drafted 

analyses and tssessrents for the Ford Foundation.
 

We have sunrized collectively the points of assessment on the NGOs 

at the end of this part of the report. This was not an easy task given 

the very great diversity ingoals, clientele, length of experience, and 

operating methodologies of the organizations examined. For this reason, 

we wish to stress that we have made no attempt to do a comparative 

assessment. Rather, the purpose Isto assess the overall strengths an
 

weaknesses of these programs foruse indetermining the appropriate .
 

structore and role of an Intermediary assistance entity (the section 1 
which follws InPert I).
 



PARThERSH1P FOR PRODUCTIVITY
 

I. Introduction 

Partnership for Productivity (PfP) isa private voluntary organiza
tion which was started in the Western Province of Kenya in 1969 by the 
Quakers. PfP's primary goal is to assist InKenya's economic develop
ment by allowing people to release their creative productive potential 
in an economic seting. The main objective is to improve the ability of 
small econwic units to successfully manage their businesses. The 
strategy employed by PfP isprocess oriented through education in 
managing small businesses and other productive activities and promo
tion of other areas of counfty development which support enterprise 
growth. 

11. ProJect Description
 

A. Brltf History and Description
 

PfP's early program of business education focused on Individual
 
entrepreneurs and business cwners in the Western province. The clients
 
were not among the very poorest, but benefited from the management 
assistance.
 

j;1970$PfP
_In thj _qitiatod a loan program to support its other
 
small business development groar|s. Unfortunately, due to serious re
payment problems of clients the program ended in the late 1970s. At this 
time there alsc was a major shift In PfP .namqe.iunt from€ control by 
Atiylertn txpatr ates to local Xeryins. Sy 1979, the fP staff was #n
tirely Kenyan.
 



By 1980 several other changes ensued. PfP broadened its geographic
 
coverage beyond the Western province Into the surrounding Nyan:a and
 
Rift provinces. Kakamega became the western regional headquarters
 

for PfP's operations here. In addition, a Central regional head
quarters was opened intNyerl In Knya's cent.ral provinc. Ats this 
time PfP also broadened its functional emphasis by pursuing a more 
Integrated approach to small enterprise development. This included 
emphasis on organizing women, legal education, agricultural development,
 
and improved technologies.
 

B. Organizational Structure
 

PfP is run by a Board of Directors which meets regularly inNairobi. 
Operations are overseen by a central office in Nairobi which is run by 
the General Panager, the Administrative Manager and a support staff of 
seven. The Western regional mtnager, and a field and support staff of 
30 wktrk out of the Western regional headquarters in Kakamega; the central 
regional manager and a field ard support staff of 10 work out of the 
Central regional hoadquarters In ,iyer1 (see Chart I). 

1. Stff education and exogr .ence. 

PfP's manageent staff Is highly qualified with training In such 
diverse fields as law business manageint, accounting, engineering,
 

social work, agriculture and education. Some are experenced Inplanning,
 
managing and implementing development projects; while the younger staff
 
are gaining on the job experience. Women are well represented Inmanage
ment in the Western region. 

The field staff have major responsibillty for actually delivering 
PfP's services to clients. They have training Inaccounting, agricvtlural 
extension, socil work, and home economics. In addition, they have re
ceived in-hcuge t.G!In2 2n legal iss wcmnls Ints, rural ecoy 
agricultural extension, curriculum planninV for business education, or
ganizing groups, and otner arems relat*d :o lmol ncinq Pfls progr~as. 
Many of the fleld ax tsion a;ents have worked with PIP for weveil ieers 
and are experienced Indelivering services to Individual clients. 
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PfP Oraantzation
 

[PIP Board of Director
 

(NAIROBI)
 

C EL MAI1AGERP 	 AJI VATIVE MANAGER 

(NAIRO _I) 	 SUPPCRT STAFF
 

(?NA:RC9) 

western RQional 	X~na~er ~JCenrlRional ?4'4nQrJ 

ri, E GA YER) 

(WESTERN, NYANZA an~d 	 (CEITRAL PROVINCE)
RIFT PROVINCES) 



Therm has been a recent effort to recruit women field extension
 
officers as part of PfP's Women In Development progrcm. To date there
 

are six women who work primarily with women's groups. The very unique
 

skills required for this work are developed on-the-Job.
 

2. Pay-scale.
 

For all levels of staff the pay scale Is low. Relative to other
 

NGOs, the pay scale is comparable at the management level, although lower
 

at the field extension officer level. Nonetheless, the field officers
 

for the most part demonstrate a high level of comitment to their work.
 

3. Staff-turnover.
 

At the field level# staff turnover t high. A mJority of ex

tension officers and support staff have been with PfP for five or more
 

years. One secretary has been with PfP since it.first began in 19(9.
 

New anagers were recruited In 1981 for PfP's Women in Development
 

and Law in Development program. Although both had little direct develop

ment experience prior to joining, they art highly trained and comitted
 

to the programs. 

The top position in Pf? is the General Manager. This position has 

turned over three times In the past five years. This has somewhat Influ

enced PfP'$ progromaatIc consistency. The present General Manager, who 

assumed the position early in 1983. was previously the Western Regional 

Manager. His fi6ld level experience with Pf? is a tremendous a;se: to 

his present position. 

4. PfP raletionshis with other prgr~m, elnd ;roiects. 

PfP has links to several goverrvintal And non- rnwnta1 oro s 

and projects. On the govermmnte1 side this includes thefollowing:
 

(a) the Ministry of Culture and Social Affairs has 
usood ofo to ;.rvidt tochnlcil assifsace to 53
 
of Its womenis groups in the Westem Province;
 

(b) nine Village Polytechnics in both the Central and
 
Western r tg"Is have PfP field exteosion officers
 
teach accounting, business managant and Improved
 
technologies;
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(c) the Ministry of Trade iind Commerce has PfP field 
extension officers teach business education 
seminars; 

(d) the District Commissioner of Saya reluosted PfP 
assistance in implementing a pilot water project. 

On the non-governnntal side PfP has established relationships 

with many organizations Including Bread for the World, UNICEF's NGO 
water project, Intermediate Technology Group and Technoserve. PfP's 

relationship with banks has been limited, although the staff recommend 
certain clients for bank loans. Business records kept by PfP clients 

help, in some cases, to secure loans. 

S. Fundino.
 

PfP funds its activities through a combination of bilateral,
 

private, and non-governmental soujis. In recent years a majority of 
I e come from USAID and the Ford Foundation. They jointly furd 

the Women In Development Program; while USAID funds the Law in Development 
Program. The remainder of PfP's activities are funded by IBM, Bread 
for the World, United Methodist Churches, Dienste in Urbersee, ITIS, 
and client contributions (see Table 5.1). 

Table 5:1
 
PfP Incom bX Source: 1981-1982 

Total Income " Kshs. 2,953,778 

Percent Breakdown by Source
 

Ford Foundation (Women) 22.1%
 
USAID (Women) 19.4% 
USAIO (Law) 18.7% 
IBM 18.6% 
Brad for the Wcrld 12.0% 
United Methodists 3.0% 
Dienste In Urbersee 2.16 
K=K 1.7% 
ITIS 1.0% 
Other Income I. % 

source: FP records. 
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PfP's expenses break down as inTable 5.2. Overhead expenses
 
are approximately 27 percent.
 

Table 5.2
 

PfP Expenses: 1981-1982
 

Total Expenses Kshs. 2,459,995 
Percent Breakdown by Category
 

Personnel Costs 47.5%
 
Office Costs 7.0%
 
Administrative Costs 6.1%
 
Transport Costs 13.0%
 
Aid to Development Projects 15.7%
 
Vehicles, Furniture and Equipment 10.5%
 
Other 0.2%
 

6. Beneftciaries.
 

PfP clients are involved either insml snasLor ingroup
 
4.MJgn era~ng-eJ t I4.S-A m it of clients are women who
 
are group members (see Table 6.1).
 

Table 6.1
 
PfP Clisnts: 1983 

WMIEN MEN TOTAL 
TOTAL FOR KENYA 

Groups * 91 2 93 
tMembers In StOups 3,391 164 3,455

Individual Clients 45 120 165 
TOTAL 3,436 284 3,620 

W/estern Reqion 
Groups s8 2 80 
No.Members InGroups 2,401 164 2,46S 
Individual ClIents 35 70 105 
TOTAL 2,43S 234 2,570 

Centrel ReAlon 
Groups 33 -0- 33 
to. Mwders InGroups 990 -0- 990 
Individual Clients 10 s0 60 
TOTAL 1,000 so 1,050 



Inaddition to the above clients, over 700 trainees innine Village
 
Polytechnics receive training fr(xn PfP staff inbookkeeping.
 

(a) Definition of PfP's tanget grouo. PIP defines its
 
target group as both poor and non-poor. Poor include men and women 
from 18 to 70 years old, living inrural areas and towns. They have 
limited education, skills, resources, and economic experience; they 
may or may not have family or other social support; and they must need 
and be capable of benefiting from PfP's services. Tho non-poor have 
influence at the local level, are engaged ineconomic activity, and 
can benefit from PIP services. Any assistance to the non-poor should 
ultimately contribute to the poor. 

(b) Background of PfP's individual clients. PIP has a
 
total of 165 Individual clients. Approximately three-fourths arv men
 
and one-fourth women. No systematic information Isavailable from PfP
 
records. However, a 10 percent sample survey of individual clients in
 
the Western Region (Chitere, 1983) shows that:
 

e 	A majority are aged 40 and atove; one-third are less than 39,
 
one-third between 40 and 50, and one-third over 50.
 

* 	 Most clients have a primary education, but few (17 percent)
have a secondary education. 

* 	 Economic status (based on an indicator which measures access 
to land, assets and other resources,and employment of other 
family members) Islow for one-third and average for the rest. 

* 	 Half th# male respondents had two wives, and half the female 
respondents shared their husband with another woman. 

e 	 One-third of the clients have four or less children; one
quarter have five to nine children; and a little less than
half had ten or more children. Two-thirds have one or more 
children insecondary school and spend considerable sums on 
school fees. 

With regard to enterprise charcteristics, 75 percent of PfP clients 
are retailers and 25 percent are producers. Enterprises typically are 
located insell, rural market towns. Average gross monthly sales range 
from an estimated Whi. 5,000 to Kshs. 10,000 per month (about S400 to
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$800). Inventories generally range from Kshs. 3,000 to Kshs. 15,000 per 
month (about $250 to $1200). Most businesses have under five employees
 

and many are operated by family members. A majority of PfP's individual
 

clients use credit intheir businesses. A few have small loans directly
 
from PfP (Kshs. 500 to Kshs. 10,000 or about $40 to $800). Others have
 

ICDC loans ranging insize from Kshs. 20,000 (about $1600) to Kshs.
 

50000 (about $4800). Incomes of the clients interviewed are as follows:
 

Table 5.Z
 

Gross and Net Monthly Incomes for 
SAMPSle of PfP Individual Clients, 1983.S 

Gross Income Percent 	 Net Income Percent 
Per 	Month Respondents Per Month Respondents

(Kshs.) (nul) 	 (Kshs.) (n-l) 

Up to 4,999/m 25% 	 Up to 999/m 251
 
5,000- 9,999/a 17% 999-1,499/a 8% 

10,000-14,999/a 17% 1,500-1.999/ 50 
15,000-19,999/. 17% 2,000/and over 8% 
20,000/and over 25% not sure 8% 

() Background of PfPs group clients. A majority of PfP 
clients are group rembers (totling 3,455), most of whom are women 
(98 percent). Sumary data on all group clients in unavailable. Howver, 
based on a community survey which was administered to 24 groups in19821 
and information on particular groups from PfP files, the following 

characteristics emerge: 

9 	Average age of women group wmbers isover 40. According to 
staff, older women participate more actively because of more 
time and freedom, greater need for school fees for children, 
and greater need, particularly &mong widows, for a social 
support group. 

# 	Almost 25 percent of group members are widows, second wives or 
have absent,or umirploye* husbands. in soms 7rous, this per
cent Ishigher. 

./May, Ncoky, unnty Survey Ouestionnaire: Report on ifndd1M, 
PfP 	mie, 1982. 
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Family Income of group members ,'arles widely, ranging from
 
a reported Kshs. 20 to Kshs. 2,000 per month. Husbands
 
variously control the income. If they work away from home,
 
most send at least some remittances (usually from Kshs. 50
 
to Kshs. 100 per month, although some send more).
 

9 
Almost all group members depend in part on subsistence agri
culture for survival. Women typically spend six to eight

hours per day working on the land.
 

Women's options for generating cash income are limited. Women
 
surveyed report their options to be agricultural labor, pick
ing cotton or tea, teaching, selling charcoal, or selling grains.
 

* 	With regard to time use, group members spend a disproportionate
 
amount of time fetching water and gathering fuel wood (they

travel from one-half to six kilometers to the sources).
 

D. 	Project Activities
 

PfP has an integrated approach to developing small enterprises in
 
rural areas (see Chart D). According to the staff, both individual and
 
group clients receive an integrated set of services which support develop
ment of enterprises and incom :enorating activities including account
ing and bookkeeping education; agricultural demonstrations; grou; organiza
tion; assistance in identifying and Implementing income generation ac
tivities; legal assistance; and technical assistance in certain areas.
 
These services are delivered through f.Jijl&" mfrf-is4Fos) 
based in 12 geographic sectors. Some sectors have both a man and wan 
FEO who cooperate in their day to day work. In s4ctors where there is 
only one FEO, he or she does all the extension work. 

1. Rural ntgryrise Extension Strvice (REIS). This program 
was started In 1970 and Is the core activity around which PfP's other 
activities are built. Through FEOs, P.ES provides training in accounting 

and bookkeeping and management assistance to small business operators 
and 	groups. This p".grar also assists a few clients In stcuring bank loans. 

Altfugh sic:auful In achieving its 4bect'#ve, ?fP reaa1I:d2xUra 
,limitations In the program by the late 1970s. 

e 	 it Is relativly expensive to reach clients on a one-to-one 
b4sIs; 



Chart D 

PfP FUNCTIONtS, APRIL 1983 
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a due to the required expense and Intensity of staff input,
only a sall proportion of the targat group can be 
reached inthis manner; 

e the clients tend not to be the very poor; 

* few women are reached through this approach.
 

For these and other reasons, P&gn~cotj expanded its basic REE$ 
program to work with women's groups and to approach small business 
development in the context of an inttgrated approach to community 
development. The programs PfP have built around REES since 1930 re
flect this shift. 

2. Women inDevelopcent (WW). 

This project began In1981 with the purpose of improving PfP's capa
city to mset w uenls need for Income by promoting group con€mic 
activities. PPfield extension officers worL~h J = z 

mnl Sgausu r.gIstered with the goverwent. The Sroups are a: 
various stages of development, which influence the intenstty of PfP's 
inputs. PfP FEOs work most closely with a core of about 20 groups. 

The project is overseen by a woman diroctor with a degree In bous
ness managwent and a woman agricultural speialit, both of whom were 
hired in 1981. Inadditlonseven women FEOs have been recruited under 
the WID program. The raining vale FE.Os have been trained In wmens 
Issues and strategies of group organizing by the WID staff. 

The FtOs carry out their WID functions Inthe context of their 
daily work. The seven womn FEO, a project consultant from Britain, 
the agriculturalist, and project director assist groups In identifying 
and tmlwientng*on- and off-farm Income generation projects. Amajor 
emphasis inthese first years has been on establishing agricultural 
40onstration projects and tree nurseries. PfP proviaes &.*411 loins to 
17groups for these and other income generating activitits. The FEO's pro
vide education In loan o ;nagawnt, banking, organizing, and purchasing 
Inputs. They also conduct sonars and train orouo leaaers in 
accounts and bookkeeping. They further provide group training in 
family life, hom economics, technologies, and agricultural tchniques. 
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The WID program focused much of Its energy during the first year 
On staffing up and tra~ning old FEOs inwomens issues. Itwas not
 
really until about a year ago that the actual work with groups and
 
organizing ineome generatin; sche;ies got fully underway. The task at 
hand -- i.e., identifying new, viable income generating activities; work
ing with women who previously have been involved primarily In subsistence 
agriculture; and working through groups -- issignificantly new and 
challenging not to expect drastic results at this early stage. The
 
current strength of the program is the basic staff infrastructure and
 
outreach process PfP his developed. However, staff upgrading is
 
needed In identifying feasible income generating projects (particularly
 
non-agricultural activities) and marketing.
 

3. Law inDevelopement (LID). 

This project, which 4tgan in 1980, was conceived and designed by
 
PfP's former General Manager, who Isa lawyer. The purpose Iucte
 
the rural poor a~out their legal rights and obligations. PfP staff educate 

-thipublic at large through cur-enIty meetings and ndWvidual clients 
through seminars and metings. Legal topics covered include lamily law, 
Inheritance law, busine:s law, criminal law, and property law. 

The LID project provides other services as well. The staff assist
 
women's groups In drafting const'tutions which establish the rights and
 
responsibilfties of Pbers. They help to draw up loan agre oents be
teen PfP and clients. Moreover, they provide direct legal services to
 
a limit"d numer of clients. Most of those cases Involve !#nd disputes, 
accidents, or family disputes. The legal staff also arr producing a hand
book on legal Issues relevant to the rural poor and saall businesses.
 

The legal staff includes to lawyers (a uman who directs the
 
croject and a man assists her) and tvo legl clerks.
who They grov(dt 

training to tte TIO: In reteant lea~ Issie. "Ale Fls, *Ous. *rt &')1 

the LID program his bten quite successful at raising tm# conicSous
ness of comunity members In legal Isses. However, a basic problem
 
relins in that when clients 4o identify a lal problem, they still have 
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extremely limited access to affordable legal services. PfP isnot set 
up to take cases to court, and the fees of other lawyers are prohibi
tive for mst. Until this gap isfilled, the rural poor will not fully
 
realize ther le;al rights.
 

4. 	improved Rural Technologies Project (IRT). 

This was initiated in1980 with the purposes of providing technical
 
advice t: individual clients and implementing a water Irrigation project
 
(Chekalrni). A water engineer from NOWOA and cne assistant technical
 
advisor oversee this work.
 

The Chakalini water project isdesigned to provide irrigation to 
a small comm~unity of farurs through a low-cost, sirple system. Itis 
integrated with a ccwc.unity develcpent/income Seneration effort and 
ishighly participat.ory. According to tho staff, the project, which Is 
now inIts second year, will take another year to cceplete. Soe tech
nical snags have delayed i .pintationand incres.ld project costs. This 
Inturn has a'fected full c=.unfty participation in contributing labor. 

The IRT staff also provide technical advice to Individual clients 
on an ad hoc basis. PfP has helped to design an enery efficient oven 
for several bakery ownars, and has assisted a client who makes wheelchairs. 

Staff also teach rural tetcnologies it Village Polytechnics.
 

5. 	Outreach d client 52lecton. 

PfP has organized In vldidal ligntl since itstarted over ten years 
ago. Clients must fit into the defined target group of jgn and non-22r 
and are Identified Inthe following manner: 

SPFP identifies geographic sectors and then calls for coamnity
meetings of busness operators In smll market towns. The 
S:if . an :Cr:t. i n t .t1tinis.!s4 

# 	 The staff then hold follow-up meetings with the business 
operators to **c1o if 4 lwind exits for busing$ M#M#:q
meat edUcatiol. 

* 	 If so, PP assigns in FtO to the ares who visits buisirss 
operators imnivltualy ano 1ftntifies in:erested clients. 

http:incres.ld
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e 	 The FEO then draws up a training curriculum for each client 
and provides on-site training inaccounts, bookkeeping, 
costing, Inventory control, etc., once a week at first, and 
once a month later on. Clients are supposed to graduate 
after two years, but most take longer. 

Organizing groue clients is a more recent effort of PfP. This 

requires smewhat unique skills that are developed by the staff through 
practice. Since most of the groups are comprised of women, the women 
FEOs have been most active inthis area. The decision to work through 

groups was based on a conscious attempt to involve poorer clients than 
those served by the REES program, and greater numbers of people, particularly 
women. Groups are organized primarily in sectors where PfP already provides 

REES 	 services to Individuals. 

Most of the groups that PfP works throulh are already organized 
and registered with the Ministry of Culture and Social Services. This 
is a result of a national effort to organize wo n's groups during the 
1970s. Given this basic *infrastructure* there are thousands of groups 

for PfP to choose from. FEOs' ad WID staff visit groups in the PfP 

sectors and decide to work with them on the basis of their need, Interest, 
and motivation to oq;anize Income generating projects. 

The groups are at various stages of development -- from very active 

in community activities to very dormant. To a large extent this Is in
fluenced by the group leaders. Moreover, according to one staff meber, 
the groups seem to have a natural life cycle of their own. 

PfP 	is involved with the groups in several ways. 

e 	 A comini y survey of 24 groups identified community needs
 
and possible group form and off-farm income generating

activities.
 

e 	 FEOsq the agricultural spcialIst, and the WID staff work with 
the groups on a weekly basis to plevlent group prm!#ecti (e.g., 
tree nurserit, agricultural de-nstration p ouly 
raising, handicraft production, buying and selling maize, 
etc.). 

o 	Group leaders (most of whom are established before Pf? involve
ent) participate in PfP training seminars. 



Because most of the groups are already organized, PfP plays primarily a
 

catalytic role (through training and the provision of credit) in in
volving the group members in income generating activities.
 

