
AGRIBUSINESS AND RURAL ENTERPRISE
 

PROJECT ANALYSIS MANUAL
 

Prepared by:
 

Samuel R. Daines, Senior Economist & Principal
 
PRACTICAL CONCEPTS, INCORPORATED
 

With tbe Assistance of:
 

Bryant Smith, Senior Economist USDA
 
William Rodgers, Chief, Agribusiness Division DS/AGR AID Washington
 

Fred Mann, Consultant
 

For:
 

Agribusiness Division
 
Office of Agriculture
 

Development Support Bureau
 
Agency for International Development
 

Washington, D.C.
 

PRELIMINARY VERSION
 

March 1979
 



II
 

ACKNOWLEDGEMENTS 

This manual resulted from the interest of A.I.D.'s Agribusiness Division In the Agriculture Office, De
velopment Support Bureau. William Rodgers, chief of that division, originated the idea of having a practical field 
oriented manual to assist A.I.D. project planners in identifying, deskgning and managing agribusiness and rural 
enterprise projects. Dr. Samuel R. Daines is the principal author of the preliminary version. Chapter Five on 
Appropriate Technology and part of Chapter Three on Public Policy were authored by Dr. Bryant Smith of the 
USDA. Dr. Smith also reviewed the draft and added considerable detail in technical references and footnotes in 
many other chapters. Fred Mann, a private consultant, was principal author of Chapter Three on Public Policy. 
William Rodgers (A.I.D.), Dr. George Metcalfe (Technoserve) and Dr. Marcus Ingle (Practical Concepts, Incorporated) 
all provided major written inputs into Chapter Fifteen on Implementation. Felicia Morrow (A.I.D.) made written 
contributions to the draft of the Overview contained in Chapter Two. 



SUMMARY TABLE OF CONTENTS 

Chapter One: Executive Summary ........... . ... ................ .. xv
 

PART I: OVERVIEW OF THE AGRIBUSINESS AND RURAL ENTERPRISE PROJECT SETTING 

Chapter Two: Income and Employmont Potential of Agribusiness and Rural Enterprise Projects
 
for the Rural Poor ............ ......................... 1
 

Chapter Three: Public Policy Overview ... ............. .................. 8
 

Chapter Four: Alternative Project Interventions: Designing to Benefit the Poor .. ......... ... 25
 

Chapter Five: Appropriate Technology and Local Participation ..... ............. .... 46
 

PART II: PROJECT ANALYSIS TECHNIQUES 

Chapter Six: Elaborating a Profile of an Agribusiness Rural Enterprise System . ......... ... 53
 

Chapter Seven: Project Identification, Target Group Selection, and Preliminary Constraints Analysik . 65
 

Chapter Eight: Constructing a Detailed Profile of Target Group Families and Enterprises ...... 74
 

Chapter Nine: Estimating Project Potential ......... ...................... .. 80
 

.. .Chapter Ten: Examining Project Feasibility . .............. 90
 

Chapter Eleven: Cost Benefit Analysis of Agribusiness and Rural Enterprise Projects ....... ... 98
 

PART II: DATA GATHERING FOR PROJECT ANALYSIS 

Chapter Twelve: Alternatives for Data Gathering by Data Typo .... .. .............. 111
 

Chapter Thirteen: Case Study, Non-Sample Methods, and Existing Original Data .. ......... ... 121
 

Chapter Fourteen: Agribusiness and Rural Enterprise Sample Surveys ... ............ ... 126
 

PART IV: IMPLEMENTATION AND EVALUATION 

Chapter Fifteen: Implementation and Monitoring ..... .. .......... 133
 

Chapter Sixteen: Evaluating Agribusiness and Rural Enterpr;se Projects .... ............ ... 148
 