6. 	Managerial assistance.
 

All 	165 individual clients receive training in bookkeeping,
 

accounting, balance sheets, profit and loss statements, pricing, 
licensing, and Inventory control. A core of about 20 women's groups 
(with over 600 members) receive tAnagerial assistance through training
 

in bookkeeping and accounting and assistance In obtaining agricultural
 

Inputs for demonstration projects.
 

7. 	Credit assistance. 

PfP has been involved in credit assistance to small businesses since 
1974 when it established the Rural Mrket Loan Scheme. Through this 

program, market committaes composed of local business operators set up 
revolving loan funds. The corittee decided who received loans and was 

responsible for loan collection. During these early years PfP also ad

vanced individual loans.
 

After several years, this program failed due to severe repayment 

problems. Some reasons for this include: 

* 	Groups were not systematically organized. PiP did not draw 
up formal loan agreements with clients. 

e 	 Comittets did not have bank accounts. 

SCofitte, chairmen failed in carrying out tNIr responsi
bilities. 

9 	Loan recipients did not have a clear Idea of their respon

sibtlities and obligations to repay. 

e 	 There were no collateral requirements. 

the 	lsOn. ? has It tlthe which based ma epi 	 I 

the 	lesions learned from the earlier experience. 
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Table 6.1 

PfP Lgans3 1981.1983
 

Year Loans to Groups Loans to Individuals 

No. of Aver. Loan Loan Amounts No. of Loan Amounts 
Groups Size (Kshs.) Individuals (Kshs.) 

1981 4 9,426 37,703 1 7,000
 

1982 3 3,446 10,338 2 18,580
 

1983 .1 Mal9.0..0.
 

TOTAL 20 3,392 67,844 3 25,580
 

Source: Chitere, 1983.
 

Three Pf? clients have individual loans averaging Kshs. 8,SOO ($650). 

All men, their businesses Include a tailor shop, a bakery, and a metal 

works shop (wheelchair producer). One client Isexperioncin2 sre repay

ment problems. As a rule, PfP does not typically lend to Individuals. 

Women's groups have received 19 loans from Pft. Three larger size 
loans (averaging Kshs. 8,000) have been used for grouo j- n__±iJna

(a maizeiuying-ind selling schewe, a poultry scheme, and a fishing boat). 
The remaining loans are mall and used for agricultural inputs, handi

craft production, livestock, and cereals trading. Terms are worked out 

according to the type and purpose of the loan. Interest rates are from 

four percent to six percent (flat rate) ad repayment is from one to 24 

installments over one to two years, FlOs who are responsible to collec

tions report no rtpaant ;roblavs to data. 

One revolving fund through a market comittee was started In 1981 

with Wt. 109000. The fund itset up through a bank. The Committee 

mets once a month to decide who receives loans. Average loan size Is 
=j,.-4ms are seven to nine months at a nine pertent flit rate 

with a one month grace period. The collateral rtquiru t ia sa!l Piece of 
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personal property which is pledged to the group, but kept in the pos
session of the loan recipient. To date, the co ittee has advanced
 
42 loans, with no repayment problems. The fund has now capitalized
 
to Kshs. 12,000. According to staff, the su.cess of this revolving
 
loan fund ispartially due to the fact that the chairperson (until
 
earlier this year) Is an ex-nun.
 

7. Technicel assistance.
 

The IRT program staff provide technical assistance in the design
 

k!bakq s wheel chair
eqchns, a water pump for jhqjrrgw 
.tio styt.. Along with WID staff they also asist in preparing business 
and income generation feasibility studies. Moreover, the WID staff and
 
FEOs assist groups in agricultural technirueso raising livestock and
 

poultry. and planting trees.
 

7 e Is ro for PfP to upgrade its tec'nlcal assistancel particu
larly related to rarketing and Identifyirg new, viabIe incme ganereti0n

activities.
 

8. Training.
 

PfP fieldLstaff receive In-house tr n1n ;; i women's Issues, le;al
 
issues, business education curriculum development, and technology
 

issues. FEOs also receive training in iepl enting revolving loan funds
 

and writing business proposals and feasibility studies.
 

PfP clients receive training from the FEOs and the agricultural
 
specialist In various technical subjects relat-d to agriculture,
 
accounting and bookkeeping, home ecroomics, and family planning. Woen's
 
group leaders attend PfP training seminars; and students in Villge
 
Polytechnics recelie tralninC from PIP In business mantgment and rural
 

technologies. 

1. COts p lnt. 

The average client load for PfP field extension officeS is six In
dividual clients and three groups. In addition, seven FEOs spend one
 
day per week teaching business managmnt at Village Polytechnics,
 

also oversees a uNHCR I fund for refugees through Barclays Bank.I/ PIP 
A Nl I r out of Nairobi and iS not inttqrated with Pf's other services f 



According to the General Manager, stiff time 12 further broken 
down inworking with individual clients as follows: 

* 	65% time on management, bookkeeping, and credit oducation; 

* 20% time on inventory;
 
e 151 time on marketing.
 

Moreover, FEOs spend roughly: 

o 40% time working with Individual clients;
 

# 55% time working with groups;
 

* 51 time teaching. 

Msuming managerial and support staff and administrative costs are 

Ol1ocated in the same proportion to support these functions, then annual 
c¢sts ptr client are estimated to be Kahs. 457 ovm alKhs. 4,399 
for fndfil'dual Oients; Kshs. 333 for group clients; and Kshs. 113 for 
sttb$ ,,X InVillage Polytechnics (see Table E.1). 

1. 	 [Eon2i Imacts. 

(a). On invmf. Systeuatic btso-line or time series data 
on client Income isunavailable. Zt appears, however, according to 
staff, that the businesses of Individual clients are fairly stable and 
in som cases expanding. For example, case studies shzw that sales and 
profits for Pany clients are good. A sample survey of clients shows that I i 4 ;r. 
about two-thirds of Individual clients have Incones #b§vhs. 1,500 

For gt lg nts, staff estimate that incomes have Increased about 
Kshs. 5 per day for tholt Involved In Income generating activities (ap
proximately 400 womon). Nlecuse group projects for the most part are ng 
Incom generatlrg so.h" so itwill tako t~mo to evasure the sustainable 
Incoue benefits. 

•Awsed on 1981-198Z ezxenses, 
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(b). on onterprise management. PfP assistance inbookkeep
ing, profit and loss analysis, and inventory analysts c:ntributes to 
better managed businesses. Some retail clients have expandea into 
manufacturing (e.g., one retailer ozene. up a tatlorin; business with 
profits, another a matress manufacturing business).
 

A sample survey of clients (Chitere, 1983) indicates that a portion 
of profits are being reinvested in businesses by.a .ofA O. 

-ier tnveseentsindirectly assist businesses. For example, one shop
keeper used profits to hire agricultural labor for his 'arm which Enabled 
his wife to join him In 
town and work in the shop. Most clients also re
port using a portion of profits for school ftes for their children. 

(c). On croit u1il:ation. individut! clients do not
 
typically receive loans froml Pf?,_although insome cases Pf? hls Ore
 

:ha 

individual Clients have loans from ICDC ran;rig from 


got bink luan. A saple survey t;hstsabout cr-c-third of PfP's 

s s. 20,000 to
 
Kshs. 60,000. Some clients are oxzoriencing repayn'.tt pro~ems on these
 

loans.
 

Seventetn woen's group: have -:rfvtd PIP locn- in slzerjn~ing 
from Kshs. 4W0 to Kshs. 10,00. Staff rc;ort no rt;ay-n: probl#,s on 
these loans to dote. The lcans are used for agriculturil Inputs, poultry, 
a fishing boat, and working capital for trade. 

Most * ns groups, Including thoso without loans, have their own 
fund which wbtr pay regular dues to support. This fund Is used on a 
revolving basis by w ers for group activities ard protects, or by Its
dividual membors in timse of ntod on a loan basis. 'he regulAr contribu
tions ctrebars mke are a step in the direction of credit utilization. 

All of the won's groups have opgned bmnklccounts end 'r4ke regular 

I*- Wrtdtnosits znd n. 141als A Z:40. tWA?* 0i'16ation 
The Kshs. 10.000 rovolving loan fund sot up In ore r.rkot won hs 

been a source of loans for over 10 group m-nors. 14o rt qwt problei; 
exist which Is largely du# to strong local loaderhip. 

http:repayn'.tt


To summarize, PfP clients have a demand for credit, but limited 
access. The previous and current credit programs have helped the 
staff to identify several elements of effective credit delivery programs 
which can be applied Inthe future. 

(d). On marketing and raw material purch4ses. Impacts
 
have been minimal inthis area. FEOs give some advice on the purchase
 
of raw materials and assist women's groups Inpurchasing agricultural
 
inputs. Staff upgrading isneeded, particularly inthe area of marketing.
 

(e). On emploMnt. No stoma jal j n the direct 
relationship beaween PiP inputs and employment generation. However, we 
do know that labor dwtand Increases as individual clients' businesses 
expand. Retail businesses typically draw on family labor, while sa11 
manufacturing enterprises often hire labor on a piece rate basis (it
quite a low rate). A sample survey (Chitere, 1983) shows that 12 In
dividual butines:es employ 26 par-nanent workerst In addition to fArl1y 
labor and casual workers when needed.
 

The emloynrt irct of won's group inco generating activitias 
is Vre difficult to assss due to wmean's ri tnvo t 
sIstenci-n -l,Jrand the group nature of the activities. Zt is 
clear, howvier, that rural ftmilies have an increasing need for cash 
income. We also know thAt the resporslbility for generating this Income 
often falls on women due to Wle migration and polygaq. Unfortunately, 
there are limited options for generating inco. in rural areas and even fewer 
options for women. 

PfP initiates activities for women with the purpose of suppleMenting 
subsistence production. This brings many wmn group mobers into the 
cash econcmy for the fIrst time and provides then all amounts ot cash 
Inc"r~. k"'! WgIM4601 V.' 10.4~e. ;-V tIs way. 3*'IV:O t #@vows 
are so lare. tie fr;acts are somwhat diffuse. Larger and more direct 
eploywvnt Imac:s coust3 psrfaag * relite emna$lzing group enter)oy 

prize deOe 4*0Mnt &:t*r ZZ41l sub-gru;5. 



In sum, the most useful PfP Inputs in relation to employment and
 
income would seem to include:
 

* group organizing;
 
* technical education in business managenent.;
 

* loins.
 

2. ,2gtal imefts. 

PfP's tqrk whth g sn'shad perhaps the greatest social 
Ampacts. A majority of members are older woo-en, 40 and above, many 
without husbands. Group membership offers them prestige and a sense 
of belonging and an opportunity to come together, socialize, share their 
common problems as women, ease off their frustrations and tensions, and 
benefit from a social support furnction. Groups also provide an Instittu 
tionial mechens'vs to mobilize and channel resources at the local level.
 

Through participation In the groups, swne members develop organizational
 

and decision-making skills.
 

Coumunity mefters where ?fP Isact:v3 g:narally are better Informed 
of tiii~b~f~ gh~r~~ terviceF~i'gt~i oods a~nd 
over, the better rin businesses of Irdividual clients increase the &vail
ability of goods and services at tnt local level. 

WpfP on 
and geographically,tnd isstill in a period of consolidating and focusing 
its efforts. Building staff coettncy in new areas (such as organizing 
W fIlS income generating activities and providing l#gal education) his 
taken time. 

PfP has rade an important shift In broadening Its ipacts by working 

tMroush W=0.1: Pru;s. %tis8 *o:ove~y of rts M-2 lqrge 
numbers of clients. however, suff u arding is nede Int.cnncal 
imsinots sal"q-O Areas (.. . mukentog) a Id
 
menting vable Inc=# ;enrs.ft; ictivititz.
 

The broader focus of P!P in recent y9ar; %a#sensiSized the field 
officert to social needs beyond tcnIcal advice. Social supports are 
Important for small enterprise develovmnt; however, technical Inpts 



renin a core need. In some cases, particularly with women's groups,
 
there has not been enough emphasis on technical Inputs by PfP.
 

PfP has made a ucce~sf~u t~.sransition in managtoent from, all ex
patriate% to al Knyans. 
Italso has made an admirable effort to 
recruit women staff both at the management and field cfficer level. It 
is difficult to find skilled wmen, but more are still needed to work 
with women clients.
 

Motivation of the field staff has markedly improved with the re
cent prcmotIon of several men FEOs to assistant supervisory positions.
 
A recent policy shift opened up these slot: to people without university
 
degrees. These are the first promtion opportunities field level staff
 
have had.
 

There have been some cw'.,jnfcatfon problems between the hesdq-jar:ers 
1,Nairobi and. .rglonaiof1| l,_ Most of tte decfsions rtgardng 
policies and allocition of resource: are rade in?aWrobi without the full 
paricipation or understanding of the regional stuff. Steps towards im
prove4n: I.- -t,; area hve been rfad In rectnt months. 

Anothir ;r.blem f% that over the years POP has tendei to shift the 
focus of swe of its work inresponse to donor Interests rher thin to 
the ost (ipcrtsnt needs In entcrprist ass fsttnce. Aat onr
 

PiP institutionally has a strong systm indeliv.rin; bookktpinn
and businest: _431jitnmLo Individual client. Upgrading Is
 

di, n~ntheartt: of x4rkoting and dolivring tochn!c,4 4rd managoont 
Assittnco to groug incore generating activities. 

rd~ttS 



F. 	Absorptive Capacity
 

I. 	For non-financial assistance.
 

P*P's average annual operating budget is Kshs. 1,811,636 (S139,Se7). 
Assuming an annual inflation rate of 15 percent and an annual expansion 

rate of 10 percent, then costs oMeSfove 
years total Kshs. 19,397,625 ($1,492,125). 

At present, AID finances approximately 40 percent of PfPs operating 
expenses. Assuming that PfP expands its capacity to deliver credit and 
that AID supports this effort, AID's funding level should increase to 
about 50 percent. At this level of funding, AID's grant support over 
five years will total Kshs. 9,698, 812 ($746,062). (See Table 1.) 

2. 	For-finncijal tssitance. 

PP. at rogra. The annual 
lending level is approxiately Kshs. 75,000. However, tbore is a dewand 
for more credit among clients, and wfth Sw upgrading a basic infra

strvcturt to svpport it; dalivery. PfPs cipacity to deliver financial 

assistance Is made on tle followfne basis: 

* 	P at prtsent has 93 groups as clients and 165 individuals. 
* 	Asst. an avera;e group loan size of Mshs. 25,00 and that 

Pf? can deliver credit to 30 grmus ityear 1 (at present,
17;rovos hive loans). This would totl Kshs. 750,000 

e 	 Assume an average individual loan ii:# of shs, 5 000 and 
that inyear I PfP can deliver credit to 30 individual loan 
clients. This would total Katis. 150000(1,3) 

* 	 Assume that PfP can effectively lend a t4tal of Kshs. 900,000 
($69,3) in year 1. 

* 	Assume an annual inflation rate ef 15 percent and an annual 
expansion rate of 10 percent. 

# 	 Als u an annyRl Interost rate of 10 p#rcnt ard an average 
amortization of 2 years. 

4J a Wo-yeirs.-U1th 	 of funds,u r 	 tu~ovqe' a 
total 0 IN q!(SS1sO7) will be lent to clients 
over this perOd. (S"Tile i,) 



Table I 

Vstmate.#Ab or ve Ca _cl y for PfP to 
clfv--r- r I tince51j 

Non-Financisl 

Year I 

176,578 

Year 2 

223,71 

Year 3 

282,565 

Year 4 

357,444 

Year 5 

452,167 

Total 

1,492,1 

Financial 

Now Cpital Furs 

Reflows 
s 

69,231 

0 

49,500 

0 

24,541 

38,077 

31,044 

48,1(7 

37,270 

C04932 

213,5 

37194 

Total Capital Lt 6S,231 87,577 110,7PS 10143 177,281 585,0 

I/Asumo n inmt n fl~iaJn rt,,o of 15 ;,trcent. v 
rate of 10 werct'.4 in arnlt.~~~ rTtt of 10
amorttzaion of tivo yom, 

woul;uro rr$!1k,.it u'to ref .,: tn yar . 
would total1SI4,584 If,yo 6 and S99515 inyear 7. 

4f-ijl caitzio 
mr~s~rd an &Y~rs;# 

Reflo 



G. Upgrading Needl
 

Sated on this review of P'Pls prograr-:, 1e-q1~4;w q 
areas would strengthen PfP's capac!tL to car7'Cu: an effective credit 

program: 

1. Oraiatoa and manawn; uprdig
 

offvrt; strengthe.ng the delivery of a clearly defined set of econo=ic 
services; and improving cmnication with regional field staff. 

2. Lf uJ eng. 

M4arketing assistance could be strtntoiid by hiringmA~tI 
s~ocallst a0 the su~ersiscry level and traiigf t;W4.fj this 
aria. ACredii77 t a -th@e r y *eVol could systemat1fte 
PfP's cr~41t progrw &rtd train fiold twff inizple~etntfng a larper 
credit prgram. Anotht rO::1bility to divide the functiounal ros~cn
sibilitIo: f some of tt field staff 5o %#t ime sveciali:# in tr#4010/ 
lending, othfe In xarotin, and so In. At prsen, the brctd and 

dr J!: *nafto s~pjfvfa!qi fr~; PfP
 

Ihould continut to st~~nIts ins itution~l c&;4c!O. to work wit.' 
WOWn'1 grovol, gwaticileuly InIddntfif1 q~ er4 fqilountloq offufarz 
lflCOa4 Sonrsting praotctz. crut~1in; and training v~ra c mt rEOs 
could support this effcr,. 

4 

http:strengthe.ng
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Table 2 

SUmoa tnto. on on PfP 

1. 	 Number of clients ....... ,. ....... . 3,965
 
2. 	Avorage annual operating budget ..................... Kshs. 1,814,36


(S 139,59o)
 

3. 	Annual level of lending ......... ,......,........... Kshs, 75,000
(S 5,770) 

....... Kahi. 
(s 306) 

4. 	Average loan size U...........,.,...........4,000
 

S. 	Cost per client
 
(a)Group clitnts .............. .................. Kshs. 333
 

(S 26)
 
Wb Indivi fual clients............... Kshs# 49399
 

(S 338) 

6. 	Absorptive coacity ovwr 5 yers 

*.. *..
(a o-flr .. .... ... ...... ............ KS. 19,397,62S
 
(S1,492,125) 

(b) Financia1 .,..... . ,,,,,,,,..,,,.,,,,. Kshs. 2,776,618
(s 213,4U) 

7. 	Projcted leve! of AID support 
for Pon-financial ass stance / ..................... 

8. 	AID funding over 5 years 

(it)1IM-findnCi4 (sot) ......... ,,....Kshs. go69B12 
(S 746,062) 

Wb 	Ftwr41 (100%;) .. o...............Ks$. MUMS1 

(S 213,S6) 

"M)7CTA 	 4 Z 4.. 0 .". ", 

LIC~riveV1Of AID SYRpOrt It40 Jrcet.
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SMLL BUSINESS SCHEME OF THE
 
NATM TMTT1=TiNYA 

1. Pur os and Goals 

I The general purpose of the National Christian Council of Kenya 
(NCCK) program Isto enhance the social and economic life of the poorest 
of the self-employed. Itseeks to upgrade the quallty of life of those 
at the bottoc-end of the Informal sector through increasing Incoms and 
stabilizing their enterpri.es and theriby their vployment.
 

II. Irlif Description tnd History 

The project began a: an adjiunct to en existing network of social 
workers within NCC's Urban C0unfty ,:prov&nt Progrum (CIP). UC? 
strted in :he aid-l260s in Nairobi'sz Atare Valley :lt area and 
concentrates upon co unty orianl:ation, wommn'a developrAnt (including 
Women's group formatinn), nutrition, literacy and child -dLuetion (through 
the provision of school fe to the very noedy). The W.11 Business Schwm 
was first'tartcd in1975 with a t411 loan fund and one sall-business 
advisor. The progem lapsed somhat up through 1978 at which time NCCK 
decided to technically uogrtde and ex*and the project. This was done in 
collaboration with consultants fro= USAID's PISCES prcqrW. 

Like other PISCES programs, NCCs'; Scull Business Sche, (SRC) 
Istn experimnttl program, designed to deliver assfstance at the bottow-end
 
of tAe nfor-a1 wector ana to a:wtt to letrn ona: inputs, In wht€a ortor, 
rne and Intensity, ppear to have positive Impact among such very poor 
clients. While nozinalfi~ n urbto projoct, thq $33 niow optrtt (throup~ USAA' 

http:enterpri.es


funds) inKisumu, Kakamega, Eldoret, Nakuru, as well as in the Mombasa
 

area and in Nairobi. The clientele thus rarqas frcm traditional women 

in coastal villages to urban slum dwellers irNairobi.
 

The basic btda of tne program is to integrate sccial and economic
 
assistance. Thus social workers perform outrech, social selection and
 

group formation functions at lo'al levels; small-business advisors assist 

clients In enterprise rAnagement, b-ckkeeping, mtnagecinnt, etc., and 
administer a small loan fund. The program his continually strived, 

through relatively frequent staff reet:',,gs and training sessions, to wcre 
fully integrate social-work and busl'iess-related assistance.
 

11. General Stricture and Function 

NCCK Is a large non-)over,rmental or;arni:t~on, with over 300 
eployees ani an annual opera :in; ud'-t of rcughly Ksh. 2 inillion. 

gram areas includu rural dev lo;"ent, urL'an devel.;rent, farmily plannln5, 
education, etc. FI;ure 1 represents the NK structure. UCZ Is one of the
 

larger program, with a staff of approxirattly 4O, en d an operat igbudget 

of Ksh. 4.5 million. UCIP proJects are Pr omt d ' thr'uh social workers 

at local levels who select. t typos of service and financial Ir.puU 
needed and coordinate their delhiry. Through thIs network, ICCK-UCIP
 

delivers assistanc4 in the artas of self-help kousing, literacy, prtventive
 

health and child nutrition, basic social work, counsellngand grcup
 

formation and tall-business tsslsztace. 

STe Sal1-uness Scher- 1%over~eon by a Task Force of nine 
lMple, with rtgional subcom-itttes corrmDonding to the placcnt of 

small-bu-iness advisors, who are in turn wtchod with social workers locally. 

There is one SSE Advisor for Kisumu And Kk-am;ea; on* for Nakuru and Eldorut; 

one for Mombeta and one for Nairobi. There isan S3S coor4dnat4r InNalrobi and 
at l44st cnq :Qc!4 64, . a 
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$ff'Ing &nM Admin,,tratign 

The program is administered centrally through UCIP although
 
Itisgeographically dispersed, with all reporting, financial activities,
 
and management being centerO in Nairobi. UCIP Isdirected by a social
 
worker with a master's degree from the U.S., the SOS coordinator is a 
B.A.-level administrator who was transferred InJanuary 1983 to the program
 
from NCCK's rural-development program. The or-ginal SBS coordinator left 
in July 1983 and the SSC advisor for Mombasa was temporarily made program 
coordinator. He did not work out and the present coordinator, who has a 
sound background in program management, but little experience in business
 
assistance, was appointed. The new coordinator has moved quickly to
 
strengthen the managment of the program and to restore closer supervision 
over the SBS. This Is a necessary step since under the t&porary coordin3tor 
management and supervision slipped visibly.
 

The SSE advisors have either *0"or "A level educations
 
certificates in business. They have an averag five yeart prior experiw:e
 
Inbusness and earn approxizaty Ksh. 3,900 Insalary and benefits. The
 
social workers earn roughly similir salaries. The experfence &nd skills of
 
the SSE advisor* vary considersbly producing a zo'mwhat diversified program. 
So of the advisors have more back;round Inmanagament, others Inuarketirg. 
All, however, have sme lb.ckground in acccunting as this was thought to be 
the most crucial skill. #one, however, hid previous experience with assist
ing enterprises. (It Isextremely difficult to locate people with such 
experience InKenya, especially at their sAlary levels.) Training at the 
outset of the project sought to achieve both balance Indelivering bustiniss

r.. ed assistance and an integration In the social and economic aspects of 
the program. This training focused on social process (g.o, Interviewing, 
group work) on the one hand, and more academically-oriented economics on the 
other. 



Funding
 

UCIP isfunded by a number of donors, mostly church-related.
 
These include ICCO from Holland, EZE from Germany and United Methodist
 
Church inthe United States. Tha sa-all business prograr'isthe only USAID
funded activity of NCCK, totalling $275,000 over three ytirs.,
 

eneficiaries
 

Tb.clients of the program are mostly women (a.uut e5 percent)
 
located either inprimary or secondary cities or Inpert-urban or surround-

Ing rural areas. They arq.poor with average net inccmes of roighly K h. 750
 
per month for individual enterprises end about Ksh. 400 per month for group
 
members according to availAble data. Mary more c1ients tre group members
 
than individuals 'bringing cverall net Incuas to roughly Ksh. 50 pi-r enzh . 
although the latter are more numerous intems of loans. Incotes range
 
from low of Kzh. 130 par =nth to Ksh. 2,CCO per month. 

IV. ProJect Activitts 

Cll~rz Selection 

Clients art selecttl Informally through inftal cootic1 with t0,
 
social workers, or through an intervtw with the social workers after referral
 
freo the ESE advisors or an outside rtferral. After screening to determine 
t' the clients are indeed poor, th* SSC advisor visits the enterprse to 
detemine to n0ds of the enterprise and Its feasibility intems of loca
tion, product or sereice offerred and skill level of the client(s). At this
 
point, non-financial azsistarce !idelivered as preparation for-a loan qppllcat00on.
 

Most clients tWong assisted do not receive financial ssstance, 
although most clients seek it. The selection process for loans Is, again, 
Informal, with loan asplicationsgoing only to those seen as viable and ntedy 

clients ire Infairly tight covetition for funds. Only about 25 percent cfte total nuftor of tntirrism bitm; ml:szto are rtoerrtid t loan czmItt. 
It Is iIortdn? to note tha the Initial screelng of cli t oting reforre4 
for loins isbased as much Upon social nted 4Iit upoa Iconomtc v0iabItW Y 



since both the social worker and the SSE advisor must approve toplications
 
going to the loan comittee. The SSE advisors spend approxlm|taly 50
 

percent of their tre, or two hours per month per client On bookkeeping

related assistance.
 

Vjn-Financal Assistnce
 

This assistance concentrates mainly upon bookkeeping, with the
 

Introduction and/or upgrading of the cash-book being the first priority.
 

As most of the clients are low-literate-to-illiterate, this often Involves
 

the use of a child or acquaintance. While thert is little inforiatlon on
 

the quality of bookkeoping practiced by clients, it is estimated that
 

roughly 50 percent of clients keep books at a levl adequate to bo of
 

assistance in uta.ertndrn and Irprovirn the perfo nmce of the enterprise,
 

especially in tarrs of credit util:ation. For groups :he percentige Is 

roughly SO percent. This Ii a sound perftrmtance given tle fact that the 

incidence of those koepfn2 atdtuat* books I: rcu;hly th.e sate Ir progrvs 

dealing with much hi-her clientele. 

Asidt fo,4v. tookkepinmg assiitanctand advice is gtn on 
'markotin; (tostly cn ;roluct siltct1oi and Jrzplay. stock- and ra4-=&tral 

purchase (includin; advice on Inventory) and advocacy work for clients cn 

gaining Iicrnsts and securing perm4nent proisas frt of police hira=: 'ont 

These non-bookketpIng for= of assistance consume roughly 20 parcont of the 
SS advisOr's tic#. At tne sut ttxwg the soc I worktrs continue Contic*. 

with the clients carrying out counseling. advoccy ando =*It irortintly, 

group *ork. 

P There are no statistics on the total nuvr of clients r ctiving 

non-flincid assistance -as SS written records art kept only on clitnts 
reciving financial assistance. However &valid e$timito can be made. UCIP's 

tot~l cliqt#toi, oz ttl 4WY t'lq ::44 Is l?2 j't 

in 43 groupt, Uith an avvravo of 30 WWIer :4f VrOUO. ficCK qtimt*ts 0th 
about two-nirds of the groups recotvs n4gzz eoansen% sitn 
This would bring Ot ,otal nu~er of grou; clinWs rtceyivA non-finjnAiCl
 

cliynts tfo1Y rV,119 vc' a ssta o br4114q01M2 
ly 1260. 
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Credit Assistance 

As stated, loan applications are given to clients de~c'd 0,6ali

fled soca11Y and econica1y. Applicatios belo Ko. 3,00 are approved 

by the local c=te#,-, whicth are c~mz:ed of "Ok-cai .er and ;g!v~e 
sector re;resentatives (with at least one corerclal banker); those above 

Ksh. 3,000 are approved by the National Cormittee. Such reviews take place 

quarterly, and both the social worktrs and SSE-advisors are presnit and can 

be called upon to defend their reccamendations. To present an indlce ion 

of volume, during the last quarter in Nairobi E5 applicatln:.wre reviewed. 

Of these, 38 were opprovel (totai11nq Kih. 90,00); nine wore rzferrol for 

national level revekw (due to their siz:); 33 were referrmd for a ditional 

information and te1h;t were rejecttd. 

IThis referral prcts O~actSly~ t dtrr~l %ic man~y 
of those rtferrtd cowd rtceil-d Thamc bu*1 Et~h r#;#Cn i% al
located #m-out~t of Ivan 7111- t~ lrn (Pit~lcapiil. ttblt? ttlwsw-r.ri.-t-
collection for 1982: 

turimbi Ksh. 10,025 

KI si~j4Ya$ #m 84.620 
takuru/M~ore. 66 

Total 463,633 

TI loan process is In*ti*:ed through the S1S-a4vizor giving out 
the Ioa Appliciton to the oplicint. If ntcotisry, tho *dv1:r *tistiS the 

client Incolctfng the 4pplicetIcn form. (The for%cntus ;uuetois on 

(1) the social bickgroun4 of t4 C iftnt - 4;..n*f-fr of fimily 
1ncomr. (if)0tottr~rIst --4.2.# tYP4 of t*nur"Ortg orom 
sales; end (iMl) the proposed me of thi loin and its r4;om-4 sitze and 

months to include aco w~tific infaotil on1tl tf%e~4rrit *nd theq W 
A . ~i iof tht 14 *vt,A.04W,..4 0 *i ....;t 

level of 44WI providt,
 



As mentioned, local loan comittes review and approve all 

loans uD to Ksh. 3000 insize. All loan applications art presented in 

person by the SBS-advisor and the social workor who are c€iled upon to 

expltin and/or defond diff1cult prtposa'.s. After ap rovil, ll paper

work (approved application form:; repayment Sncedule. and letters of 

agrvemnt) is subeitted to the program coordinator In Nairobi who, in 
turn, arranges files And reporting rtchaniss for each client tnd then 

requisitions loan funds from the central accounting office. Checks are 

then issued to the 5$-advisors wno deliver them In person to clients. 

This cumbrs mi tdi |nil:rative proctes can tkt up t six months. The 

main bot:lentc i appear: to W the MS-coordinator having to collect all 

lo-4a rtt-- ,ts and c=1tt*e tpprowils and forward all paprwork to an 
extrtntly b4.,usy centrsl :orJ office which is nct ;ecrod to credit 
administrCtion. Lc~n ref-ay-tr: a- collec'.d by the' 
advisor~s w~o gi; ve-.ved re-lp And rute re;-lir rep4 .ents ok 

Nsir-obi Vkrou~h wttl ordetr:. 

Table I below : =4r'cs lingnj activlty %hrou; lPZ. 

Table I 

LOANS 

.1 I ... O Persnq 

161 69 6 (77 mosbors) 75 7146 Kh. 173,610 Kth. 1,189.00 

12 8 2 (13 .wers) 83 94 263,000 630.50 
Toal 150 8 (90 Pw,6o) 158 240 436,610 1,819.00 

Ou tO the chini#s In1t~ftt# thtrl Iti at1 In h. nbitr of 104n r e 

W~i pr'or4 it PIWI V0 #711A ofider Vt Aw cor41nor a1W l04n dotw' Is 
II *Y (I Ai;r % v4,tol i ia tv I'I;)U It l at 1Zf 

If i .04iio 14i4 tf4 orot-A will to l¢ndift. 4 lt4! iy .h i 
of tj Y44re. 



Loans are given at five percent (5percent) interest, charged
 

on the declining balance of principal. Armori:mion periods vary from
 

one-to-three years, with a two-year ayerage. The Interest r~it wi ntal
 
sot: tthree and a half er:en:. h-!t N.K d:tidinS t: move up to five 

percent inresponse to concerns from PISCES consultants. Additional In

creases would have to be approved by the SBS-Ta4k Force which reportedly 

would be hesitant to do so withcu: evidence of clients' 0b,10,ty to repay et 

higher rates. Indiscussions with MCCK ledOship on this issue.,however, 
the door was left open for consideration.
 

, Table 2 below gives a breakdown of the londing program by 

enterprise tye. As cn be :een, the pro:ran'Is heavily wi;hted toward 
retailing and zrvct o .#r This 'is griv'e+ trI5cs. not un:: ! 

fact that r nttntrprises at *,oh4 lower eni of tho iOforn-, s:tor 
esOrciall .4- InzhOve . o-n ,r trto arml w. rr%0hul)viw -,are 

le t capI:tl tnd l0o4 v, of qr=0C Zktll to enter. Te =a4or 

pe"0bl00 With this Is the drastic oy **t1t~ hfch 4X~t 4!Fon2 
ret4411f"2 ~oncfrns (emg., prkotW*Lqn). of a4tresing thteM 'T'0 w~s 

vroblv 4r# to grovi wO~lfInmore col4tivet.typornt :t 6nd *c 44. 
vise nht iin trad# *t z. VCCK 4mt",. t I u; ; cl e t 

(especially wttvm~) a3nd rvin; clionti Into trAdo trees vith Otter m~ekt

more dirtctly In %,he future). Alzo, MCCtC tttovt to select the Poor* 
est clients on a :sbyrseba4i:. Thus, the problei' of disloc~tJon 

&A~nardIis almntei1:*d. 

Cioisistvrjt bIfth the rttil 4"d service :tr of the vlowe

prit Involv#e1, mi. of KCX'z lentng Isfor working pittl purpoms. 

Few loan (roporttdly lost th~n tftr( perctht) ar given for cpitll 

n Cho 5for Wtldin; Ir~n. q~r~ ~ ::need 
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Impalct and Assesumt 

Throughout the first year of the progra', ret.yr.en: rates were 
good (well over 8So on tize re.a^ymen:s). Since Augus. 1582 more rosaymnt 
problms have occurred. ,urrently. 53 loans are inarresrs %ree months 

or more; this Is rou~hly 3735 percent of ousUnding loAns. ?ntemitti±nt 
paynts are made on many of those loans; few, therefore, are technically 

indefault at this time. 

While the currtnt ropayrrtt problems are not cstAstrophic by 
any means, *they are serious. The major rcostps for the growth in *rresrVe 
&aer to be twofeld. ririt, there isthe sit¢-eo":situation in 
Kya. Since August 1282 ntrous su1l businesses Int e cities have 
closed down due to elther jrutdrvg int* O= areas (whi¢h cortinit to this 
eat.) or to the sevwrt recexo,. whch h, hit petty rot f!¢rj In th# in. 
fat-mal soctor #xtrtiy hard, At the 5sx?.t tlot. N~wo' sna~wot and 
sp $rvision the pest yqir due to 00, :LOn,( a ¢* his sIi;;Cd over afor 
of 4n effective pro~wi cordinator. so*# la*1zy in the fittosity of evc 
delivery and follow-u, ris vdot#e:: Opcurr 1Atis Situation.in 


Over tht fir: 1a WAth of t)e OrMIrM gross iACOheTn4i: 
by roughly 10 p~rent. '-r4AAn &410n; r f1#~rceivirg lean:. (t*Atr. 
prise perftruanct f;vros are k~to only on loan rtciplents thus lit:tle dat 
is&vailable on efittrprim; receivirg non-ufntn:il! ms:!inct only.) This 
indicates 04t toe Osiniflcnt progress on tOe part of clients hs ben 

chieod "hrough the lcn program, alt0ouSh in:.s ircrt&sq hve levegled 
off since August 1982 at inag9re te leve of roghly five ptrwit wr anns. 
This reflocta, aSain, the tvere contintuing rucesston and inflation. Ut 
also raises Ot problon of sust4inln9 rowth rvn2 very por c!loot. The 

of no4 . 0 ~* 

hypthttfcs' at peg t slint curen figures Aft w4 4 sl on fisgt
year I wll. Cn'in144tion of aeCoHn year loarto Projieal #11 pfavov a V41o 
S#I-csoCI 4f this pqro~fm~n 

http:ret.yr.en


Eme with'currmnt prob1t-s of ropqmtmv, NCCK hias dotosre.0d 
through th first h'alf of the projett thA'10the vty poor S4lf vtolyed cn 

his rcaivod little #A%4rta t~chMical asisance #Ad is sorvin; C11Iers 
with littl@-to-flo !y1tess and/or crodit ex~prince. Judgin2 th# program 
on the basts of Its o~m :octal ar'd aco~mrc soal, Itseem to have schfev0. 
a signiftcant dqrre of ;ticess in rexching th4 vxery pooir solf-employe. 
In qalnl'wg their tnott and pr#Ocirprono in~;-ttitg co##fvt jr~4ps 

thav* rizcn as a rm, of flrnc 4 n-'fn.-ciF~l ,4 ande 1th.t tt 

We~l 3 bof" flf'Ati* p!'-.4V 

prlit4m~o of Uf4n ~ro !t ton#~ tp44 (i.0 0o4 Co h~.10tj 

J5IU n hi 1iICourstsn Im 4 i4v f, rnf t-1 /otneofmpr,44~ i 

Table 3 

ash. "slGo 240 24437
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W#belie the progra iiboth 1srnovtfvo Iin its%~r 

of C Iett- r-ho throlu~h t114 O~ fI 11 :cMf#to v~ 
There ari, however, a numt~r of progrt~tic arms in need of upgrading, 
They #-t,theo followi1ng! 

(I) ;.n n fvr w Vo1ii~ . As 

r#14nr~tiofi of *t formor Ctrd 41*r Intho'J fjc** 04%04M 

Int a Iftiq't'.r~ 

~~t ~;r xv i e 1!~~ 
w~it-h t4a of w-~r,44n~. * s W,%#bI~~: 

sip.t ToUCIP tor- firAw"it #ft1 ttiotII' 

Of*-%h--41r"aft. intvrn ? for Or@ ~#f'4 Oco-01 

W r~ Z.zF A a1A1, os~ 

dtv OtOji~ Avrf 4'q ~v t~V w4044# 



One of *h# ;o~rgms T,4o rneted is to upwv~d (i) the ltVel Of Mm~t 
ff n I3ssncd, cx-tnc~ lcnlly An! (ii) tm ovtr~ll Ievel of crt-It 

sigaiffunt as.-rle?,co In assistoin tnlerritt 63 there Art 

few jobs or traitn~n; opprttinitits of thi' nature InKstflY. 

This calls for rore up~ra41ng thr~v-h continued, spocialized 
workshops and training. This trnnn s+kml4 t imc-1e iork on 
loin Analysis fir tcv s*44f and~ ~~ies at there 
is a nol*d t~i ifpi- tlio sod revt w procci for 

Atptdt itv~ ~ * 

rd;4n f~f5I'~Q 

c4a cw a t: n4e I 9.4 t t, 

btrk pfi of 1* ~f 

0.4~ *~i4 r 



At present, AID finances approximrattly 65 pern-.t of the 

SBS oporating exences. At this level of funding, AID's grant 

support over fow'vytoars will tota1 Ksh. Ul8aU: (S986,645). 

(ii) For Finwntil Asists*n~e. Assuming the NCCK contiaoues 

to lend at its present level of sh 715,OCO ($5SOO0) per year: 

e 	 As ISptrcent 4nnval rate of Inflation and a 10 percent 
annual expa-,ston rate. 

* 	As u'e an lntere, - 10 pircent, andin *verase
rwkf Of 

ptrti,,Atfon of ,Lw years.
 

0Thtr W'xg can abscrb arcxln4tt;V Yvi 2.750.411 (S214,647) 
innow cspit.1 f-indl 1r fIV4 yeas. with~ a r.,rnover of 
funds :tw-llhng X7,6405 (M.8,XZ) btln; Itnt tc~~ I o o ,14,'o d P I e 



Tabl 24 

Estimated Absorztive Capcitv for NC'K to 
Lefff-vtT-5 I!.nssnmmrum-a 7 t 

Non-Finan:4i1 

Year I 

179,630 

Year 2 

227,232 

Year 3 

287,448 

Year 4 

363,622 

Year 5 

459,S 

Total 

$1,517,915 

Financial 
Ne C4itwal 
Funds 69,475 49.746 24,63 31.vi3 39,45 214o617 

Reflows 
$ 

TOTAL isPAk" 
LEA 

0 

$ C) 

1 

~ 

0 

8.~6 

E 0 

38,26 

48,40 

1 6 

480,47 

61, 

14 .0 

61 2*5 373,Zg 

rae of :'V ;4cv 
rag# 4mrti,*a *,f 

4 annual tr,;, 
o yoors. 

rtt~of poc!, r in :v4 

Thit fl;urt nt-r7SsIn t4arid $ft$r iPofcot-tats1 $175.4.1 In year 6 end $. In year 7. .tou17 
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1. JntrodUcti0" 

Tototo Hm Indstrits is a non-pro~fitri~wvate voluntary or;4niztion 
which Ut st~r*01 In 1953 by the Nj~or.41 Chrltion Cr,4;1m of Kony) (Nv:x). 
In the late 1970s It tbtc- pmt f J114 4 C-4toois-e Inist-t ibch 'As 

quartersitor In Fmbm tts~y4', wuziO 1r city *SIit lutt 

in lo if'cm# jriu~s t-Y 24drtla th prblw crf 'Isizittd *uct % 010 

Mrinin"g and irciq rg#rm4r~fmj Tht obJeivtn .rj to rwt 
VV1~opi3fl And utiv.t~It for V1;;e i'n to tnti~m U*e 

ln#r4 imotps tm bwC i1f -ulfI*Ffc #t. 