Bibliography ............ ................................ .... 160
 



Iv 

TABLE OF CONTENTS 

CHAPTER ONE: EXECUTIVE SUMMARY 

Introduction ............. ........................ 
 . ......... xv
 
A. Guide to the Use of the Manual .......... ......................... ... xv


1. Purpose :the Manual .......... .......................... ... xv
 
2. Use of the Manual ........... ........................... ... xv
 

B. Part I: Overview of Agribusinesses and Rural Enterprise Project Setting......... . .. xvii
 
1. Private Sector Approach ........... ........................ xvii

2. Growth with Equity ........ ........................ .. xvii
 
3. Agriculture Sector Linkages .......... ....................... ... xvii
 
4. Public Policy ............ ............................ ... xvii
 

a. Credit Policy .......... ........................... .... xviii
 
b. Agrarian Reform and Agricultural Policy ......... .................. xx
 
c. Labor Laws and Employment Policy ....... ................... ... xix
 
d. Internal Fiscal and Tax Policies .... ..................... xix
 
e. Industrialization, International Trade Policy, and SMREs. xx 

5. Project Design to Benefit the Poor ........ ...................... ... xx
 
a. Focusing Interventions on Employment Creation ..... ............... ... xxi
 
b. Focusing Project Interventions on the Enterpriset Owned and Opcrsted by the 

Rural Poor .............................. xxii 
c. Focusing Interventions on Maximizing the Backward Link Benefits to Small Farms .... xx;i 
d. Specific Types of Interventions ........ ..................... ... xxiii
 

6. Appropriate Technology and Local Participation ...... ................. ... xxiv
 
C. Part I: Project Analysis Techniques ......... ....................... ... xxv


1. Profile or Assessment of the Agribusiness and Rural Enterprise System ... .......... ... xxv
 
2. Project and Target Group Identification ........ .................... .. xxvi
 
3. Target Group and Enterprise Analysis ........ ................... ... xxvii
 

. ........
4. Estimating Project Potential . . ..................... ... xxvii
 
5. Project Feasibility ........................... xxix

6. Cost Benefit Analysis. .......................... xxx
 

a. Estimating Benefits: The Core of Adequate Cost Benefit Analysis .. ......... ... xxx
 
b. Benefits, For Whom? .......... ........................ ... xxxi
 
c. Costs in Cost/Benefit Analysis ........ ..................... ... xxxii
 

D. Part I l: Data Gathering for Project Analysis ........ .................... . xxxii
 
1. Data Gathering Alternatives .......... ........................ .. xxxii

2. Case Study and Informal Data Methods ........ ................... .. xxxiii
 

a. Case Study Methods .......... ......................... .. xxxiii
 
b. Informal Data Methods ......... ...................... .. xxxii
 

3. Sample Survey Methods .......... ......................... ... xxxiv
 
2. Pert IV- Implementation and Evaluation .................... xxxv
 

1. Implementation . ...... ..................... xxxv
 
a. Project Implementation Problems: t-roa.Zt r,,.ure . ............. 
 xxxv 
b. Experimental Approach to Implementation ...... ................. ... xxxvi
 
c. Institutional Mechanisms .......... ...................... .. xxxvi
 
d. Project Management ........... .................... ... .. xxxvii
 
e. Project Monitoring ........... ......................... .xxxviii
 

2. Evaluation ........... ................................ xxviii
 
a. Project Design Guidance from Project Evaluation .... ............... xxxvil
 
b. Evaluation of Final Project Impacts on Target Group Households ............ xxxix
 
c. Data for Evaluation .......... ......................... .xxxix
 
d. Comparison Methods for Evaluation .. .............. ........ .. xL.
 

http:t-roa.Zt


V 

TABLE OF CONTENTS (Continued) 