The* stratcjy Totato m~s to work~ *#wir4: tt.4-t abuio Is to: 

A. 	 mfQide jl"ar1nt 0 $owing, t4I1oriftse $44 tit-4yv.
ouiy -**Ar A 00)'~~14!qari ftfm 1ow-fc4 Ir"vPs mAd 
2O*or lag ww4u #L traints byr tvichors JA *,-* yovr cott6 

Thai also mrt;,h, Inttvuction in cokift, N11th, fiilly 
plannIng, and bookhteping; 

It *, mi w wc tr 4 wit~i-fii 	 wvwP444I 	 T4 

so f~~t0 Ott :, 	 - 1 " 

W41 e.is 	 0'~l 44 
tt,t-4111 On4fqi~ , ~i huh o a h*I 

http:Nj~or.41


c. market handicrafts through Tototo's retail shop .n Mombasa. 
These goods are produced by over 200 Individuals throughout 
the Coastal Province and other regions of Kenya and by the 
Tototo workshop. Tom:o alSo provides the producers techni
cal assistance inproduct design, quality, and costing; 

d. _ ~inco-enerting activities through 26 wo"n's groups 

wiiapp-rx ut 177 otl) inrural areas of 
the Coastal Provinct. The groups typically begin ith handi
craft production and use the prcfits to finance other group 
%tcoe-generating pro,4#cts such as poultry raising bakeries, 
and retail -hops. The groups also develop ether village pro
jects related to health, nutrition, and child care. 

Tototo Htme, Industries Was started in 1963 by the NCCK as part of 

Its Cotse Industries Progra. The initial thaist( was on training teedy 
Lur~r, .owtn, ctn.iltrtd OsocI41 raSs," In handicraft production. Tbese 
wowin Included wideos, sin2kl ntters, and w%,=n frm wtremly peor 

fi millts. Wcn were trtlnod ;m a one-to-cn* batli 6y sniaI work4rs. In 

l6 tha %CCX o~ernd a rrtall shOp to miarkct the gcd' -roduced ty Tototo's 

ol nts. 

In 1975 tht progr, t -#'anded Its outrach teyond "So.r(* C€5#S 

to Involve los-in-lc4e wn znd n. At this :1fr thm ;r:;r= aso 4an 

to exptn beyond urbin t Involve ;mcnlo 'n te surrundin rural 
areas. A Poace Corp&Volut t 4r who wi vory :Mi1t4 Inh4rd,,-31.ft design 

am q,t1 onto wok with Totota at this aAd toc'i:(' :)#cificily itfOv(n2 

the clierts' ability t pr:4ce sloble Itct, tar;sly as a result r; his 

effor~jz Tototo bepa to provido *;/ttmltfj A4ico to pt4vtr; :n cotfr~gs 
desion, ad r', rk.tr1r. In eddition, Tototo optnfd It. %orkshp "d training 

prograt durlii this ;ric4. 

The neat 4t~p of :.*si for Tototo ctq In 1978 fo11oi41b; 404 

#WJ%4%. :! 1 -. 

tion, and ot'h.r Cc*'rVn1%Y Wort).t 

9 

http:h4rd,,-31.ft


Inbrief, Tototo's 20 year history ischaracttri:*1 by shift.s
 
from:
 

0 PrOmTOng incommt; er wior- solely~ through htndcrff
VC*UJof1 to PrSJjj Atb-'3Au~ -3-;i. of 

9 working only ht urb.am areas to working also Inrurrei 

* workling wit. individtials to working with~ groups; 

* providing training to subst-'wuntly exp4rdir nto vc~fin rj 

deign 4rnd n"rkitlng, a 'Wrk-,1op, and Srou; Incul

* fOcul1n5 0"' lmn-W- gt~nr4tfcn for nce&dy ZWO1, mt 0ts 

Chrlstin Cour'dl jf Xqny. it is t''qf& tc- ty An s~vltry tr 
JfSahV. CottA;t Int#-t o AllI art # I) 9.-, rAI~vcu 
C~fftctort Mrs. Elv1s%4 w% 

Thil retAll tho Is rin by A CItA~ro twl tha mlit'ZI on% 1,4ikpr 
They mAirko 0 cr4fts pj4 c d y aoar I~%dIv 141sv411h TPtv4w, 

a tOorf 60 Stt.i 0- 12 etcuh, 

The Pvudtc'tftn w4 ;h* u bt t*n ;t sota0,44f~d %vtf 
V1101 20 PlIce WOO 'wfV; 4,;P $k4vya" ;# 4* t4 O0 l 
vontorIo:. pu -WOS aM 

They ,avv ;evv t 0, l" 

v11!t O0ito 4 *4k IA JU~l ct ro' 41,1t A 14 s 
is~ Pal mricl f* Virt" j~a ltpvt opa 0AW 
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Staff selaript are low. AthO,~ C".tetitive with other flSO% w-rkirq
 
in this arts. 'The average imnthy 11ry is K-.h. 3o,SO per a~ntft for 

the lrnate'rt Ist**06,10A K., 10 mtthr, thtnnci1." per f;r 

day, six days ptr wtok. 

The v4r1iti staff h~vt t;tfl tra1red in a nu-tx~r of arma lnw1Ofv

* accounting; 
Z064cI1 work; 

* i IrrI k *W1 

* fasI'i 

4~*o 4 rrc';!4tytr 

~* *rO., 

'9411;'';vOC tn1 

* rOrro Y'~ 

* fiti ttit-ev loh' C! *ffar l P.4, 

o jroc 1 tq.Iu P-f t 

* rtil !f- -. 4#11 

-us ~ 40~ *~ 

41 ~~A a k " 

It. of 
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The Coastal province Isone of the poorest in Xweya. Given t'hs 

liMitt. rOSOUrCe b4st Of 04e reion. th',rv Is a highi level of Poverty 

amog Totos pa c0145 he D'Alority of Totto's art 

ftc. very poor families. There Aa approximttoly '100 from urban Areas 4fl4 

750 from rural areas. 

Usaed on existing dita. th~# mr~btr and goeril chartcri %ticsof 

Varticiponts broken drowt t) progran ,illaw Wow:a~ 

A. SIxtZ Sti24,dT41ru r" 

Awlg the wwen ti this program, tw~o-thirds are youg www~n frmo 1w,.u 

Into@ urben fvi1c: u.ho hive left schtool. Th~y tipically are usirlliod 
An~d IAO;erioncad In Sonrting incoo'e. fst 41 tIa are urmartl. The 
othecr on.tr f ttt are rt~I0rly oe;1oyo as teactora or :Xue-
Uries ini art Iurf1m; wtvln; 41 a sidelin r4*t*r thin tt 4 ;rlmr sn: 

of 4eFrn4t Incv~t. hilp to c ms-I'o tirip*.01 efTheir ft: ' 
very ;oor wvwn, 

of teo *fh*,;orAacs #11 v,4A Ar ItOl irf P~~m 

Are sin~lt wtters ir divorccl Afi $1'@ tf ri~r 1j. ere~r for t'Ief 

faiilqs. The rtitlti 4r# #oftary t~tr from poeor ft 1et. 
strt 1A tl.a worivcp following mvlotlun of Tottos trsininv cwurse

for th# anwt part, Tototo's ruvral imvtirs tr4 froot vorr ;.*or faii tz. 

Weant b4,r~Vun ditt Is Ac* #ViI1cW. frt Tototoj f iuedvr, a 1174 sfml 
survey of rural group rvt #r4 (Clark. 1281) o'ows that: 

4W4% t ~ ~ , 

* 55 , ovo'~ A14% ~ ~ M5~~f~1pqrc a t 44 

24 pr0410161qqt 
* 91 #qrcent -Art r~F4' of tfo*Avrsrrrf4f 

http:tirip*.01


e 	 a majority h&ve berteen three and five Children; 

* 	 At t.he time of Joinins the $rW;, 2! percen: hod ro Indi
vidual source of ;eneratng cash lncet, 25 percent had 
one sourct, 45 werctnt hid two or aort sources and 73 
Porcont had no Orcup morz* Of gv~r:r~g h Income; 

e 	 wll Over half 0.e w=n are en;aed In 1sistercs 
agricultural production; 

* 	inco levels are low and come fram a very limited nuer 
of sources as Indicatd In Table Cl and CZ below. 

Table Cl 
Fk~nc..lv e S fTo 'ooGr g aer !m 

n-1l09 

No 	 Income 20 
Lest t tn SO 16 

50-100 16 
101-200 	 21
 
201-0 	 6
 
3014500 10 

over 100 I1 

Source: Clsrk. Noren, 191. 14OC41124 _-Cv I tP-4 
at I P4 IT;Flhe WV 

Table C? 

n109 

No Incw4 24 
IV salary 4 
NOtu M salary 10 
Cash crops 38 
tkul W##tI-l 2 

Sotty OC.W40r o#. t 
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A. Trsining Prnr 

Tototo' training ;rogran bega in%.erd.1970s. Sixty students 
are trained over two years In sqivtng, taloIng, and te-dye. ThW alSO 

rgeaive instruction in family planning, cooking, Sshilit, and si ple book

keeping. Although Tototo does not provide systwstic follow-up InJob 

plecmemnt, u In pCOleting the training the wen are qualified for Jobs 

in factories, tailoring and dressilking shops and Villagt Pclytctw# cs, 

ad for self-mloymnt. Each year sme trainees stay on to work in the 

Tototo production workshop. Tototo's record inpreparing its stdents for 

overthe ern n proficiency eam has isroved markedly thl years. tn 

1l82, 35 out of 40 Tototo trainees Passed the #e. 

Tototo's trainffg ;r raItIrtogstertd under Ot Village Poly ctc c 

prograI and has received sm fl-uncial zSvpc}rt for utechte Salaries from 

the "OPlSorin; Minis"try of Social Srvices. SI Studwn,' a1e referreK 

to Tototo by 0C social iworkir. Al overs cme on teir "o-. TN loo 

feem of Ksh. 50 per manth attract scre studonts tutn Totoo can train. They 
are salecttld primarily on the baSis of need by ths ExecutIive 01rto, td 

the sewing weahoers. Tototo subsidizts about 10 stud s per year who can

not afford Ute fel. 

The production workshop also tss stArted n the aid-l1702, It Is 

located In the sn building In Momasa as the training proram, The work

shop is efficiently nar4;ed jointly by a wan trained as a profetsional 

designer aW the eAecuti director. It mloyis 30 very poor w en on a 

plece-rato basis to sow and mate tit-0yd Cloth. SM work In the hop 

om fromos .uln; v#tning oroirai or art r#(,rr#9 Z tw::4 a;c#ai t 

A core gruP Of *Oftfn ftilv4 e*~tAWO 66 4Ii4aOJai )~*,D Wv z 

Wtern lavi Saved oti to cvat: U.lft .rk Ir a I'r;S201 or 
other Jobs. 



Aversge sales from the workshop art about Kit'. MAN0 per month, 
A little over half the sales are wholasale at a 30 p net mark-up; the 
rest are retail sales at a 150 percent mark-up. 

The women are no: always fully inuloytd by the workshop. The 
ount of work, and therefore their earnings, depend on the niwor of 

orders the workshop s. Average Income in Ksh. 200 to Ksh. 250 per 
month. This Is quits lows particularly for %n who are p'imary Income 
terners. With some mprovent in IdentIfying arketing chamnnls, this 
Income could be increased. tver, It should b noted that at present 
Wages the MIXiMU AMout A fully employWed seWng pi c-rste worker in 
94ousa cuiA earn Is Xh. 350 per month. This Is below the national inimua 
oage for anya and brings t0 question the feasibility of promoting sewing 
ti an Incame-9etr:ing activity for primary earers. 

C. ftail Sh" 

The Totto Home Industries, retail shop Is locatod in Central ?vaMsa. 
It operates with a staff of four and It ow six days pe week. The shop 
sells tie-dye ariclo prodwcd by the Totato pto4ction 'rkshop and ovier 
handcrafts produced by ovr 200 Indfvtdals Identified through the C 
network around YAiya and by group moers from the rural program. The 
handicraft producers who sell through the shop are adviIe on quality, design, 
and costing. Their Income varies according to product and the season, but 
according to the tff ranges from Kah. 100 to Ksh. 1,000 per month. 

The shop tI run on a highly professional basis. The products are 
high It aIfity and Attractively displayed. Voli of sales Is approximaoly 
Ksh, 100,000 pe nt. 

0. WK11 orol 

This # bqest u 177?7in It~: tl ~ ~ 

generating activities for rural womn. Tototo works with World [ucatloa 
oa tafs project ,nich prIOtal v* Vie of I non-foml ducation methodology 
(self-#ct#llIzis') for group decision-meking. Tnis methodolo y is d4esigd 

to get groupi to coelectinly tuentify ar.00 An r'##45 '4 ;1&A' iJnCm 



geilrating activities, health prnJectrs, and other comunity development 
efforts. 

Tototo began the project with six wow's groups and now works uith 
- ]2.1 The original intent wes for %hegroups zo bevcme Indneenten: of 

Tototo In two years; however, so far only four have become so. The Rural 

groups are identified by Tototo through the Ministry of Social Services 
Alch his prtm0d fonmtion of wmn's groups since the mid-1970s. Tototo 

staff visit Pany of these groups and select which ones to tgrt through on 
the basis of mabersIne arst and mtivaton to partiCipatt. 

Eacs grouo selects a coordiator who then receives training In a 
th'"tweek Tototo s4inear with other group ccorVnstrs. The training 
covers group oranizing methodolovy, project planngn, ad SIlpte record 
"Ilg. The cocrdinator, vho receives a %all si1wd for two years, Is 
r"Swsiblo for training other grcp Vrs in theme areas. 

The groups mee once a **0o Pi, start ou. with IndivIdal members 
prod cing AM MW to the14ling; U4icraf:s and thn donating their promes 

to0oupstart other Inccmm "rration aM community 94*lopmapt ;rojects. 

Sim of the projects started by the grows 1nclude: 

e 	 poultry ralsing;0 

* be*-k..pImg 

* 	 gardening; 

* 	 cooperative rtaill shopS; 
* 	 goat reaching (planned)i 
* 	 posho mill (plamed); 
* 	 chrcol sIes 

* 	 rental houses;
 
nursery s4hools;
 

* 	 heelri clinics. 

Ym esro are ~ .i aIthiovp som have shn smtm. 

0 



According to the Executive Director,, the bakeries, ch~arcoal islet. 
&W handicrafutar relatively successful ingentrating income. The poultry 

Projcts are iee and he other pro ecs are too rto to udt. :'ncom 

dit* on the projets are now avaiIable. Wowtver. we do know %,= incme frm 
the gro~up projects is not a primary source of livelitnood for th mers. 

Most are involved Inother subsistence or cash production. 

Tototo's approach IshiShly pirtic itory which his many advntlgs. 
Primary is the fact tht mm ers have a central Wle Indctsion-vktnjj 

ad an uwwrstanrding of the optois ad choices at hand. One disedvantage, 

howevor. ltthat It takes a loq tine to get thinps done. Mother is that 

decisions. particularly with reard to Ineom generation, are not almays, 

mde on the basis of technical feasibility. One reason Is because post 

group amers have ver7 liald e#perlene In and kmoli ge of the caiN 
ecorOW and "te?;rHse develo;nt. Oe CUr-reit so,,omn;.of 0% ;rw'tvt 

tch Iy'ps provtdtd (e.g., 
feasibility Studiese "mAllerial lssi' tc). 

is the 1inid moot of !cal mret *niys' iS 

To datat the groups have ha4 11ited exverience Indirettly usti 

credit. Soveal -fpo s have received grant asitunc from donorl and * 

govenvent for seld capital and Vw purchase of b lding ing c* tsructlOa 

mterIals. To groups cujetly have lean apolicatlonis p At wItV"! UrltA 

Uank (for Xjh. 10000 and Ksh. 20,000 rtenctlivey). trtover, irmou 

w rs contribute awthly dm to rtvolving fNMI which are vsed for MOuO 

projects aM loans to individual oblers In naed. Their experl e In aolog 

reular dues an oping bank account can te seen as useful later o for 
atslisng respontibtlity for repayment of loans aid"or pvrticipatto" In 

grIm r"Molvig low funds. 

VIZZ. rOLuLi[c2±ts 
'00%I1m!!o'4.A.on 

I'llustrated below* 



To141 ASHIts 2ef D#CW'*f 12 

Gm 5sStoCk 

Tools &W m~1pant 

TOTAL P4ISIUd 

60 
Ja 

Gross $415 

Cots.' 
Lbor710 
Staff7,0 
PAW marfalsiv 

4.U 

Tr'asisor: 
TOTAL Co$7t 

1 
41,144 



The operating surplus of about Ksh. 6.000 from the production wrk

shop theoretically is enough tO ovr Whe monthly colts of the tritning 

program with a small surplus still remaining. Trainlng fees iaunt to 

Kaft. 205M/vowth and governt contribuitios t: stwing teachers' salries 
(about Kxh. 2,950lonth) also help to support the training progra. 

Tototo's ri#tl shop is basically self-sufficient. It sells its 

products at a 100 percent to 150 percent art-up Vhich covers te operating 

sts of the shope 

Cnloet generated through the operation of Toaotot's production, 

trfaino, and marketing activities includes: 

(i) 200 individual cr?t producers earning frm Ksh. 
1000 per moth. 

100 to 

(11) 30 piece rate wortors earning around taUh. ZSO/Moath. 
(iii) 12 su4ff mors, easrning An averge of 1,300/month. 

Itreover, this oeatic'n subsidi:es h costs of providitng skills 

training to 60 studeats each yir, 

3, TONO1Os Rrel !lem be Ietj Is grnat-financed by World LIuca

tio, Inc. with an #iaMA! bu,et of s. 640,900. In Addition, wall grants 

art channeled to four grows through donors such as C[VPA, MatcA, and Apro 

piato Techolog of KM#y Cowittee. 

Using gross eitimaes, th cost of the rural progr" Is aporoimately 

KI. $S0 per clievt per ytar, or about Kh. 19,000 per group. lata on income 

generated by these efforts is unavilable. at a OiMnivu, 11 groUPS 

iwolving 333 wers en engaed in group incom gent rting activities s a 

result of Kila. These generally are wonMary sourcos of family income 

and support sibsistec prduction. All 70 group mers also have been 

exposeod to health edm ion, project ploing and .mngmwnt, trio decision

ovn, and the bq fii fto itlpDroicidn a thro tl'I;f vol. Mor-s 
mo, 25 grow coordinators are orovidod a small monthly ttlpnd and trainlov 

in1 a wnrw'"vw~ leinar~ s stuft Are ewCloyed to 40141te Inop SCO1 ti 



IX. Projet.u&fa 

A. 	ls2milJINSs 
Totto ts projects have conributed to *Mancini itcme and mloauent 

for Imers as described in the previous siction. On the entreise side, 
Tototo's H -dwss-basd mostproduction workshop and retall shop hve be 
successful In developing into viable operatIons. The rural-used group 
Income generaing activities are still evolving; most have yet to reach 
the =Ake off" stge.S. 

Nonetheless, proJect prticipaints have developed technic4l skills 
In such areis as poultry keeping, ft selling, bakery operation, and 
constrction work. Coordinators have developed skills and experience in 
mmpwnt, planning, orgni:lng, and probl..-solying. Participants *lso 

are developing skills related to effective credit utilization (opening 
bank accmunts; 0biliz*1 local resourcei through fomtion of group 
revolving funds, ad contributions of tim and labor to group activities). 

S. 	Social LUacts 

The 	social Imac of Tototo's projects Include: 

* 	strengthning the process of growp fatmOt on which inturn i
proves accss to finacial and tahcficsl resources for 
Incomenmriti on; 

e incroosing confidence of wom by providing an omprtuity 
for 	interaction and 4rino of problem a-- he nd for 
mlizing gins throgh co1laborstive rovp effort . Confi 
deeIs oposItiely relatd to the success of group effort; 

* 	 hmpming coooertion beteen village 0hifs and the grouptls 

e 	 e~n~hancig relations between husbands and wives; 

* 	 xovig Access of Ionwty as 6 Ioe to resouru.s such 
as 1# ad d- re servicis. 



C. joists 2n Institution4l Develommnt 

Since it began in 1963, Tototo his strenthened greatly its ability 
to Organize production, provide training, and market handicraft products. 

It also has developed expertise in organizing rural women s groups. in 
particular, since this work begin in the late 1970s, the staffs coordinators, 
and group ambers have increased their knowledge of the technical, finan

cial, and managerial inputs required for successful group Income generating 
proJects. Tototo has learned to play . more effective role in linking its 

memers to these inputs over the years. 

AMother element of Tototo's Institutional devlopment Is the Increas
ing comi~tent and epertfse of the staff, As they see their inputs leading 
to Improvements, their coiftownt is reinforced. Despite relatively low 
salaries, staff turnover Is low which indicates &high level of Comfunt. 

The grop coordinators also are a crucial and cost-effective means of In
volving more rural people in Income-generating and comwity developoent 

activities. 

The coined soa l and economic approaches of Tototo are mutually 

reinforcing, particularly for group work. An Indication of the succests 

to date i' that groups ow pmrch Tototo with requots for organitational 
assl Istiace. 

0. SMIry Of Les sons-

Several sallent lessons inre from Tototo'$ e rience to dae. 
Ftrsnt, Wor| thrmg ru&G= in1Meffect WAY to "scale-voo efforts to 

eMote iof oeeation. Thrvoh this apprach Tototo was able to timand 

its coverae fro around 100 to &D people with a staff Increase of only
five. ' 

Second, builig o #wqno Is #q IMortin. fo=1411,ffd.ce e 

more successful the project, the more coofidefce g sw6ens a d more 
confidemce leads to even greater success. A cmlned exial and econmic 
apprach Is Imortant for this. 



Other Coreat of suc€ess Inc Vudl: 

* 	 resources available at the time they #re nee#4d; 
* 	 support fro iDOus s vilisjo leaders, And r SiJeits; 
e 	a coordinator skilled in and colmtt#4 u involving group 

awbro In decision-akig p,-ocnises. 