PART I: OVERVIEW OF THE AGRIBUSINESS AND RURAL
 

ENTERPRISE PROJECT SETTING
 

CHAPTER TWO: INCOME AND EMPLOYMENT POTENTIAL OF AGRIBUSINESS
 

AND RURAL ENTERPRISE PROJECTS FOR THE RURAL POOR
 

A. Definition ................ 	 ................................ 1
 

B. Role in Developing Economy ............. 	 ........................ 2
 

C. Selective Support of SMRE Development .......... 	 ..................... 5
 

D. Problems Common to SMRE ............ 	 ......................... 6
 

CHAPTER THREE: PUBLIC POLICY OVERVIEW 

Introduction ............... ................................ 	 8
 

A. Credit Policy ............... 	 ............................... 8
 
1. Credit Terms ........... ............................. 	 .... 10
 
2. Credit Channels ........... 	 ........................... .... 12
 
3. Other Credit Policies .......... .......................... 	 ... 13
 

B. Agrarian Reform and Agricultural Policy ....... ..................... 	 ... 13
 

C. Labor Laws and Employment Policy ........ ....................... 	 ... 14
 

D. Internal Fiscal and Tax Policies ......... ......................... 	 .... 15
 

E. Marketing Policy ........... ............................. 	 ... 16
 

F. Regulatory and Incentive Structures ........ ....................... 	 ... 17
 

G. Industrialization, International Trade Policy, and SMREs. ..... ................ ... 18
 

CHAPTER FOUR: ALTERNATIVE PROJECT INTERVENTIONS: 

DESIGNING TO BENEFIT THE POOR 

A. The Rural Economy: System Interventions and Linkages ..... ................ ... 25
 

B. Focusing Interventions on Employment Creation ......... ................... 	 26
 
1. Favoring Labor-Intensive Products ........ ...................... 	 ... 27
 
2. 	Technological Choice and Labor Intensity ...... ................... 28
 

*a. Scale of Operation and Labor Intensity of Technology ... ............. 29
 
b. Direct Intervention in the Labor Intensity of Technology .. ............ 	 31
 

i. Technical Assistance ........ 	 ............. .............. 31
 
ii. Research .......... ........................... 	 .... 31
 

iii. Direct Investment in Labor-intensive Technologies .... ............. ... 31
 

C. Focusing Project Interventions on the Enterprises Owned and Operated by the Rural Poor ..... . 31
 
1. Project Focus: Scale of Operation ......... 	 ...................... ... 32
 

a. Employment vs. Employment Plus Profit Incomes .... ............... .... 32
 
i. Wage Rates are Relatively Inflexible..... ................. 	 ..... 32
 
ii. Owner/Operator Income vs. Wage Incomes ... .............. 	 33
 

iii. Expanding Small Scale Employment vs. Entrepreneurial Opportunities ...... 	 33
 



vi 

TABLE OF CONTENTS (Continued) 

2. Capturing the Entrepreneurial Energy in Existing Small Scale Enterprises ............ 34
 
D. Focusing Interventions on Maximizing the Backward Link Benefits to Small Farms ....... ... 35
 

1. Expansion of Large Scale Agribusiness vs. Improvements ...... ................ ... 35
 
2. Raw Material Intensity of the Agribusiness Intervention .... ............... .... 36
 
3. Proportion of Raw Product Supplied by Small Farmers . ..37
 

a. Selecting Products for which Snll Ferms Predominate in Primary'Pr duction" .......... 37
 
b. Restructuring the Supplier Connections to Favor Small Farms ... ........... ... 38
 

4. Net Small Farmer Impact Potential ........ ...................... ... 39
 
E. Specific Types of Interventions .......... ........................ ... 39
 
F. Specific Examples of Past Efforts ......... ........................ ... 43
 

CHAPTER FIVE: APPROPRIATE TECHNOLOGY AND LOCAL PARTICIPATION 

A. Introduction ............................... 46
 

B. Why Inppropriate Technologies were Applied ....... .................... ... 47
 

C. How to Incorporate AT Into a Development Strategy ................. 49
 



vii 

TABLE OF CONTENTS (Continued) 