X. 	Au s Cop4¢!yottv 

A. ,Absorttve jp ty for in4ncit Alss.Ist 

Tototo's current average annual orating budget is Uhi. #50,000. 
Asluing an annuIl inflaton rate of 15 percent an inamnial expantio" 
rate of 10 percent (surting now), then .-. $1ssfnccjTotoo ffirn!e11 
costs over flvp veers arje 2V1cte Ig..hs, 9.o6.j2 Ato be . 
present. AID finances approximately 75 permit of Tottot's operating expnses. 
At this level of funding, At0*s o_.t je five year wi.ll toll 
Kshs, 6.814.9" (SS24,!T) (sWe Table 1). 

I. 	 1bgrptive Cao ?t,fO? FrinsICIM AssstaUN 

Tatoto does not uretly have a cri4ft progran for Its Cl1wts. 
Hover, there exIts a d nd for credit etd, with ow staff aid 6daini. 
trative ugrading, a basic Infrsstrwture for its do1ivary. Latleatus of 
Totofto ctcity to de1lvtr flnancial aStae Is ad$ i the following 
basis: 

0 Tototo now wCru tm andplanst n 0 som%It sad "also 2i 
In the Miar fvturs, In aectIon, ndivid4al clients total 29) 

e 	Asimu in asym.e "p loan size of ek1. 21,000 and that 
Tototo can eliver crWit t4 15 grows in y r on t,or a total 
of Kas. 3751000 (5 

o Assu e mvrsoa Individual 1law Vif of 90i. 5,000 a1d Ohat 
Tototo UP~ 014lier credit to 30 Cndvivull In Yq#? cre. of, a 
total of Kits. I5,001(5 l,13). 

* 	 T , I r ne . Tototo can doltve lons to pifP w 
IFlv~v410 " lfng OShs. I5,000 (540,364). 



* 	 Assume an annual inflation rate of 15 percent and an annual 
expansion rate of 10 percent. 

s 	Assume an annual interest rate of 10 percent and an average

amortization of two years. 

* 	Then, Tototo can absorb an estimated Kshs. 1,619,670 ($124,590)
innew loan funds over five years. With turnover of funds, a
 
total of Kshs. 4,436,302 ($341,254) will be lent to clients
 
(see Table 1).
 

C. 	 Upgrading Needs for Tototo 

Upgrading inthe following areas would strengthen Tototo's capacity
 
to carry out an effective credit program: 

1. Training for field staff and group coordinators in
 
enterprise management, market;ng, bookkeeping, credit
 
utilization, and legal responsibilities of signing

loan agreements.
 

2. Expansion of staff -oInclude an accountant and three or
 
more assistant field supervisors.
 

3. Administrative upgrading Indeveloping a simple credit
 
delivery system.
 



Table I 

Estimated Absorptive CaDacity of Tototo
 
for Small Enterprise Assistance (USS) ±/ 

Year I Year 2 Year 3 Year 4 Year 5 Total 

Non-Financial 82s712 104,630 132,357 167,432 211,801 *$698,931 

Financial
 

New Capital
Funds - 40,384 28,875 14,315 18,109 22,907 124,590 

Reflows 

$ 0 0 22,211 28,097 35,543 216,664v. 

$ 0 22,211 28,097 3S,543 44,962 

TOTAL CAPITAL 40,384 51,086 64,623 81,749 103,412 341,254
 
LENT
 

-/Assume an annual Inflation rate of 15 percent; an annual expansion rate
 
of 10 percent; an annual Interest rate of 10 percent; and an average amortiza
tion of two ywars.
 

figure represents total reflors through year 5. Reflows would 
total $101,839 inyear 6 and $56,877 inyear 7. 
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Table 2
 

Summary Information on Tototo
 

1. Number of clients .. .................. 1,070
 

2. Average annual budget " . kh. 845(.....'65000) 

3. Cost per client ...... ........... Ksh$. 790 ($ 61)
 

4. Absorptive capacity over 5 years 

(a) Non-Financial .. Kshs. 9,086,103 ($698,931)
 

(b) Financial .............................. Kshs. 1,619,670 ($124,590)
 

S. Current level of AID support

for non-financial assistance ................ 75%
 

6. AID funding over 5years
 

(a) Non-Financial (75%) .................... Kshs. 6,814,577 ($524,198)
 

(b) Financial (100%) ......... ,............. Kshs. 1,619,670 ($124,590)
 

(c) TOTAL Kshs. 8,434,247 ($648,788)
 

tOr, 



DARJA TRUST
 

1. Introduction . 

The Daraja Trust was started in 1980 at the initiative of the Inter

national Institute for Development, Inc. (lID!), a U.S.-based Christian 

organization. Dara~ja is registered with the Government of Kenya as a 
profit making entity and is licensed to grant loans to new and existing 

small-scale businesses. 

11. Project Descriotion
 

A. Goals and Objectives
 

The goal of Daraja is to contribute to improving the overall quai'ty 

of life in Kenya by assisting people to develop their capacity to t 

t!.e lves. The objectives are to create ewploymwt by providing loans 
and management training to develop small-scale businesses and to promote 

Christian ar1iPn J,. Daraja attwpts to identify clients who have sound 

business project proposals that will generate employment, but have limited 

access to financial resources.
 

B. Bfief Description and Histo 

The 110L Is a Christian organization based inVienna, Virginia. It 

supports the development of small businesses and the promotion of Christian 

princtples in several countries throughout the world by establishing and 

supporting through grants and loans groups such as Daraeja. The 11D finds 

Individual and institutional sponsors through U.S. churces to Invest relatively 

small muntsofcapital (USO3O to 1ZCCO) InChristian-run businesses in 

developing countries. The Idva ;rw out of the Christian missionary 
movment.
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The Kenyan program, Daraja, was established in1980 by an American. 

It is run by a five member Kenyan Board of Directors and a staff of 

three. The office islocated InNakuru, a seondary town located about 

100 miles northwest of Nairobi. 

Daraja identifies potential clients through churches and other 

community organizations throughout Kenya. Ifthe client has a reasonable 

sounding business proposal, a staff member writes up a feasibility re

port and loan application which are submitted to the board. If the board 

approves the proposal, it Isthen sent to the 1DI inthe U.S. Following 

IICI approval, the funds are sent to Daraja to transfer to the client. 

The project isstill quite small and new. To date, loans have
 

been advanced to 26 clients. Daraja's basic structure and approach has
 

remained the same since itstarted.
 

C. Oranizational Structure
 

1. Staff.
 

Daraja's central function isto provide loans. However, some manage

ment'as+tfiifieis provided through follow-up visits from the staff and 
occasional training seminars for clients.
 

The staffLt " _tma1l, which has limited the scope and size of 
the program. ItIncludes:
 

e 	 one project director (alocal man trained Inbusiness administra
tion who has had over 10 years of experience Inbusiness manage
ment with the prison industries-system); 

s one Peace Corps volunteer (an American man who holds a degree In
 
business administration and has had 17 years of community organiz
ing experience inGary, Indiana);
 

* 	cis secretary (awoman); and 

0 	one part-time accountant (aman).
 

1he pay scale for tollsstaff Is relatively lcw (the "rofect director 
earns Kihs. 5,250/month or US$404/month; the secretary Kshs. 1000/manth 

or US$77/month; the peace corps volunteer isnot paid by Caraja). However, 

itIscomparable to the salaries offered by other NGOs. 



The project director and Peace Corps volunteer work together closely
 

in screening clients, writing project proposals, drawing uo loan agree

ments, collecting and processing loan repayments, and organizing seminars.
 

There has been a recent turnover in the staff. The current director 

Joined Daraja inAugust of 1982 and the Peace Corps volunteer Joined In 

November of 1982. This turnover has had an adverse effect on the program 

inone respect, i.e., repayment is a problem on some loans advanced by 

the previous director. 

2. Relationship with other programs and projects.
 

Daraja's contact with other organizations working in the small enter

prise sector is somewhat limited. Its closest contact iswith churches, 

through which Daraja identifies clients. There is limited contact with 

banks except as a central depository of project funds. 

3. Funding.
 

All of DaraJa's funds to date have come through the 1g01. As of
 

December 1982, 1l01 had provided over Kshs. 2,OCO,000 inloans and grants
 

for small business development. IIDI receives its funds from private
 

Investors, private donations, a matching grant from AID/Washington, and
 

a loan from OPIC.
 

,Z. 4. Beneficiaries. 

As of April 1982. Draja had advanced loans totaling Kshs. 2454,812 

and minagement tr,_.to2elicaries Include four women, 

20 men, and two partnerships of men. For the most part clients are not 
the very poor. Average monthl income js Kshs. 2,0. 

The types of businesses supported include:
 

s 15 agricultural businesses (cattle, poultry, dairy farming, 
sugar cane ;rzwin;, tea, and pig raisirg); 

e 11 non-agricultural businesses (tailoring, block making, 
bakeries, posho mill). 

Some clients have other jobs and use the loans to develop businesses on
 

the side. Ins= cases, business ana;egrs art hired by the loan recipl

ents to run the businesses.
 



Clients and their businesses are located throughout Kenya. The
 
largest number of clients (15) islocated inNairobi and Nakuru.
 
The broad geographic spread of the loans makes follow-up visits time
consuming and costly. Consequently, given the small staff, follow-up
 

on some clients isinconsistent.
 

Rather than lending on the basis of regional, sectoral, or income
 
group targets, Daraja lends on the basis of the economic viability and
 
employment potential of the project and adherence to Christian principles
 
by the 	applicant.
 

0. Project Activities
 

1. Conditions and procedures for lending.
 

Loan applicants find out about Daraja loans through churches, com
munity organizations and current clients throughout Kenya. According to
 
the staff, there are more loan applicants than funds available (on average
 
10 people per week riquest loans). Each loan applicant visits the Nakuru
 
office where he/she is screened by the project staff. If the business
 
idea is judged sound, he/she Is helped by the staff to write a project
 
proposal. A fee of Kshs. 100 ischar;*d to the client for writing the
 

proposal.
 

Applicants are screen* according to the following criteria:
 

(1) recomendations from three sources;
 
(it) previous credit record;
 

(iti) 	 no outstanding loans;
 

(Iv) ability to rtpay loan;
 
(v) security Inthe form of title deeds, share certificates, 

a vehicle, or other assets worth twice the value of the 
loan; 

(vi) Indigencus Kary3 :itenshI;;
 
(vi) 	 evidence that the proposed business will employ one
 

worker for every Kshs. 10,000 borrwtd.
 

The loan approval proces generally takes about Lix months. Daraja
 
staff forward the featiblity proposals to the Board of Directors w' ch
 
miets once a month inNairobi. Those proposals approved by the Board
 
are forwarded to the 1101 In the U.S. The 1ID considers the proposals
 



on a case by Cdse basis, and ifapproved, sends funds to Kenya. Daraja
 

then draws up a legal loan agreement with the client. Oisbursal and
 
collection of funds are carried out directly by the Daraja staff, rather
 

than through banks.
 

Average loan size Is Kshs. 80,000, with a range from Kshs. 10,000 
to Kshs. 200,000. Loan terms are 12 percent interest repayed on a quarter

ly basis over three years. Repayments theoretically are to go into a 
revolving fund to be re-lent to new clients. However, due to repayment 

problem, the original loan fund has decapitalized. At the end of 1982
 
the total loan fund was Kshs. 1,977,995, with Kshs. 1,773,733 outstanding.
 

The project director and peace corps volunteer try to follow up by
 
visiting clients once every month InNairobi and Nakuru and once every
 

three to four months outside. However, due to the geographic dispersal
 

of clients, lack of transport, and shortage of support staff, follow-up
 

has been inconsistent.
 

As a consequence of this and other factors, repayment probltiis exist. 
At present, Daraja isrecovering only about C0 peorent of repayments due. 

Out of 26 loans, orly four are not in arrears and four are Ind| ; ..... 

Specific data on repayment by loan size, enterprise type and client
 
background is unavailable. However, reasons put forth for repayment
 

problems Include: 
(1) lack of client follow-up by staff;
 
(it) loans not used for original.purposes;
 

(iii) 	 marketing problem;
 
(Iv) lack of technical and management supports;
 
(v) misunderstanding on the part of clients concerning obliga

tions for repayments; , 
(vI) 	 inappropriate repayment terms which require large lu^ stums 

of capital on a quarterly has'4s, which 14: difficlut for 
some clients; 

(vil) reticence on the par of the Bcard to havt ss'O ;rtts 
for loan rtcovery; and 

(viii) 	 unwillingness of some clients receiving loans from pre
vious director to repay. 

4 
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Daraja's repayment problems, given the relatively small number of loans, 
suggests a need for revamping policies for client selction, lending 

terms. and follow-up work. 

2. Technical assistance and traininc for small-businesses'
 

fraja does not provide any systematic technical or marketing as

sistance to clients. During follow-up visits the staff discuss any prob

lems the clients might bo having, and basically work to establish personal 

relations with the clients. Staff expertise and assistance in this area 

could potentially contribute to more effective credit utilization. 

Two training seminars on business management have been held since 

.§L The purpose wasto support effective use of the loans by the clients. 
The most rqgja..seminar brought together 51 loan rISdpients and appli

cants. Local business professionals donated their time and, along with 

Daraja and 1101 staff, gave presentations on: 

(1) basic bookketping and ac:ountin;;
 

() business administration;
 

(III) marketing; /( 

(iv) banking and credit;
 

(v) loan repayment; S(v) business insurance; and 
(vii) devotional message.
 

According to the staff, there has been little follow-up specifically 
related to the training. In general, it is quite difficult to ag L tS

from around the countryt o to central location, so ongoing group 

training isnot practical. The evaluation form filled out by the parti

cipants indicated that they found it useful, but no information exists 

on further Impacts of this training. 

E. Project Vtconomics 

1. Stiff X4 eQfII. 

Given the mall size of the staff and the amount of work required 

to carry out Darajals program, the staff have a heavy workload. They 

work six days a week. A iajority of tile Is spent in the office on 
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administrative tasks, writing up business proposals, screening and
 
processing loan applicants, writing up loan agreements, collecting
 
loan repayments, transferring funds from clients to banks, and
 
following up on clients who are not repaying regularly. Given the
 
litmited staff size and transport, less time is spent on regular client
 
follow-up, training, and technical aisistance.
 

2. Client load. 

At present, 26 clients are followed by two core staff, or 1._. 
clients per staff mwmber. Given the present structure and function
 
of the organization, the small staff, and 
liited access to transporta
tion, DaraJa would be hard pressed to expand its client load beyond
 
this level.
 

3. ProJect oPepating exoenses.
 

To date, Daraja's operating expenses hat been covered by grants
 

from 11D. They are quite low, as seen by the following figures.
 

DaraJa Operating Expenses 

Year 12 1981l 
(Kshs.) (Kshs.) 

Salary and Allowances 68,700 115,790 
Overhead 34,793 27,332 
Travel and Accoidatlon 25,108 21,040 
Other .0211, 
TOTAL 152,612 186,743 

The annual cost per loan in 1982 wa Kshs. cost per Kshs. 
lent was Kshs. .09, or t. At present levels of support, if no loans 
were Inarrears, Oarajals lending program could t reticf1ly pay for 
itself (given 12 percent Interest rate). Inreality, however, giveno.
 
arruj and efault,,Ora4 contfUUGOtptyon grants to cover 
costs. In 1982, Income from Interest receivable tota1e Kshs. 70,475 
or 51 p 'cent of actual cost:. 



The 1101 plans to end its support at the 'nd of 1983 (self
sufficiency within three years was the original concept of their 
support). The Idea is that interest from the revolving loan fund 

will cover Daraja's costs. However, as can be seen by the above 
figures, Daraja will continue to depend on grant funding for operating 

expenses. 

F. Project lMacts 

Systematic data on the inoroe, profit, asset, and employment 1m
pacts of araja's small busiros% assistance program is unavailable. 

Existing Information on the project indicates, however, that a relative
ly small portion of Daraja's potential target group has been reached by 

the 26 loans advanced to date. Moreover, clients are typically not the 

poorest entrepreneurs, but those who ar* better off. 

1. ISmact on erloUment. 

Benefits to the poor are supposed to come through the requirement 

that businesses o p 00ployonperKshs.l10O borowed. Unfor
tunately, data was unavailable on levels of employment generated by the 
loans, qualIty of employ ent, or who was benefiting. Nonetheless, one 

case study does show a positive fmployment benefit. A handbag manufactur

ing enterprise that started with a Kshs. 60,000 loan now employs nine 
permanent workers (on an average wage of Kshs. 630 per month) and 
several casual laborers. 

2. Other impacts.
 

Several Issues snerge Inassessing the impact: of Darajals
 

program:
 

(I) Oaraja loans typcally are used for starting n
 
businesses, ri6%er *Van expanding axls.,n2 bu-'i1es:es. 
To a larie exv:ttnt this requires more systatic planning
and careful provision of inputs which to date Caraja has 
not prola'ed. These typos of tnvesents can be riskier. 

(1i) 	 According to the staff, the agricultural businesses tend 
to be riskier Investt rs. These clients tend to have 
more problems in t r businesses and with loan repay
maet. 



(tII) The employment generation criteria is perhao tE most
innova 
 ve 	 broa-,- " eSpecPotential
pIs
-Uptayfi36Wrif f-f -olndingat the mid-level of thesmall enterprise sector (0-20 employees) where laborabsorption appears promising should be carefully assessed. Further follow-up on the results of this
policy criteria for lending iswarranted.
 
(iv) 	 Repaymuent Problem in the loan program Suggest uiajlAusinsls ucess and, consequently, employment and income generatifon. However, the ILju s to establish the reasons for arirjje-S: either the inabilityof clients to repay due oPo-r-business performance# orProblems from areja's side I-n flfi-stI i'-"loan 

program.
 

3. Imeact on credit utilization.
 

Interviews with Daraja stAff suggest that clients have not signifi
cantly improved their ability to utilize iredit effectively through the
 program. 
For example, Daraja does not provide clients systematic tech
nical support inutilizing loans. Today's repayment problems in
dicate that this isan Important missing link. Moreover, qlents are 
notthegainingt !!!tny C o, exp!Lril lIn_au lt W~~d -rba 4banIkaywWittkNAMj~sjetefc--- _ ould Pbably qualifyfor bank loans on their own. Given
that Daraja's primary (and for the most part sngu ar'function isto
advance loans, the ropayment ratas should be significantly higher. It 
appears that the cumbersome administrative procedures, geographic spread
of clients, and small staff limit Darajals ability to provide proper
follow-up 4nd technical assistan:e to clients. 

0. AbsorptivL Capacity
 
Continuation of DarajaIll lending program, 
 even 	at present levels, requires Institutional upgrading Inseveral areas. 
Without some adjustments


inthe program, the revolving loan fund stands further risk of decapitll:-

Ing, The follewing estfa:s; of Dlrjajas caPAci-y to absoro funds to provide

fiainclal and non-financiall ShStarce art predicatsd on te assup[ton
Of upgrading Inthe areas lited Inthe subsequent sectiol. 
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1. Absorptive caoacit for non-financial assistance.
 

DarJa's current average annual operating budget is Kshs. 169,677
 

(US$13,050). However, more effective delivery of credit requires the
 

addition of one field-staff member at an estimated cost of Kshs. 36,000
 

per annum. With an extra staff person, Darajals annual operating costs
 

would increase to Kshs. 205,677 ($15,820). Assuming an annual inflation
 

rate of 15 percent (starting now), Darala's non-financial assistance
 

costs over 5 years are projected to be Kshs. 1,594,765 (US$122,674).
 

(Set Table 1.) At present, AID finances approximately 50 percent of
 

Daraja's operating expenses. At this level of funding, AID's grant
 

support over five years will total Kshs. 797,382 (US$61,337).
 

2. Absorptive capacitt for financial assistance. 

* 	Assume Daraja continues to lend at the present level of 13 loans 
per year with an average loan size of Kshs. 80 000 (US$6,150), or 
a total of Kshs. 1,040,.10 per year (US$80,00)S. 

e 	Assumse a 15 percent annual rate of inflation (starting now). 

e 	Assume an interost rate of 10 percent and an avera;e amortiza
tion 	of two years. 

e 	Then Daraja can absorb agpoximately Kshs. 2,495,051 (US$191,927) 
innew capital funds over five years. With a turnover of funds, 
a total of Kshs. 8,063,887 (US$620,299) will be lent to clients 
over this period (see Table 1). 

H. Upgrading 1eeds 

Daraja currently has a serious protlem of arrearages and defaults
 

in its program. We therefore rec r dmthatDarjcons tdart00Jn wt.9.41 
upgrding Inte llon improve its ca Aiy. )rt9 aareas to 	 " P@O 

viable enterprise assistancq program:
 

() 	select a more delineated geogra tic region in wlich to
 
lend to insure ( tT'ffoc (ve client. foVlow-up;
 

eiI) .o#j_!e; ff inprovision of technical and -ana;oont 
ass utance to clients; 

(Ii) expand fi91 Ls_ffby at least one and provide transporta-

oTT69-W insure more consistent follow-up;
 

http:1,040,.10


Table 1
 

Estimated Absorptive CapactZ for Oaraja Trust
 
for SmaI EnLrprle AsSiStance (USS) ._/ 

Year 1 Year 2 Year 3 Year 4 Year 5 Total 
Mon-Financial 

18,194 20,924 24,062 27,672 3 122,674 

Financial 
Now Capital

Funds 92.000 55,200 12,880 14,812 17,035 191,927 
Reflow 

S 
$ 

0 0 
060O 

509600 
811 

58190 
191 

66,918 
76,9

4299372k 

Total Capital
Lent 

92,000 105,800 121,670 139,920 160s909 620,299 

I/Assume an annual inf"atitz rate of 15 percent; an annual interest 
rate of 10 percent; an;d an averagI amortization of two years. 

k/This figure represents reflows through 5esr S. Reflows would 
total $207,782 in year 6 and $130,826 in year . 