PART II: PROJECT ANALYSIS TECHNIQUES 

CHAPTER SIX: ELABORATING A PROFILE OF AN AGRIBUSINESS
 
RURAL ENTERPRISE SYSTEM
 

A. Introduction ............ ............................... .... 53
 
B. Sector Definitions ............ ............................. ... 53
 

1. Product Types ............. ............................. 53
 
2. Scale of Operation ........... ........................... ... 53
 
3. Urban/Rural ............ ............................. ... 54
 
4. Agribusiness Classification ......... ........................ .. 54
 
5. Geographic Distinctions ......... ......................... ... 55
 

C. Topics for the Sector Profile .......... .......................... ... 55
 
I. Subsector Share in Total Production and Employment ..... ............... ... 55
 
2. Institutional Profile ........................... 56
 
3. Employment Potential and Labor Intensity ................... 58
 
4. Profitability ........... ............................. ... 58
 
5. Capital Productivity .......................... 59
 
6. Labor Productivity ............. ........................... 60
 
7. Income. ............ ............................... .... 61
 
8. Agribusiness Linkages ........... .......................... ... 61
 
9. Growth Trends and Product Demand ...... ..................... .. 62
 

10. Role of Women in Agribusiness and Rural Enterprises .... ............... .... 62
 
D. Data for an Agribusiness and Rural Enterprise Sector Profile .... ............... ... 63
 

1. Existing Data vs. Original Data Generation ...... ................... ... 63
 
2. Data Sources ........... ............................. .... 64
 

a. Industrial Census Files .......... ........................ ... 64
 
b. Existing Surveys ............. .......................... 64
 
c. Institutional Files and Records ....... ..................... ... 64
 

E. Analytical Methods for an Agroindustrial & Rural Enterprise Profit ... ............. ... 64
 

CHAPTER SEVEN: PROJECT IDENTIFICATION, TARGET GROUP SELECTION, AND 

PRELIMINARY CONSTRAINTS AJALYSIS 

A. Preliminary Constraint Analysis Based on a Sector Profile ..... ................ ... 65
 
1. Constraint Analysis Stages: Project Identification vs. Project Analysis ..... .......... 65
 
2. A General Format for Examining and Ranking Constraints .... .............. ... 66
 

a. Constraints and Sub-sectors in a Tabular Format ...... ............... Be
 
b. Preliminary Ranking of Constraint Priorities ..... ................. .... 67
 
c. A Typology of Constraints at the Enterprise Level ..... ............... ... 68
 
d. Resource Uge Constraints ........ ....................... .... 70
 

i. Production Process Technology Constraints .... ............... ... 70
 
ii. Administration and Technical Management Constraints ... ........... ... 70
 

iii. Product Mix ......... ......................... ... 70
 
iv. Input Price Constraints ........ .................... ... 71
 
v. Output Price Constraints ........ .................... ... 71
 

e. Resource Availability Constraints .......... .................... 71
 
i. Concept .......... ........................... .... 71
 

ii. Data ........... ............................ ... 71
 
f. Marketing System Constraints . . . . . . . . . . . . . . . . . . . . . 



viii 

TABLE OF CONTENTS (Continued) 