(iv) st'ream-line schinlstrative procedures. In particular,
 
loan disbursel and collection could be handled more
 
directly through banks. Clients are of a level that they
 
could deal directly with banks;
 

(v) 	simplify the current business proposal format. At present
 
it Isoverly time coosuming given the small staff. A 
simple format that projects costs, returns, employment 
generation and markets could serve the purpose; 

(vi) 	 adjbst the loan repayment period o accomodate enter
-p1 w1 cash-flows. Current quarteriy payments are a 
burden 	on certain enterprises;
 

(vii) 	 cQ rd ._tL.effor±&.. h other NGOs. For example,
 
Daraja could advance arger size loans to clients who
 
"graduate" from the smialer-scale loan programs of
 
the Mcr_fP.. Or, Daraja could build on the experi
ences of other groups ingroup loans, which reach a 
larger number of people without the intensity of ad
ministrative support required for individual clients; 

(viii) 	 evaluate the effectiveness of the present employment
 
generaticn policy criteria on the loans to test their
 
success and/or potential applicability to other lending
 
programs;
 

(ix) establish policies with regard to the sectoral alloca
tion of loans (i.e., agricultural vs. off-farm enter
prises -- past experience of Daraja suggests that agri
cultural enterpries are riskier);
 

(x) stress, through board policies and client education, the
 
obligation to repay. Some clients confuse Daraja's
 
loan assistance with grants.
 



Table 2 

Suma, Information on Daraja 

1. Number of Clients ......................... • 4..26
 
2. Average loan size ........................... Kshs. 80,000 6,150)
 

3. An.nual new lending ...... ,...................e. Kshs. 1,000,000 76,000)
 

4. Average annual operating . • Kshs. 169,677 ($13000) 

5. Annual cost/client ............................ Kshs. 6,526 ( S C2)
 

6. Cost/Kshs. lent (1982) ......................... Kshs. -/.09 (9%)
 

7. Absorptive Capacity
 
Over 5years
 

(a)Non-Financial ............................. Kshs. 1,594,765 ($122,674)
 

(b)Financial ................................. Kshs. 2,495,051 ($191,927-)
 

(c)Total Kshs. 41089,813 ($3149601)
 

8. Current level of AID support .................. 50% 
for non-financial asistance 

9. AID funding over 5 years 

(a)Non-Financial ....... ,...................... shs. 797,382 ($61,337)
 

(b)Financial .................................. Kshs. 2,49S,051 ($191,927)
 

(c)Total ................................ Kshs. 3,292,433 ($253,264)
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TECHNOSERVE: KENYA 

1. Intrcduction ,. , 

Technoierve (TNS) differs significantly from the other NGOs examined 

inthis report in that it is a U.S. private and voluntary organization -- not 
a Kenyan organization -- and specializes in organizational upgrading as

sistance rather than direct assistance to clients. Given the difference 

in TNS' operations and its expatriate direction and senior staffing, it is 

not appropriate to assess the organization according to the same guidelines 

applied to totally indigenous institutions which directly assist clients 

at local levels. Also, AID/Kenya has at Its disposal numerous reports 

and evaluations on To.e'noserve over the years and does not therqfore require 
at this time detailed methodological descriptions of TNS. The report will 

therefore examine TNS' current operations, with emphasis upon operations 
that are most relevant to the NG-rural enterprise project as currently 
outlined.
 

It. Brief Description and HistoryZ 

TNS' goal is to assist low-income psoplq through development of 

self-help organizations-- mainly entserises (usually of a cooperative 

nature) which are both economically feasible and sociall beneficial. ThS 
Is a Connecticut-based U.S. FVO, begun in 1969, which operates a number of 
international programs with a total staff of about 80. The Kenya project 
begtn In 1973 in Kisumu and subsequently moved to Nairobi where it estab

lished its office inWistlands In 1979. 

!n th- n.in T'I_ nro a* ass nce firmr--a..M Jdtngmnagment 

organizational, managerial and financial advisorcy services to a variety of 

organizations, most of which are in the cooperative sector. In addition, 



TNS-Kanya (1) acts as cotmtry representative for iifar-roject Internotional 

(ii)offers its managerial expertise to local PVOs; (iii) offers enterprise 
assistance to groups and individual programs requesting such assistance 

(through the BASIK progrTam -- .e.,8usiness Advisory Service inKenya) 

and (iv)carries out a'vrlety of consultancies for agencies such as the 
World Bank, UNICEF and the Cooperative Bank of Kenya. 

111. Organizational Background
 

TNS' current staff numbers 17 professionals plus six supprit 
workers. Five of the professionals are Americans, including the Managing 
Director, t;e rest are Kenyan. All the professional staff are highly quali

fied. The U.S. staff all have master's degrees or equivalent with a minimum 

of five years' experience. Many Kenyan staff are C.P.A. level, with back

grounds inbusiness management and accounting. National staff are ccaparative

ly very well paid, with consolidated salaries and benefits of approximately 

$18,000; U.S. staff cost about $40,000 per person per year. 

The organization Iscentrally managed in Nairobi but highly decentral-


Ized inoperation since most staff ara stationed inthe field (see chart
 
below). Inthis circumstance, the organizaticn depends greatly oi the
 

self-motivation and general competency of the staff involved. In all cases 

exami ned,0 Pji.wtELAi-iI tin, Mrms of5 both-.motuvat~on-an 

The yearl, budget for 1983 is approxinately $610,000 ./Revenues 
are generated largely through program grants from private and public organiza

tions including USAID ($250,000 or 40 percent of total yearly budget); NORAD; 

CASEMO and IBM World Trade. Consulting fets should total roughly $10,000 by 
the end of the year and project fees are estimated at $38,500. Personnel 

costs equal approximately 75% of the total operating bLdget. 

IV. Project Activities
 

Outrech and $lectlion 

TNS Is a well-known Lssistince organization InKenya, specially 

within the cooperative sector and ab such Is approached by organizations 
ne ding assistance. Zt also advertaeos its services In cooperative publications 

Oot nt !Me 9IN/nil - evrti cot fn TyMty.- -wih-oud 



f-anizational Chart 
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and other sources. Selection of groups to assist is made on the basis of
 
two broad sets of criteria: potential enterprise feasibility and social
 

Impact. The latter criterion, social impact, is interpreted as meaning
 
significant numbers of people who are low-income or who would not readily
 
gain access to such services elsewhere. Th.e following isa list of the
 

organizations receiving trtentye'TNS4II.tstnce In 19834
 

Projects in Kenya Receiving Technoserve Assistance -- 1983 

1. Reli Cooperative Savings and Credit Society Ltd.: Monitoring

Agreement. Share Capital Shs. 75,000,000. Membership 19,000.
 
Location - Nairobi.
 

2. 	Turkana Fishermen's Coooerative Society Ltd.: Agreement to
 
design accountIng/financial control systet. Capitalization
 

- shs. 27,000,000, approximately. Membership 4,000. Location 
All around the coatt of Lake Turkana and at Kitale. Head
quarters - Kalokcl. 

3. Turkana Fishemen's Cooperative Savings and Credit Society Ltd.: 
Agreement to design accounting/financial control systems.
Capitalization shs. 800,000, approximately. Membership 260. 
Location - All around thecofSt of Lake Turkana and at Kitale. 
Headquarters - Kalokol. 

4. Undugu Society of Kenya: Agreement to design and install account. 
ing and financial control systems and train staff. Capitalization 
shs. 5,500,000, approximately. Clients served, approximately 
1,000. Location - Nairobi, Mathare Valley, Machakos and Kitui. 

5. .rnal9 Farmers' Cooperative Society Ltd.: Management Service 
Contract (Conercial Livestock Production). Capitalization shs. 
2,200.00$. Mumbership 1,400. Location -Tale, Machakos District. 

6. Nguu Ranching CooperativeSctety Ltd.: Management Service 
Contract t€ommer:ial ranch). ap zation shs. 2,700,000.
Membership 1,600. Location - Hakueni Division, Machakos District. 

7. 	KUSCCQ -Kenya Union of Savinis and Crtdit Coooatrlve: Managetmnt
servlces contract. CNota1llzation of mmber" socetlqs (500) shs. 
400,000,000 (estimated). Membrship of 230 societies receivi 
bookkeepin; smrvices, 30,"X0. Location - Nairobi, with I5 boot
keeping centres spread throughout the Republic. 

8. 1lklrtn Integral Nvelopment Project: Accounting System design and 
Ins.talazion. Financial Planning AssistAnce. Capitalization shs.
5,000,000. Clients served, 3,000. Location - l kerin Plateau, 
Loita Division of Narok. 

9. 	 1.1grin Fr: Management Contract. Capitalization she. 2,0000000. 
Mentzurved. 400, Lo atin-MrnPaau 	 a a-4.o ork 

http:2,200.00


7. Inaddition, less intensive services were rendered to a number of
 
smaller entities under THS' flexible BASIK program. These include the
 

following:
 

1. Talta Ranchers. Request to prepare paper for the MinistRr 
of Livestock Dveloment analyzing present financial status 
of Taita ranchers. Paper prepared. 

2. James Owinyo and Sons Co. Ltd. Request for feasibility study
of proposed shoe factory. 

3. Church World Services. Request to consider analysis of three 
projects which they uay wish to support InUganda. 

4. Nakuru Laymen's Association. Request to provide assistance to 
Accounting system design and financial planning. Systm de
signed and planning assistance provided. 

5. St. Patrick's School Sten Request for assistance
 (School Farm . 
with preparation of a proposal for e er Project International.
 
Initial assistance provided.
 

6. St. Patrick's School. Tten. Request for advice on how to proper
ly equip borehole on school farm. Reconmendation made and tech
nical information supplied.
 

7. Unduqu Society of Kenya. Request for assistance with marketing
 
of handicrafts. Seminar/meeting arranged with handicrafts
 
marketing expert.
 

8. Sundry Processors/Uganda. Request for information required to 
determine feasibility of proposed oil mill, grain processing
and poultry projects. Feasibility studies for Kenya Program
files provided. 

9. Agtro-Conjutinq Ltd. Request for livistock projection for 
fam InLaikipla DListrict. Completed. 

10. 	 Jnstituto of Certified Public Accountants Kenya. Request to 
prepare a paper on recommended methods of conducting livestock 
valuation. Done. 

11. nu s Ltd. Request to assist with the identificationvtsn 
of op;pon"nn *.sfor Furchase of agricultural land, pmror con
stitution of their organization, design of a senbers register,
and oreparation of loan appilcations. In procesz. H4Xbers 
register designed. 

1Z. 	 linisttr of Livestock glveloeat. Request for provision of 
far operating dats for nclusionTin 1982 annual review of Kenya 
beef and milk prices. Inprocess. 
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13.HMbaSa Port Savings and Credit Society Ltd., Request for 
advice on Improving the management of their society. In
formation from previous PPR sent. Visit scheduled. 

14. 	Kaotel Farmers Cooperative Scety Ltd. Request for advice 
on teir proposed purchase of a p1ck-up trick to be utilized 
for the marketing of horticultural produce. Costing done 
and ro ne ton de. 

15. 	 Rombo Grou Ranch. Request to prepare projections for the 
dlT inir fi-five year ranch plan. Done. 

Taken together, those organizations receiving intensive 
assistance (the first list above) resnnL .. lmi rsh ,f 
roughly 110,000 and tt pat&laZ1U1Qn of kh S&O. .. In terms 
of social criteria for selecttQn the total list of organizations rep
resented demonstrates a tendency toward cooreratives, since these types 
of organizations have large membership, broad participation inowner
ship 	and a heavy emphasis on labor intensity In production. As for 
beneficiary income levels, there are few figures available. The 
assisted organizations present a diverse range of clientele. The 
Turkana Fishermen's Coop, for example, comprises quite poor fishermen 
who reportedly have had 'little assistance before a coop was formed, 
with 	Scandanavian atsistanct, and 174S brought in to upgrade anagemnt 
Drumvale farm, on ; e othor hand, Is essentially an investment cooper
ative, ,with :400,rgbers who do not work the land in question, but 
rather own itcollectively (aclon practice in Kenya In regard to 
large, former white-owned farms). There Is no telling exactly what the 
economic status of thisj"mb= JhLps, although it is de scri gnerally 
as lower-middle to l ver Incom, At the sae time, KUSCCO comprises a 
very 	large and diverse beteficiary systam, dispersed as it Isthrough 

the approximately 50 mmber credit and savings coops. Reportedly,
 
lower-income urban and town-based wage earners are the largest group 
of KJSCC0 beneficiaries. 

. enerally speaking, It would appear that 'TS' beneficiaries 
are mostly above the higher levels of clientele served by the indi
genous Wts, but are still within acceptable income limits for a PVO 
program -- especially given the range of clients identified for the 
rural enterprise project. In addition, TNS' promotion of sound organ



izational structures, such as cooperatives, affords a means of further

ing participation and self-help ina broad manrner.
 

Management and Technical Assistance
 

Once contact with an organization Is establIshed, ThS makes a 
preliminary assesment of problems and prospects of the organization 
and begins general discussions to both begin to outline an assistance 
strategy and to assess the comitment of organizational leadership to 
straightening out problems. F2~rth"2 e ttho*Ttesf Areking rS 
asstice have fairly serious problems, usually reflected in a nega
tive financial V0posften, the leadership of the organization -
especially at the field staff level - may be reticent to comply fully 
with a managerial and financial upgrading process -- especially in 

cases where financial corruption isinvolved. For these reasons, TNS
 

proceeds carefully toward a written agreement which specifies the
 

respective rules and responsibilities 9f each organization and the condftlon; un
der which, assistance will be initiated and continued. After drafting 

in Internal prelininary report, a letter of agreement isdrafted, and then 
discussed and signed as an Interim agreement leading to a service 
contract. 

Innegotiating the terms of reference for assistance relation
ships with troubled organizations, TNS isinsistent on securing ade
quate authority to make necessary changes iosystems and personnel as
e 

they are called for. The e"tent to which they seek latitude and 
authority varies with the extent and severity of technical and marager
lal problems encountered, but in many cases they assume almost total 
managerial control. In the case of KIJSCCO, for exMle, very serious 
mismanagement occurr#eat.tbae.4op -which led the'linistry of Cooperatives 
to appoint in interim comiziszo to replace the farer Board which was 
dismissed. Inturn, the comission brought inTNS to straighten out 
JSCCO's operations. Technoserve agreed but only Ifvirtually all 

top management fAnctions - inclading general manager -- wore put in 
their hands. This was agreed to. 



After agreement is reached tentatively through the letter of 
agreement mechanism, TNS moves in to assist and Initiate a study out 
of which a detailed assistance plan and a service contract result. 
Longer-term assistance isthen pursued on this basis. Conditions 
rearding continued ThS participation are deUtiled inthe servtce 
contract.
 

Zr. each case, therefore, ThS outlines a distinct assistance 
strategy based on the sp;cific problems at hand. Th* assistance rendered 
In virtually every case Involves organizational and financial manage. 
mont but may also Include technical assistance. The assistance to 
cooperative farms and ranches, for example, involves heavy technical
 
advising on livestock and agricultural production as well as upon 
financial and organizational management. Also, while TNS does not 
engage incredit, they often assist Insecuring loans for the upgrading,
 
rehabilitation and/or expansion of the entity inquestion. Inthe case 
of Orwwvalv Farm, for example, c€m'ercial loans totalling ksh 2 million
 
were leveraged to upgrade buildings and equipment. With Nguu Ranch
 
Cooperative, ksh 2.0million was secured. Inboth cases, ThS' management
 
Intervention played a significant role Insecurting the loans. Inthe
 
Druvale case (as Inothers), the loan was made contingent upon continued 
TIS management. 

While each assistance plan isdistinct, TIS' assistance approach 
91' be9Ips with the designjn , .4tino 

kg'pkup~~lniz in order to gain control over Income and Income 
&Mmpditure. Once this control isestablished, monthly cash statements 
are produced and financial problems identified on that basis. A longer
term financial control and reporting system isthen drawn up and put In 
place, Oile staff changes are m4de where necessary. In 41l Cases 
very heavy emphasis Isgiven to ne on-the-job training of personnel 
Inthe new management syst. All assistance inputare lnu s*t;rted through 
the training of staff; thIs. isvieWe is the Institution-Nl lding 
aspect of the Assistance effort. 



The duration of intensive assistance varies from 18 to 24
 
months for credit and savings cooperatives, to up to four years for
 
agricultural projects. 
After this time, THS often continues ina wini
toring role, utilizing the financial management and reporting systemx 
installed as the follow-up fotmt for monitoring and discussion. If 
necessary, intermittent tchnical assistance and training isdelivered 
after the Intensive assistane period isover. This isdecided upon
 
on a case-by-case basis. * 

Technoserve's inputs to BASIK clients are, of course, much
 
less intense as they are focused on short-term t tchnical assistance,
 
usually for miller entities.Under this program, clients can receive up 
up to five days per month of technical assistance without a fee being 
charged. Clients recoive assistanc inbookkeeping and financial
 
planning, marketing, project analysis, analysis and procuremint, and,
 
most imortantly, assistance in propo:31 preparation and credit pro.
 
curemnt. One of the basic ides of this porgr= is to put clients 
in contact with credit facilities and sisist them In levering capital. 

V. act and Aslssment 

While time has not allowed a thorough assessment of all TNS
 
field activities, a fairly concentrated review of in-house documents was 
undertaken, and field visits to three project sites were made to vali
date Impressions gaied from interviews and document reviews. As ML 
dots not deal directly at theneLkLrefjAtrty!V# It would not be 
entirely accurate to assess impact on a quantittve, group meership 
basis. But TNS does work t') upgrade the capabiltites, services end 
organizational base of membership institutions, and the members clearl. 
benefit from these efforts. In any analysis of membership numbers, 
TNS appears in a very favorablej -1ight. IUCCscombined mernbership, 
for em le, approaches 80,000; Orumvale has 1,460 meraberss Nguu ranch, 
1.0 members. The cost per mWIeN for such services is, of course, 
extremely low. Aside from organizational and service jmprovemnto TNS 
can also Justly point to Increased capta8 levIrn;d through their 
managerial Involvement with production cooperatives.
 



A similar casi can bit made for the BASIK program. Through 1982, 
25 different entities raiceived assistance through the service (examples 
of the program's clients ware listed previously). A conservative esti

mate of the beneficiaries of these organizations would be about six 
thousand.* The total capital leveraged through Technoserve assistance 

totals roughly $800,000. 

' . An additional means of assessing Technoserve's role tjwt in 
the IINnyan institutional context. In this view, TNS can be said to
 

play a key role both upgrading and salvaging important cooperative
 

institutions in Kenya. As an outside organization, ye( one with strong local
 

ties, TNS is in.aposition to play the heavy role, so to speak, in 
cleaning up organizations riddled with mismanagement, and, in some cases, 

corruption. A Kenyan organization would have a much more difficult 
time assuming this role, as was pointed out by the Ministry official in 
charge of credit and savings cooperatives who expressed strong appre

ciation for Technoserve's work with cooperatives. 

Probably the best means of assessing TNS' impact remains L 
the institutional level, whert TNS focuses Its assistance. Fare 

it would appear that TN' assistance is highly effective when the 
commitent to Improve the beneficiary Instution is present among the 

leadership, and appropriate working relationships ensue. In the case 
of the field sites examined personally -- KUSCCO and Drumvale Farm -
the results of TNS assistance were quite dramatic, especially In the 
case of .. which had been a anagerial d~eiJr 'nd Is now operating 
in .WA±.k after significant personnel and systems changes. Similarly, 

tne Drumvale cooperative is being restored to a fully operational well

marsaged farm which Is currently breaking even, 4n terms of cash flow, 
while member Invesments continue. Inboth of these cases, TNS staffing 

*On# water project, that of the Canadian Hunger Foundation, is planned 

to assist 60,000 people but is not yet Irmplmented. When operational
It will have foreign assistance financing up to 51.1. million. 



was highly appropriate and the degree of success TNS has had in the difficult
 

task of restoring ill-managed, technically complex organizations is highly
 
Impressive. The staffing of TNS-Kenya is no doubt the key to their well
 
deserved reputation for organizational upgrading.
 

This assistance does not, of course, always work as smoothly as 
Indicated by the above examples. With the Malaba - alakisi Cooperative, 
for example, TNS could not dissuade the coop's leadership from moving 
significaot amounts of cash into illegal coffee smuggling in Uganda in 
1979. TRS pulled out of the assistance relationship. Some serious 
management problem with the leadership of the Turkana Fishermen's 
Cooperative have also arisen. What such experiences bring to the fore
 
is the obvious question of what happens when ThS withdraws its assistance?
 
Do the organizations relapse back Into mismanagewent?
 