B. Selecting a Target Group .......... ........................... 	 .... 72
 
1. 	Determining Which Subgroups Qualify for Assistance .... ............... ... 73
 
2. 	 Identifying a Target Group with Potential for Improvement with A.I.D. Type
 

Interventions. .......... .......................... . 73
 
3. 	Using the Target Group Selection Process to Identify Specific Prcjects .......... 73
 

CHAPTER EIGHT: CONSTRUCTING A DETAILED PROFILE OF TARGET GROUP 

FAMILIES AND ENTERPRISES 

A. Profile of Target Group Families .......................... 	 74
 
1. 	Income and Economic Activity Profile of Target Group Families ............ 74
 
2. 	 Employment Pattern Profile ............ ........................ 74
 
3. 	 Profiling Other Welfare Dimensions ....... ..................... ... 76
 

B. Profile of Target Group Enterprises ......... 	 ....................... ... 76
 
1. 	Efficiency Profile ........... .......................... ... 76
 

a. Profitability Profile ......... ......................... 	 .... 76
 
b. 	 Economic Efficiency-Capital Productivity ..... ................. ... 77
 
c. 	 Labor Productivity ......... ......................... ... 78
 

2. 	 Enterprise Structure Profile ......... ........................ ... 79
 

CHAPTER NINE: ESTIMATING PROJECT POTENTIAL 

A. Accounting Methods for Analysis of Project Potential ...... ................. ... 81
 
1. Welfare vs. Efficiency Accounting,Concepts ...... ................... 	 .... 81
 

a. 	Income Definitions for Welfare and Efficiency Measurement .. ........... ... 81
 
b. 	Imputed Costs for Efficiency Accounting ..... ................. ... 82
 

2. 	 Capital and Inventory Accounts '. . . ...................... 83
 
a. Valuation of Capital Goods at Original Cost or Replacement .. ........... ... 83
 
b. Amoritization of Capital Goods ....... ................... 	 ..... 83
 

B, Firm Level Constraints Analysis ......... ........................ 	 .. 84
 
1. 	Accounting Information ......... ......................... ... 84
 
2. 	 Entrepreneur Perceptions of Constrain,*s ................... 85
 

C. Estimating Froject Potential for Target Group Family Impacts .............. 	 C8
 
1. 	Comparisons of Enterprises With and Without Project Intervention ... ........... ... 86
 

a. 	 Can "With and Without" Enterprises be Easily Found in the Target Area? ......... ... 87
 
2. 	 Accounting Projections .......... ......................... ... 88
 

CHAPTER TEN: EXAMINING PROJECT FEASIBILITY 

A. Institutional Capacity ............ 	 ............................. .. 90
 
1. Outreach Capability .......... .............................. 	 90
 
2. 	 Financial Capability .......... .............................. 90
 
3. 	Technical Capability.................. ..................... 91
 

B. Financial Feasibility ...................... 	 ................ . 91
 
1. 	Firm Level Profitability ......... ........................ ... 91
 
2. 	 Institutional Level Financial Feasibility ....... .................... ... 91
 



ix 

TABLE OF CONTENTS (Continued) 

C. Estimating the Demand for the Project Intervention .................. 	 92
 
1. 	Estimating the Potential Demand for Credit.and Financial Assistance to Agribusiness
 

and Rural Enterprises ........... .......................... ... 92
 
a. Ask a Representative Sample of Target Group Entrepreneurs .. .......... .... 92
 

i. General Interest in Credit ....... .................... 	 .... 92

ii. 	Interest in Borrowing and Possible Uses ..... ............... .... 93
 
iii. Specific Response to Project Interest ..... ................ ... 93
 

b. Derive Credit Demand from Product Demand Estimates ..... .......... .... 94
 
c. 	 Breakeven Analysis of Credit Productivity ..... ................ .. 94
 
d. Optimal or Expected Credit Operating Ratios .... ............... ... 95
 

2. 	Estimating Demand for Technical Assistance and Advisory Services ... .. ... 95

3. Estimating 2he Demand for Infrastructure Projects to Benefit Agribusiness and Rurai
 

Enterprises ............ .............................. .... 96
 
D. Comparative Cost Analysis . . .. . . . . . . . . . . . . . . . . . . . .. .. . 97
 

CHAPTER ELEVEN: CO-T BENEFIT ANA .'SI8 OF AGRIBUSINESS AND 
RURAL ENTERPRISE PnOJECTS 

A. Estimating the Benefits: How Much and for Whom? ...... .................. 	 ... 98

1. Comparing Results vs. Projecting Probable Causes ...... ................. ... 98
 
2. Benefits, For Whom? ........... 	 .......................... ... 100
 

a. Include On!y Benufits to the Poor inthe Numerator ..... .............. ... 101
 