TNS staff contend that follow-up efforts based on previous 
management work tend to produce continued results. The Harambee Savings 
and Credit Cooperative, for example, has not had direct TNS assistance 
for over one year and monthly monitoring sessions demonstrate continued 
sound management on the part of senior staff who were trained by Techno
serve. 
What is helpful in follow-up is the extremely comprehensive
 
financial mnautn. and bookkeeping systems installed by TNS. Since
 
they design, install and train counterparts in their system, TNS staff
 
can catch inconsistencies in inco= or expenditure with little diffi
culty. According to Technoserve, those organizations that do slip 
back into mismanagement do so because of leadership, and this can occur 
regardless of Technoserve's presence. This appears to be true given 
the fact that problems with Nalaba-Malakisi ensued while Technoserve was 
assisting it, not afterwards. 

Lastly Isthe issue of whether or not the orpanizations
assisted by Technoserve could meet a significantly greater snare of the
 

costjt3reSndus. While the question Isa valid one, given the
 
size of the 4ssisttd organizations and the economic level of their
 
clientele (to, not the very poor), Technoserve maintains, not without
 
some Justification, that the organizations are fInancially troubled when
 
they seek assistance and dould not afford to pay the cost of TiNS' input. 



This Isquite true in that most assisted organizations are operating 
in the red when assistance begins. The issue is further confused by the
 
range and diversity of organizations and enterprises assisted. Rather
 

than pushing to recover more costs directly from clients (a difficult and
 

sensitive task for an international PVO), TNS would probably do better 
to make a more cg r-ted .offort-lo-lSSUmihat_ s nce reaches 
the poor. This Could effectively ranove the fee collection criteria.
 

Absortive Capacity
 

Due to its etremely sound administrative system, Its solid 
background in the Kenyan cooperative sector and its ability to attract 
and maintain sound personnel, TNS-Kenya's expansive capacity is,compar
atively speaking, very large. By their own estimate, TNIS could probably 
double in size within five years. However, to be consist.ent with the 
conservative approach adopted across the board in this report, we will 
limit TNS'growtb rate to 10% per year for purposes of calculating absorp.
tive capacity. We are calculating this for core program support, 
mindful of the fact that TNS will probably be heavily involved in Inter
mediary assistance for other NGOs as provided for through the inter
mediary structure. Taking as a base full current program costs of 
$720,000 p.a. (including US-based cverhuad), the following table would 

result: 

Year One Year Two Year Three Year Four Year Five 
$910,800 $1,152,162 $1,457,485 $1,843,720 $2,332,300 

Tatal for Five Years: $7.696,470 

Currently, fSID!nanjjj4Co rjil 
This would bring USAD's financing to & tooal of $3,078,580 over five 

years. 
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Again, because of Technoserve's uniqde background 4nd capability 

inorganizational assistance, we would expect that technical assistance 

to both cooperatives and other NGOs would be further promoted through 

direct grant funding and through a technical assistance relationship with
 

the intermediary entity to be set ups
 



-124-


SUMAY ASSESSMENT OF NGOs
 

1. Introduction 

As stated previously, the NG's examined as part of this re
port constitute a diversa array of organizations. The purpose,.goals 
and assistance methods of these groups differ significantly; so much so 
that any comparative" analysis, inthe real sense, wculd lack the 
necessary consistency to render it valid. 

Inany case, a comparative assesswart is not our purpose. 
Rather, we will inthis seciTon atempt to pull together what has been 
learned regarding the relative strength and weaknesses of the organi
zations visited, The purpose of this synthesis of findings Isto define, 
as closely as possible, the assistance needs of these organizations 
as would be provided through a new intermediary. It isfor this same 
reason that the effort Ismade to determine the absorptive capacity of 

those NGOs In engaged inIncome-and-wployment-generation efforts.yenya 

Inherent to this assessment is a social assessment of their activities; 
this social analysis is summarized inthe summary section at the end 

of this report. 

Golo and Objective•
 

Unlike the commercial lending sector, NGOs have as their 
general purpose the enhancement of the general quality of life of their 
clients. For this reason, their programs Integrate social and economic 
Inputs(e.g. ;roups work together with small business &:sstance) end the 
attem t is made to rqach the poorer segments of the infomal sector 
including women who rarely benefit from conventional lending and tech
nical assistanne program. These institutions attempt, to the extent 
possible, to work through participatory organizations, such as womn'z 
organizations and cooperatives and, at the same time, to Integrate small



business assistance as one aspect, and not the all-inclusive goal of
 
their efforts. This being the case, it Is only fair to assess their
 

impact on this broader basis of development.
 

.Beneficiaries
 

Generally speaking, the NG0'i; are quite successful in
 

reaching and assisting poor people who do not have access to more con
=venn-tMv, .j Kst~ated, 11;hts ts eOspeclai rYFue O~f 

women, who constitute over 85 percent of the clientele of the NCCK,
 

Tototo and PfP programs. This isnot universally the case, however,
 
with the NGOsas their clientele ranges -Inincome from about ksh 200
 

to ksh 5500 per month.
 

Program Structure
 

ThtNG ju;gra iJ .Al.tW tr .. jL.ecentral ized fashion, 
Inters of outreach and sjrice delivery, with adinistration &nd i ';cy
making remaining fairly centralizod. Decentralization in service de

livery Is,of course necessary in reaching the widespread and often
 
isolated clientele of these programs. These programs therefore rely
 

extremely heavily on the quality and motivation of their field staff,
 
and success or failure appears to be largely due to the quality and ex

perience of personnel, together with the adequacy of administrative sys
tems. Because of this, we have concluded that investments in the
 

technical upgrading of staff would be wellworthwhile throughout the NGO
 
community, and that technical assistance in program administration and
 
management should also be made available.
 

Project Ativi ies
 

As the focus of their programs is largely upon assistirg the 

efforts of the self-employed in the informal and coooerative sectors, they 
are working to stabilize enterprises and employment, upgrade skills and 
Increase productivity and income. Indeed, employment can be said to 
be upgraded and upgraded significantly, but as we have seen In the first 

part of the report, Informal sector employment Iscategorically distinct 



from formal sector aiploynment and would perhops best be Judged In terms
 

of position stabilization and income increaseg. It is for this reason
 

that the effectiveness of NGO activity should not be viewed in terms of
 

employment generated, despite the fact that the capital to emploMent
 
ratio in the infoal. r is ughly.$2000 per job as compared to an 
Investment ratio of $13000 per jobjn ,g _i. rq1]_j 

For the most part, NGOs concentrate upon new-fipandAl
 

services in ittempting to assist enterprises, most of which (interms of
 
numbers, not capital) are small. petty rd-vanc er~r.sesg 
The basic approach of most of the organizations examined is to assist in 
Instituting bookkeeping and enterprise management to improve performance 

utilizing this central mechanism, togcther with advice in marketing, 
raw material acquisition, credit utilization, etc. Skills training, in 

the case of Tototo, is heavily emphasized. Credit itself isnot identified 
as the primary input needed, and only two progrars (UCCK and Dareja) 

have instituted lending on any significant scale. While there is little
 

to go on inmeasuring either the intensity or the output of these ser
vices, they do reach a large number of clients relative to the size of
 

the programs. For combined direct services (le, excluding Technoserve),
 

5790 clients were served by 79 stdff and a total budget of approximately 
$327,000 for non-financial costs. This would roughly equal 73 clients per 
staff person, at a cost of $56 per client per year. This is highly cost
 

v.,largely because of the grouping of clients which allows for
 
more efficient utilization of staff time. ' 

Financial Assistance
 

As mentioned, only two NGOs have institutionalized lending
 

functions to any extent (NCCK and Daraja), and taken together, they have
 

mada less than j;g.poans. NGO coverage in meeting credit demand is
 
therefore extremely small. However, there obviously Is an enormus
 

jg2to be filled inlending to NGO clients, since the comnercial banks 
do not lend at this level. The question is,who would do it and how 
it should be done.
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MGO lending isdone at between 5 percent and 12 percent 
interest, with average two-year amortizations and a loan-size range of 
between Ksh 400 and Ksh 200,000. * Most of the loans are made for 
working capital purposes. Lending procedures are direct to client, as 
opposed to intermediary lending (except that PfP has recently begun an 
experimental process of capitalizing revolving loan funds among groups 
of market women).
 

Repayment results, as detailed inthe text, are at present
 
troublesome. NCCKhas A rather high arrearage rate of 38 percent, while 
araja's program isat best recovering 60 percent o0 loan capital. 
The causes of lending problems are difficult to discern. The economic 
situation inKenya has been extremely poor over the past 18 months, 
and the very small enterprises have been hit extremely hard. Yet, at 
the same tine a lack of sound credit administration procedures and follow
up with clients isalmost certainly related to ropayment problems. What 
should be noted, however, isthat the evidence, limited as it is, does 
not lead to the conclusion that the poorer the enterprise, the more 
difficult itisto lend. Daraja's clients are much wealthier than NCCK's 
but their lending record ismore problemtic. The lending problems 
exhibited by these organizations are no doubt due to the fact that it 
is indeed difficult to lend to poor people with small, vulnerable enter
prises, but at the same time, our assessments also point to the credit
 
administration and management problems of the PVOs. Three possible
 
courses of action should therefore be taken inthe expansion and/or
 
upgrading of NGO lending program. These are: (i) upgrade loan manage
ment and administration system; (Ii)make use of local banks where
 
possible, being careful to maintain NGO policy control over lending and
 
(i) create within the intermediary entity a credit delivery and
 
mana&ement mechanism.
 

While it Isextremely difficult to generalize consistently 

'*ecauseof the wide disparity in client numbers and income levels,
averaging of loan figures would serve no purpose.
 



on overall impact with such a diversity of approaches and institutions, 
there are a few key points that can be made. First, while on a cost 

effectiveness basis, NGO outreach and client numbers are impressive, the 
prgrams direcly reach only an extremely sm11 segment of the nfo-rial 

sector (ie, roughly 60 qep t_ ;jtQs). Even with the addition 
of indirect beneficiaries, (up to 36,000 to 40,000)p the numbers are still 
small. With Technoserve's indirect beneficiaries, perhaps 200,000 are 

affected. There is therefore~reat need for expansion of institutions 

in this sector since they are the main support mechanism for peple Of 
this level, especially for women. 

Secondly, while hard data on client performance is generally 

lacking, indications are that the ser fvicsferl__O__.j ac. NCCK s 
monitoring system, for exanple, shared steady client income increases over 

18 months after the receipt of a loan. A 1980 evaluation of Tototo 
demonstrates both enhanced skill acquisition and increased incomes.
 

Technoserve's efforts have preduced st.eady orj zatjon ,Lmpyvjent 

and In some cases dramatic turnarounds at large cooperative orqaniza:ions. 

Thirdly, while little attention is given to the social deo
velopment efforts of these organizations, the Impact is distinctl ythere. 

Time after time the consultants were highly impressed by women's groups, 
Village Polytechnic work groups and cooperatives. All of these local 

self-help organizations were promoted and assisted by those organizations 
and some thousands of clients now benefit from them. More Importantly, 

these organizations may well be viewed as vehicles through which legiti
niate, demcratic development can be pursued by poor people in a country 
which has systematically failed to address its striking economic dualism. 

U rd ng Needs 

Despite the above-cited achievements, the fGOs examined, for 

the most part, have some critical upgrading needs, especially if they are 

to proceed toward expansion. These Include the following: 

(I) the upgrading of program plannin?, administration and
 
management, especially of credit systems.
 



(i) the upgrading of staff skills intechnical and
 
management aSSTStance to ente-prifses.
 

(iii) the Improvement of ;_0rnation and communication
 
among the NGCs.
 

(t) a further emphasis on grm&__9Qjand an upgrading
Of group enterprise assistance techniques among staff. 
(v) a streamlining of relationships with donos_
 
(vi) an initiation or improvement of working relation

ships bitlhbanks-wereby client interests can be promoted
 
and credit leveraged.
 

furbMdj! kj_,sk 

part of priotng women s income generation.
 

(vii) a techn.1_c _ro rams as a 

Absorptive Capacity
 

The following table compiles the program-by-program absorp
tive capacities detailed ineach of the NGO program assessme,,tf. As
 
stated earlier, these figures are meant to give an estimate of the level
 
of funding at which an intermediary assistance entity should expect to
 
operate over five years. The estimates given are not recommendations for
 
funding of each program; this should be decided on a case-by-case basis
 
by the entity Itself.
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Table I
 

NGO Absorptive Capacity for Small Enterprise
 

Assistance Over Five Years. 

Total AID
 
Non-Financial ..- Financial-/
... Financing
 

%AID AID
 
Totl Funding Funding
 

PfP 1,492,125 50% 746062 213,586 959,648
 

Tototo 698,931 75% 524,198 124,590 648,78
 

DaraJa 122,674 501 61337 191,927 253,264
 

NCCK 1,517,915 65% 986,645 214,647 1,201,292
 

Technoserve 7,696,470 40% 3,078,580 -0- 3,078,580
 

-
TOTALj 11,528,115 	 5,396,822 744750 6,141,572 

./These figures represent capital for revolving loan funds. The total
 
capital lent through these funds will exceed SZ million over five years.

b/This assumes AID will provide 100% of credit capital. 

€.	These figures assum a 15 percent annual' rte of Inflation; a 10 percent
 
rate of expansion (except for Daraja); a 10 percent Interest rate;
 
and an average amortization of 2 years.
 



Part I:-- INTERMEDIARY ASSISTANCE
 

RECOItENDATIONS FOR ESTABLISHING AN 1'TERMEDIARY ENTITY 
TO ASSIST9 IIAL-SCALE RURAL ENTERPRISES 

Based upon an examination of the NGO cApAci*ies, prospects, and 
general assistance needs, we believe that creating an Intemediary entity 

Isa valid concept. Such an entity can fulftll three key requ ireents: 

(tsTji n(I) U 	 rndu gJandjxjnding prograns which 
promote Income and employment-generat on i'iffOfts for 
rural populations; 

() extend financial and non-fin;ILI x er s a- and 

froTmKsh. 50,000 and up in assets and frw 0-20 in an
ployees) that can absorb comercial crediz but that, at
 
present, have limited access to these services due to
 
gaps in the Kenya enterprise-assistance structure; and 

(iii) develop and support InnovAtive efforts which assist ru-al 
enterprise 	development, such as tle extension of manage

mjp-"U~r&.4-V-1~tto smll MUrie~s ana prWduc
c ratves, an4-whNch back innova-lve finance 

Institutions at local or regional l*vels. 

The Interediary entity would be autonomous, that Is, sanctioned 

but not controlled by government, and staffed jointly by U.S.-expatriates 

and Kenyans. The organization would be spun off as a Kenyan entity within 

four years. To fulfill the various nutds, we roomend that the intr
mediary entity assume the following fuctions:
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1. Act as an administrative and financial intemediary.
 

Because of the difficulty for international donors to provide adequate
 
assistance to individual NGOs Inproject management, implementation, follow
up, and coordination, USAIO has indicated a desire to pull 
back from direct project-by-project Tn-a 
f6F establishing a single entity which serves as a financial conduit and 
administrative buffer between USAID (and hopefully other donors) and the 
NGOs. This arrangement can offer greater administr-itive and financial 
compliance from and coordination among the NGOs. 

The Intemediary could act as a conduit of grant funds for program
matic and lending activities. Criteria for grants and loans should
 
emphasize: 

() 	Atrong support for local organizations. To guard
 
against an avalanche of ;r:posals from outside
 
oranizations, requlre that International US-based
 
PVs have three to five yeas of on-the-ground ex
perience inKenya before they :an apply for funds;
 

() 	decns*rated involveimnt with the rural target pocula
tion;
 

(Ii) a level of *adaInistrativeard anagenois ability with
inthe NGO which can be upgraded to a hign leve of 
perforuance with assistance; 

(iv) sme prior exeprimnce with providing enterrso as
sistance or a dmnstrated ability to do so. 

There are numrcus existing Kenyan NGOs with Incoe-;eneration ex
perience andor plans to pursus such efforts which would be of interent
 
to the inter-.dlary oroanization. Inadditlcn to the XG~s coveted inpre
vious sections, numerous local *oeon's organizatlons hive interests in
 
pursuing Income- and employment-generating activities. The dloceses of
 
varl)u: O-:tW:trt C61r,04:, -8*-y : *0:0h- ::geite 1#1 e:erlillt!or wlth 

te NCCK, offer a variety of o;;or:un.:!$ for sjp;or:. ;erne;s fortit 

among tht# 15 t:e UIocA4 of M'i isnz ;wti wmnin n. r#441e fungi 
throush 140r,4 eltcat, * fr' ra dovfiOc-#-t acitv'tes. 0101 "Oncie 
currently plans to establish a local finance cooany In western Kenya. Thi' 
Company would lind to q onomilclly esthabliihol citents at cw rclal rates 
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and use the profits to subsidize lower interest loans to poor, first

time borrowers. (A preliminary concept piece on this finance company is
 

attached as Appendix 1:).
 

by USAID and new projects such as those mentioned above. For the former
 

group, the estimated absorptive capacity for financial and non-financial
 

assistance Is$6.15 __ lIn r.tfLyt&yri-(see previous section). For 


the latter group we recommend 33 percent of the absorptive capacity of
 

the currently supported groups as a starting figure t SI.02 million). 
This, of course, is a conservative estimate of the absorptive capacity
 

beyond currently assisted groups. However, we believe it is best to
 

begin slowly and not make more funds available than can be absorbed. More
over, tne intermediary ma) cver tire choose to divert some funds from
 

currently supported organi:ations to new groups.
 

2. Pryote cofmunication and policy coordination a4mong NMO1. 

As stated above, littleccomunication and coordination currently 

exss nJeyaviding sa1 e1t erprise assistance. A trusted 
central entity could succeed in transferring sklls and information among 

groups. More importantly, dialoue among groups could lead to coordinated 
policies and operations with regard to location and distribution of 
services. A crucial element in promoting co',unication is a participatory 

approach in establishing the entity so that it is not seen as scoething 
"laid over* by a donor. 

3. Dliver manag rial alsistance for upgradin MstO[. 

Internal enagement upgrading of participating NGOs will be a critical 

neeo In any SucceSiful attrpt to expand tt eir activitios. ch assistance 

should therefors be part of most, if not all, grant assistance is a condition 
of financial assistsnce. tRGO adtministrators Indicate that If such up;rading 

V 
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assistance is delivered inconfidenco and inan atmosphere of trust, 
itwill be both accepted and useful. 

While the intermediary should closely monitor these ulgreding.. 
efforts, they probably would be carried out most effecitvely through 
contractors. As cited previously, such assistance should include advice
 
on general program and organizational development, project planning and
 
implementation, and administration and financial management, particularly 
In the area of credit delivery. Management consulting firms could be 
contracted to establish consistent financial and administrative systems 
for participating organizations and assist intheir adoption and implementa
tiorj. Ifnecessary, contractors could also assess grant and loan applica
tions from previously unassisted organizations. 

4. Provide technical assistance. 

Most organizations need additional staff training intechnical areas. 
However, a critical limiting factor isthat individually they cannot afford 
to employ technical experts inthe various trade and enterprise areas repre
sented by their clients. Through contractors, an intermediary could provide 
this crucial technical assistance bot to NGOs and their staffs and to 
client enterprises (especially group enterprises). Costs of manarial and 
technica 	assistance over the length of the project oould total an estimated
 

$1million.
 

S. Act as a credit facility. 

As we have seen, few NGOs are currently engaged inlending to clients 
and those that do could use administrative help. With this inmind, we , 
recommend that the intermediary institute its own revolving fund and lend 
to the NGOs. The NGOs in turn would on-lend to clients and repay to the 
central fund. This central fund would replace individual, grant inanced 
loin funds. this mechars~s would allow central ccnt ol over loan funds. 
Admin~stratie upgrading for flOs Incrtl't delivery cotld be tied 
directly to this central lending activity. 

We recomnend tMt lending systems be established bitween the inter
mdiar' and the NGOs on a s bsis. That is, both the loan pro
cest and the on-lending term would be established on a case-by-case basis. 
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Interest rates, amortization, and grade periods would be set arcording to
 

the lovel of clientele being serviced (which differs significantly from
 

one project to the next) and the type of lending being pursued. For ex

ample, programs assisting poorer first-time borrowers could be allowed to
 

lend on softer terms than programs for better-off clientele.
 

u9 ed to adminisber
To the maximum extenL~ oLL.,_ O~Lh cLbe-e 

their lending through local banks.I/The intermediary would assist in nego

tiating the terms of these arrangements between the banks and NGOs. This 

will range from purely administrative arrangements for bottom-end programs 

to at least shared risk arrangeu.ents for higher-level clientele programs. 

Itis critical to point out, however, that sensitivity toward NGO lending 

goals must be maintained inthis procers; in other words, the NGOs, together
 

over their lending
with the intermediary entity, should retain policy control 


to assure that the appropriate level of clientele will continue to receive
 

credit. Itis important to note that ifthe banks were lending to their
 

level of clientele, none of the NGOs (except the Daraja Trust) would need
 

lending prcgrans. NGO policy positions, therefcre, should be respected
 

with regard to their own clients.
 

6. Serve as a :redit guarantor. 

As stated above, the interm.ediary entity could play a crucial role 

in promoting the delivery of credit to small enterprises in the 0-20 en,

ployee range (both formal and informal) that are capable of absorbing 

comm'ercial interest rates. Two assistance processes could be adopted in
 

this regard. 

First, through its grant ;olicies, the Intermediary cou'd support
 

NGOs (such as Ttchnoservo and PfP) in their sttempt to direct better off
 

clients to commercial banks for loans (whether or not more established
 

clients should pay fees for this promotional service can be ducided during
 

program d nnd rcvew). '.te i possible, banks should be in

duced to lied to clients who art certified by the NGO as managerially and
 

financially competent. 

jf Mobilization of savings should also be en:cur aed as Part of the credit 

program. 



Second, we recommend that a $1.5 million risk pool be established
 

to assist in leveraging credit at this level. The amount of loan capital 

that can be leveraged through this amount remains to be negotiated, but 

it could total up to $5 mill1on. With funds on deposit (which would be 

less than $1.5 million to start), the intermediary could make arrange

ments -- on a general rather than case-by-base basis -- for banks to 

access funds to cover their capital losses through default over a speci

fled period of time. Details such as the ratio of risk assirption on 

both sides, and the method by which risk pool funds can be accessed by 

the banks will need to be worked out. In addition, the $1.5 million would 

be used to cover the risks associated with 1%G0 lending.
 

7. Establish moniLorino and evaluatior ystems. 

Monitorin and evaluation of sub-;roJectrs -will be -cr1tically--r

.PotAnt. At present. very little is known regarding the specific order, 

range, and intensity of financial and non-financial inputs that appear
 

to have positive im:a:ts on infr.ral se:tor enterprises. Because so
 

little is known, particularly with regard to the absoretive capacity for 

credit, we recommend a flexible case-.y-case approech establishing credit
 

tams. We believe itbest to begin with flexible lendin; ters and a 
range of non-financial assistance and ;radually move toward commercial
 

lending teens with successful sub-projects. This process will require ti;ht 
project monitoring from the ground level up; and an established system for
 

using project nnitoring information on an ongoing basis. An evaluation/ 

system to assess the effectiveness of the entire project Is a critical ( 
elem'nt within the intermediary entity. 

Although the structure of the Intermediary must be detailed it a 

later date, the functions cited abive dictate certain structural chiractor-

Ittics. First, the intermediary mutst have sufficient operational latitude 
and flexibility t: assist a ran:* of pro..cts and Institutions. In turn,
 

thit will rquIre & sufficient degree of institutional autonorV and free

dom from undue Influence from any particular public, private, or voluntary 

group.
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Nonetheless. the entity needs both government approval and authentic
 
support from the NGQ comnunity. At the same t! e, however, NOs have
 
realistic concerns over governmental influence on their projects. The only
 
feasible solution, Itwould appear, isto insure that an Independent or
ganization Is created with represontation from the public, prlvate, and
 
voluntary sectors. Itshould be sufficiently flexible functionally to in
sure general acceptability and dispersed institutionally to ensure autonomy.
 

Second, given the range of functions cited above, we foresee the need 
for two principals on the staff, both with sound experience inNGOrelated 
incone-generation programs In Africa. One would best have a background on 
the credit side and the other on manaement. USAID may want to use exoatri
ates for these posltions during the Initial stages. 

Taken together, the above suggests a mrodel along the following lines.
 

(I) The organization should be in tttnrntd: iriyanrex
orp1:raLit forried inpartnership with a U.S. organ za ton 
probaly a PVO with relevant Ins:itu:ional eperernce. 

(i) The 8oard lOrectors would have repreieatiion fromtht 
g201ernmentc .#.. from two to three different ministries to
 
avoid co-octation), from the privato sector (business people

with demonstrated interest and m e.1Vt-to socio-economic 
developent) and _fr=.MoD, (excluding those that wojld be 
pctential beneficiaries of the Intermediary). 

(Mii) The operation of the ntero 2 

r !iyjd estblish assistance relationships wth oc1*Nt,
and trarin Kenyan counterparts to assume leadership of the 
organization after a two-ta-thret year period.
 

(Iv)Mhrjlff.wuld We two,,,expAtrites (on# wth a tackground
incr-ieft ind one in1anagrlewnt) -and from fourtQ-s.. 
uwnran countmrparts (with extensivo backgronn'aAnsocial/

-tuitiWf Tdlopment, enterprise and organizational renaga
fnt. and credit. preferably Inthe volunUry sector). 

Parlisps the m'ot crvcial as#ct of tht Intermeiary Is the xinner 
in wnicn it 'is j#vQ#Op,4. The gov@rj%,4nt eumt conitnt to Its 0*1 4 stv:4,nt 
public sector Involoyent en t1o boArd ind fng1; con ltstcn wIth ' 

govermwnt should suffice inthis regard. Moreover, N.Os must trurt 'in 
and feel a part of the interedibry. uinteifning a dialogue ktwr ;o 
NGOs (iv An adsory capacity) and te intermediary 1 one concrt t wsy 
to facilitate this. To d6e, Wia attitudes of the rGOs are very acceptt .g 
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of the 	idea of an intermediary entity; at the same time they are inquisitive
 
regarding AID's plans and intentions.
 

We therefore recommend that AID coanunicate its thinking on the
 

structure and function of the entit) as soon as a preliminary position
 

is defined. If this is done openly, we believe that some very meaningful
 

ideas can be exchanged, and the whole intermediary concept can be rendered
 
more practicAl. Without such participation, the entity could becot.w isolated
 
and viewed solely as a funding source. This could defeat the purpose of
 
what we conside to be an extremely, exciting and valid idea.
 

We further recommend that USAID assign a staff person or consultant 
to take the lead indeveloping the intermediary entity over the coming 
months. T is person coulc work to: 

() involve NGOs inthephase of the intemediary;
 

(ii) facilitate a process thit fA1J)ht ;a common understard
ing about the functions andpurposes of the entity a..ong
 
participants;
 

(Mii) 	 carry out litnior_with the jovernment in terms of 
initin;r~ 'Aaiiiever li-n-deriniiti6'nAl ClearanCe, 
etc., tha: are required; 

(iv)1deji te full range of .jQiLoAlyad inthis sector;
 

(v) assess 1 sp ]rother donors are supporting through

NGOs to Insure that USAID's efforts fit ina coordinated
 
fashion;
 

(vi) 	 arrange for - ji jdndi'nj for presently supported Nf,0s 
whose funding w11 run out while the present project is 
inthe development stage. 
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Budget for Intermediary Program
 

The following isan estimated budget which sunarizes the reconendations
 

made in the previous sections.
 

Table 1
 

Estimated Budget for Intermedar Program. 

1. Currently Assisted t4GOs '-$6;15million) 

Financial Actlvitles $0.75 million 

Non-financial Activities $5.40 million 

2. Other NGOs $2.02 million 

3. jjInterjav EntltX $2.60 million 

Personnel and program support/ $1.60 million 

Technical and managemnt $1.00 million 

assistance fund 

4. Credit $1.50 million 

TOTAL $12.27million
 

j/ U.S. staff (2 persons X 3 years at 
$100,000 per year for salary, benefits
 
and overhead). $600,000 

Kenyan staff (6persons X 5 years at 
20,0(00 per year for salary andbenef Its) $600,000 

Proro so ort c:sto Year at 
S3C,O:0 ;or year) S4O.,nO 

TOTAL 51.6 mfillion 
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INTERMEDIATE LEVEL ASSISTANCE
 

As stated previously, one of the major problems to be solved in
 
addressing the social concerns of the project is reaching and assisting
 
the middle-size range of African enterprises. One promising solution
 
to this problem appears to be Involving rural-based and -owned enter
prises, such as cooperatives, private group enterprises, and directed
 
agricultural companies. Many of these enterprises range from $2
 
million in assets, with memberships up to 15,000. Many within the 
cooperative sector engage inagroprocessing. Table 2 demonstrates
 
the size of such enterprises in the cooperative sector.
 

Although this team has not had the time to investigate such concerns, 
their total term capital needs are reported to be quite high, upwards 
of $100 million. Because of managenent problems, however, the actual 
abosrptive capacity of these concerns is significantly lower. None
theless, a very conservative estimate isthat $10 million could be 
invested Inthis sector, especially Ifmanagerial assistance and close 
monitoring of credit utilization is offered as part of the assistance 
package. Such a program of credit and management assistance could 
be coordinated through the Intermediary entity with the participation 
of management consultants specializing in this area. The capital 
requirements of such an effort could total $10 million in loans and 
approximate $3 to $4 million inmanageent and technical assistance 

(see Table 3). 

As we have not had the opportunity to assess Inadequate detail 
the prospects for investment in this general arec, we strongly 
recowmened that some follow-up analysis be dzno. These etert-ises 
largely represent the medium asset range(per momber) enterprises in 
rural areas, and their absorptive capacity and membership Is large. 



Tabla 21 
tY Contr buton to Tot1 

Turnover and Share Capital 

In 1979
 

No of Percentage of 
Activity Societies Membership total turnover 

Cereals 15 4439 .
 
Coffee 153 360109 66.7 

Cotton 72 105826 3.9 

Vegetables 4 1971 0.1 

Pyrethrum 43 57832 1.6 

SsAl 1 2851 0.1 

Sugar Cane 51 750 4.1 

Dairy 98 119730 2.7 


Ranching 18 15192 3.5 

Multiproduce 255 143034 5.9 

Farm Purchase 115 13114 0.2 


Consumers 57 11786 1.0 

Housing 37 10465 0.1 

Savings & Cred. 586 270197 l,0 

Timber 4 4108 


Craftsmen 7 596 

Fisheries 28 4877 

Traiport 2 2884 2,1 

luilding 9 161 0.4 

Others 66 17829 0.7 


Unions 38 (466) 8.7 


T o t a 1 1639 1147751 100.0 


Turnover 
(Kshs.003) 

469.5 


1537149.4 


88760.4 


3252.0 


37912.6 


3468.8 

94725.8 


61134.2 


13173.4 


135309.9 

6301.0 


183.00.3 
1737.6 


21650.6 


1017.2 


79.0 


611
6410.0 


47707.7 

9502.2 

15085.4 


201288.9 


2304466.9 


Share Cap. 
(Kshs.000)
 

135.0
 

40578.9
 

1493.4
 

105.9
 

2328.3
 

2301.8
 
138.2
 

152543.6
 

18897.0
 

12771.8
 
5841.3
 

1836.1
 
10397.1
 

576610.6
 

316.3
 

51.5 
128.5
 

2001.2
 
16.9
 

13915.2
 

11963.2
 

854371.2
 

Source: Tochnoscvo. A:0.
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There Issignificant opportunity to enhance the social aspects of the
 

project with management and credit assistance directed to this level.
 

Ifsuch an investment and managerial assistance package appear feasible,
 
we would not hesitate to recomwend its adoption as part of 0e inter
mediary program. 

Table 3 

Estimated Budget for Intermediate Level Assistance 

Credit capital $10.0 million
 
Management assistance $ 3. 5 mllion 

TOTAL $13.5 million
 

_/ Initial estimates contingent on further esessment.
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Part IV: SUMMARIES
 

SUMMARY
 

SOCIAL SOUNDNESS ANALYSIS: RURAL
 
PRIVATE ENT ISS PRJECT
 

Commercial Lending Sub-component
 

The Social Soundness Analysis was carried out to provide an under

standing of the complex dynamics and interdependencies among (1)the
 

private enterprise syste 'of Kenya, (2)the cooviercial banking system,
 

(3)AID's target beze!caries, and (4)protect implementation alterna

tives w'ithin a relevant sociocultural context. (When itbeca.me clear 

that this aspect of the project as outlined inthe PID would neither 

reach the target beteficiaries of USAIO/Kenya's COSS, nor achieve the 

majority of the desired outcones :he project, itseemed counter

productive to c=-plete an item-by-itce detailing of Handbook III's SSA. 

Rather, we put major effcrt Into clarifying the dynartcs of the project 

inorder to assist consideration of design options.) We have designed this 

analysis to provide an analytical framework for the tes:ting of project 

design elemnts, to strengthen the econoic and institutional analyses 

with which itis so closely related, and to assist inthe creation of a 

socially and cu10lly feasible rural enterprise project. 

The ;Zio/Culpural Context of the Prolect
 

The K nyan population isoverwhelmingly rural with 88 percent of the 

2tople living inrural gross ad 7r1culture ;rovdang fs ;ercen" .f all 

emoloyment. Eighty percent of all agricultural #ploymnt Iscrovlded by 

the smallholding. These small fArms, wnile productive on a per unit 

basis, require on the average that 43 percent of hoisehold Incom4 be derived 

rV
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from off-farm resources. The impact of population growth (4percent) has
 

resulted inever smaller smallholder subdivisions, especially inWestern
 
Kenya. Rural areas will have to absorb the bulk of 11.8 million new employ

ment seekersby-the 'yeai 2000.. 

Private _nterortse in Kenya 
Formal private enterprise employs only 540,000. It is largely urban,
 

dominated by firms employing over 100 employees (85 percent of gross industrial
 

output). 
The informal sector isrural and characterized by small enter;rises (1-10 

employees). Wages are essential supplements to farm income. Ayerage value of 
assets per ente rprse Isestimated at Ks....(. 

Comerci al Lending in Kenya 

Lending ispriarily short-term, inzhe form of overdraf:s, with cclls
teral requirements cf 1.50 percent for '-rst-ticcrr:wers. Current lendin 
patterns showed shor:-term credit for loans under Ksn. 10,OZ' as ;redcminant, 

inrural arets. 
Medlum-term credit has :he oposite ;a:-e n 7"-er:ent of current 

loar portfolio with an aver3;e loan size o' Ksh. 5 million. 
Banks are reluctant to assume risks and ccsts of snall loans ano unwillqr.- : 

relax customary collateral requlrements. 

The Probable Areas of Concentration
 

ofrjoject Financed Investments
 
Assuming an averape loan size of S234,000 (the IFC et;erience) we Can 

AP;ly current lending patterns of commercial banks to the existing structure of 

private enterprise to estimate probable concentration. FID project criteria 

would concentrate investment inlarge (over 50 employee) capital intensive 
firms In urban and small cities of Kenya. One, hutnj-I mswOu14Oeaidd in 
Nairobi ont vMccusa crtat~ng ow v7 n otavtrasim9nj~ M,,S10 ;#r Year 
inwages., An a! QnILt61 i woulG N aided, mostly in tne s.'aller Cities of 

, 
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the country. They would create an ad ttomi.2,600 jobs. Because
 

of the dynamics of Co=rcial bank's lending, such as their high cost
 

for small-eo-medium h.e,
14ans, and their unwillin;ness to assume hi;h

risk loans, the rural entreprneur who owns or wan;s to start an enter

prise in the small- and medium-size range (1-50 employees) will be almost
 

completely missed by the project as now,designed.
 

Conclusion
 

As niw designed the project would have little direct Impact on AID/
 

Kenya's primary ___rget population (rural population,_ l enterprises,
 

"ifral n~~c'(1) the vast r.acrity of rural Kenyans would not qualify
 

for assistance and ( ) the firms that would receive assistance Wo414
 

create few Jobs ;e- dollar Invested. In short, the.projeqt-dcesn.c;
 

&-ddress the critical evelo.ent IsluS~ftc~r.; Kenya. An4 given that 
the rojctbehi;ly skowt
oul away frorn **e -*Jorlty pcpulatlon ar,
 

would *xacerbat an alre:y dtn~erously dualist.c *corcy, we conclude
 

that withcut ln~c tevilons in the condition: 3nd pcli:los, the C:-ertil 
loring srn-e w:uld have a ret nc attve social imp ct.
 

With tnese ccnsilera:ions Intind, we present In tre follow4ir section
 

a set of roco endav:lcrs on piroject dtsivn that we tlieve can ;Oratiy
 

Paprove tre project.
 



SUWARY
 

RECORMMENOAT:01S ON COMMERCIAL LENDING SCHMEE
 

While it is questionable to what extent socially sound lending can
 

be pursued solely through commercial banks, we would make the following
 

recommendations.
 

(1) Specify the intention of reaching and assisting small enter
prises, cooperatives and other such ertes,which are repre
sentative of the target populations. Also, introduce incen
tfirttiba--,¥ throu-9h, for example, requiring that a
 
percentage of lendiryg lower down the enter;rise ladder or
 
through adjisting ,r ns.
 

(ii) Affect a lowering sAd llberalizition of prevalling VQ1-iteral
 
requl rntents.
 

(11i) 	 Pro:te t.e extension of %orka;xcapital as well as term
capital credits (so $ reac_ the rasor=**f African
 

(iv) ftva letrenv out of Nair,:bf and Xcebisa toward the ;ocrer 
sltern Provlnces. 

(v) Further explore and dovel _ ad othlte1ntlvi t(Chen!Sm$ ,%" 
of credit and nn-fncii asistance to the extent possible. 
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SUMMARY ASSESSMENT OF NGO PROGRAMS
 

The great degree of diversity In goals, clientele, and methodologies 

among th *GWW;Oes tdifficult to abstract generalizable conclusions. 

The following points, therefore, should be taken with this inmind. 

J rmt, the NGOs studied rate very highly from a social perspective. 

They reach and assist the self-empToyed poor who lack access to conventional 

Support echanisms. are |rgwon whoThey wspoma1lyeffect~ve4n~rea 

rarely benefit from loan and technical assistance programs aimed at 

enterprises (over S5 percent of the clients of three programs -- Tototo, 

tNCCK, and Pf? -- are womn). At the same tir, these prosra-s seek to 

integrate sc,01,! and econc'nk lnptts (e.g. through group for.-tion) 

so thtt 1r:: e-generation Is based on loc4l perticipation end or;n.:a3ton-

Cy deveop-ento nd not soen as an end In i:telf. 

Second, tet outreach of these orgenations throumh decet~rell:ed 

service delivery structures is imreulive fro' a cost standooint. 

Poushly 750 clients are served by the four indige-nou#rm mined 

at a cost p#r client of Approximatrly S55B [ear. In iddition, 
Tochnoterve Indirectly reachos a great number of clients through the 

u4go'aoing of larger-scale organizations. Grouping of clients is the 

koy to this relative cost efficiency, Pelative to the scope of national 

neds, however, the outreach of these orintzaTic~s ii very ;Irittd, 

Third, these orjanizatt deltMn vrer'n ostly non-financial 

assi4srce.,* h or rmhesls on b~kl!!7 MArspr4-pto f4ij4t'f7 
jcy. Little hard data is available on either the intensity of 
In"Ptt or of iPct. That which does xist, hoever, indicatt increiSd 
inComs and enterprise stabilization. 
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Fourth, NGO lending is severely limited in scope, producing a huge 
gap Incredit delivery to the informal sector. Pnly two progromS have 
institutionalized lending programs and less than 200-1oans have beenrmde, 
Repaynent problems exist in both programs, with greater problems in the 
program dealing with wealthier clients. Repayment problems appear to 
be related to problems in loan administration and follow-up -- not the 
level of poverty among the clients. However, establishing lending 

programs dots appear to be difficult for-the-,NGOs. 

Fifth, In terms of general impact, we were favorably Irpressed 

w~tthjhbe social a nand group.formation skills of the NGOs, the cost 
effectiveness and outreach capability of their non-financial services, and 
their overall ability to integrate diverse assistance eletnts and 
to adept assistance to different situations. Their main impact appears 
to be fn inc ad employm-ent stAbilization. This is in 
line with the character of employreiit in tne informal sector. 

;,wuldLastly, % % recorond fNGO upgrading in t"e 'clowin; a.e.s: 

(I) administraticr and ran&7c-ent -- eseciely of lcen cr:;rans; 
fi1) delivery of managerial assistance to clients; 

(lti analyis cf client credit needs; 
(iv) Inter-organizational cornunication and coordination;
 

(V) streimlining of relationships with donors.
 



SUMMARY
 

RECOMMENDATIONS ON INTERMEDIARY ENTITY
 

1. The entity would have three rajor purposes:
 

(a) 	to assist NGOs Inupgrading and expanding programs;
 

(b) to promote the extension of services to small-to-inter
mediate-sized firms, both cooperative and privately or
 
group-owned;
 

Cc) 	 to support and undertake innovative efforts to reach and
 
assist rural populations.
 

2. 	itwould assume functions as:
 

(i) An administrative and financial intermediary (between
 
AID, other donors, and NGOs);
 

(i1)A cocmunication, coordinating and policy-setting entity;
 

(ii) A source for up;radlrg of NCO managerial and aedinistra
tive capabilities;
 

(iv)A provider of technical assistance (to both NGOs and
 
client enterprises);
 

(v) A credit facility (through the e:tablishment of a
 
centrally-a4 naged revolving credit fund);
 

(vi) 	A credit guarantor, through the institution and nanagment
 
of a loan guarantee mechanism through the com.ercal banks;
 

(vii) A monitoring and evaluation mechanism.
 

3. The intermediary would be a Kenyan registered corporation 4ointly 

initiated with a U.S,-based organitlon, ooobaby a PVO with relevant 

experience inincome-generation activities. Itwould have a board rere

sentative of the public, private and voluntary sectors and would be filly 

Kenyanlzed with a few yemrs. 

Y 



IlSO. 

SUWARY 

,NTERMEDIATE-LEVEL ASSISTANCE 

1. Although not fully explored at this time, there appears to be 

a pjmiois1 2g opporttnlty. to ov"-sIgnificant, unt of temn-crtdit 

through rurally-Lased and -owned g -proces|.1~g entities, including 

cooperatives and directed agricultural companies. 

2. A conservative estimate of the absorptive capacity among these 
lae entities is$1O million. Such financing, however, would have 

to be accompanied by a major program of mmnegerial assistance. Such 

assIstence could be put In place through cr;ani-t:ions such as 7echno

serve which have considtrble experience and ex-ortise in this area. 
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