b. Include Income to All Households in the Numerator ..... .............. ... 102
 
c. Separate Calculation of Benefits to the Poor ...... ................. ... 102
 

B. Costs inCost/Benefit Analysis .......... 	 ......................... ... 103
 
C. Time Horizon and Over Time Projections ........ 	 ..................... ... 103
 

1. Selecting aTime Horizon for aProject Accounting Period .... .............. ... 103
 
2. Estimating Start.up Times, Lags, etc........ ...................... 	 ... 104
 
3. Choosing aDiscount Rate ......... ........................ 	 ... 104
 

D. Computation of the Basic Cost Benefit Ratios ........ 	 .................... ... 104
 
1. Present Vilue of Benefits and Costs ........ 	 ..................... ... 105
 
2. Benefit Cost Ratio (BCR) .......... 	 ......................... ... 106
 
3. Internal Rate of Return .......... 	 ......................... ... 106
 

E. Shadow Pricing Project Labor .......... 	 ......................... ... 106
 
F. Shadow Pricing Project Inputs and Outputs ....... ..................... 	 .... 107
 

1. Farm Produce Consumed by the Agribusiness ................... 	 108
 
2. Shadow Pricing Imported Goods and Subsidized Inputs ............... 	 108
 
3. Shadow Pricing Project Outputs ....... ...................... 	 . 109
 

G. Estimating Indirect Benefits and Costs ........ ...................... 	 ... 109
 

http:Start.up


x 

TABLE OF CONTENTS (Continued) 

PART III: DATA GATHERING FOR PROJECT ANALYSIS 

CHAPTER TWELVE: ALTERNATIVES FOR DATA GATHERING BY DATA TYPE 

A. Sector Wide Data ............. ............................. 111
 
1. General Economic Tends ........... ......................... 111
 
2. Sector Profile Data and Sector Trends ................ . ......... 112
 

B. Target Group Enterprise Data .......... ......................... ... 112
 
1. Enterprise Samp!a Surveys ........................................... 112
 
2. Case Studies/F;,m Level Micro Analysis .... .................... 112
 
3. Institutional Files and Records ......... ....................... ... 113
 
4. Industrial Censuses, Surveys and Public Sources ...... ................. ... 113
 

C. Target Group Household Data .......... ......................... ... 114
 
D. Data on Credit and Rural Financial Markots ....... .................... ... 114
 

1. Credit Supply and Demand .......... ........................ ... 114
 
2. Rural Savings ........... ............................. .... 115
 

E. Product Demand and Comparative Cost Data ........ .................... ... 115
 
1. Production Trend' Data ........... .......................... ... 115
 
2, Consumer Demand Projections ......... ....................... ... 115
 
3. Import and Export Data .......... ......................... ... 115
 
4. Comparative Cost Data ...... ................... .. ..... .... 116
 

F. Institutional and Infrastructure Data ......... ....................... ... 116
 
1. Institutional Data ........................... 116
 
2. Infrastructure and Marketing Data . . ....... . . ....... . . .. . . 116
 

G. Data Sources: Recall, Record Keeping, and Direct Observation .................... 116
 
1. Recall . . . . .... 116
 

a. Number of Events lnfluences Re all*Accuracy. ............................... 117
 
b. Recency of the Events Recalled Influences Accuracy ..... .............. ... 117
 
c. Importance of the Event in the Life of the Respondent Will Affect Recall ......... ... 117
 
d. Agribusiness and Rural Enterprise Data Types Inappropriate for Recall ........ .... 118
 

i. Employment Information on a Man Day Basis .... .............. ... 118
 
ii. Nutrient Intake Data ........ ...................... ... 118
 

iii. Product Accounts ......... ....................... ... 118
 
e. Data Types Appropriate for Recall ........ .................... ... 119
 

2. Record Keeping .......... ........................... ..... 119
 
3. Direct Observation .... ............. ................ 119
 

CHAPTER THIRTEEN: CASE STUDY, NON-SAMPLE METHODS,
 
AND EXISTING ORIGINAL DATA
 

A. Case Study Methods for Data: Agribusiness and Rural Enterprise Project Analysis 121
 
1. Selection of Cases 121
 

a. Selecting for Maximum Representation 121
 
b. Selecting for "Comparisons" 122
 



xi 

TABLE OF CONTENTS (Continued) 

2. Training ........... ..... ....................... ... 122

3. Instrument Design andTesting .......... ..................... ... 122
 
4. Analysis and Interpretation .......... ........................ ... 123
 

B. Field Trips, Interviews with Offlcialisand Other Informal Methods .... ............. ... 123
 
1. Advantages of Informal Methods ...... ................ 123
 
2. Disadvantages in Field Trips and Informal Methods. . . . . . . . . .. . . . . . 124
 

a. Personality and Professional Biases ....... .................... ... 124
 
b. High Cost per Observation . ........ ..... .............. ... 124
 

C. Existing Original Data Sources .......... ........................ .... 124
 
1. Existing Industrial Census or Interim Survey Data ... ..... ................ 124
 
2. Institutional Files and Records ......... ....................... ... 125
 

CHAPTER FOURTEEN: AGRIBUSINESS AND RURAL ENTERPRISE SAMPLE SURVEYS 

A. Sample Selection 126
 
1. Definition of the Unit of Observation 126
 
2. Determining a Sample Size 127
 
3. Selecting a Method for Drawing Enterprises to Survey 128
 

a. List Basis for Selection of Sample 129
 
b. Area Frame and Cluster Sampling Techniques 129
 

B. Determining the Method and Frequency of Field Observations 130
 
C. Control Group Comparisons 130
 
D. Instrument Design and Testing 132
 
E. Supervision and Training 132
 



xii 

TABLE OF CONTENTS (Continued) 

PART IV: IMPLEMENTATION AND EVALUATION
 

CHAPTER FIFTEEN: IMPLEMENTATION AND MONITORING 

A. 	Definitions ...... ................. ......... .......
 
B. Project Design Choices Which Affect Implementation ...... ................. 


1. Project Implementation Problems: Prevention vs. Cure ..... ............... 

2. 	Experimental Approach to Implementation ...... ................... 

3. 	Flexibility in Project Design ...... ... ........................ 

4. 	The Project Implementation Calendar.......... ..... .......... 

6. 	Disbursement Planning ........... ....................... 


C. 	Institutional Mechanisms ..................... 

1. Delivery Channels for Access of Agribusinesses and Fmall Scale Rural Ente;prise ....... 

2. 	 Private and Public Intermediaries .. ........... ................... 


D. 	Project Management 
1. Participation in Project Management 
2. 	 Personnel Management and Training 
3. 	Formal Project Management Systems 

E. 	Project Monitoring ............ . ............. 

1. Monitoring Institutional Development .... . ...... .......... 

2. Monitoring Intermediate Flows of Goods and Services ....... ............... 


a. Monitoring Service Outreach .... .... ... . .. ........... .
 
b. 	Monitoring the Quality of Services ....... ................... 


3. Monitoring the Final Impacts of Interventions In Agribusiness and Rural Enterprise Projects
a. 	Final Impact Monitoring as a Method of Improving the Quality of Services . .....
b. Methods for Final Impact Monitoring ............... 	 ........ 


CHAPTER SIXTEEN: EVALUATING AGRIBUSINESS AND 
RURAL ENTERPRISE PROJECTS 

A. 	General Purpr .s and Problems in Project Evaluation ...... ................. 

1. Project Design Guidance from Project Evaluation ...... ................. 

2. 	Time Pressure and Limited Funds in the Design Phase ..... ............... 

3. 	Evaluation is Conceptually the Ideal Setting for Obtaining Project Design Information ....... 


B. 	Evaluation of Final Project Impacts on Target Group Household ..... .............. 

1. The Causation Chain ................................... 

2. 	 The Importance of Focusing Evaluation on Family Level Impacts ........... 


a. Congressional Mandate or New Directions ...... ................. 

b. 	 Family Level Evaluations Imply Satisfactory Evaluations at the Institutional and 

Enterprise Levels ............... ...... . ........... 
c. 	 Family Impact Evaluations Provide the Needed Project Design Guidance for 

Future Projects ................. .............. 
3. 	Evaluation of Family Impacts Inside a Systems Framework. ......... .
 
4. 	 Enterprise Systems ...... .... ........................... 

5. 	 Institution and Project Inputs .... ..... ....................... 


133
 
... 134
 
... 134
 

.... 135
 
... 136
 
... 137
 
... 137
 

138
 
.138
 

138
 

141
 
142
 
144
 
145
 
145
 
145
 
146
 

. . 146
 
.... 146
 

. . 146
 
.. 147
 

. 147
 

... 148
 

... 148
 

... 148
 
149
 

... 149
 
149
 
150
 

... 150
 

.. 150
 

... 150
 
. .
.151
 

.... 151
 
... 151
 



xiii 

TABLE OF CONTENTS (Continued) 

C. Data for Evaluation ....... ... ............................. 	 151
 
1. Measuring Impact and Causation by Comparison ..................	 152
 

a. Strengths of "Comparison" as a Method for Households and Enterprises. ......... .... 152
 
b. Types of Evaluation Comparisons ....... ................... 	 ... 152
 

2. 	 Using Longitudinal Comparisons to Evaluate Project Impacts: Endogenous Control 
of the Enterprise ............ 	 .......................... 


3. 	Cross-sectional Comparisons between Participant and Similar Nonparticipant
Enterprises: Exogenous Control of the Environment ...... ................ 

4. 	Combining Longitudinal and Cross-sectional Comparisons ..... .............. 

5. 	 Comparisons Based on Randomly Drawn Sample of Enterprises ...... 

D. Analytical Methods for Evaluation Comparisons ....... ................... 

1. Direct Comparisons of Averages ........ 	 ....................... 

2. Estimating the Reliability of the Comparisons ....... 


a. Control Group Reliability ........................... 

b. Survey Quality Control and Reliability. .. 
c. 	Statistical Reliability: Sampling Error ......... 


3. Using Indices to Evaluate "System" Impacts ...... 

BIBLIOGRAPHY ............. 
 .............................. 


.................. 


.................. 

................ 


.................. 


. .. 153
 

... 154
 

... 154
 
............ 155
 

... 155
 
.... 155
 

... 156
 
156
 
156
 

... 156
 

... 157
 

... 160
 



xv 

CHAPTER ONE: EXECUTIVE SUMMARY 

Introduction 

The last decade has seen many changes in the focus of development programs and policies. A.I.D. and 
other international donors have become increasingly concerned along with most developing countries about the dis
tribution of the benefits of economic growth. This focus has brought with it increased concern for rural employ
ment which has in turn led to expanded interest in agribusiness and small scale rural enterprises. Agribusinesses 
(which include the processing of food and fiber products, agricultural marketing services and agricultural inputs) and 
rural enterprises of all types have recently received sub.Eantial attention as sources of increased rural employment 
and income. Not only can these activities provide income and employment directly, but perhaps as important isthe 
indirect impact they have on small farms from which they purchase produce and to whom they provide inputs. 
Agribusinesses and rural enterprises occupy an important intermediate position between farms and consumers anc. 
their development can be a key factor in transforming rural development at all levels. 

Much of the recent emphasis in development assistance thinking has been related to the apparent conflict 
between "growth" and "equity." One of the most Important potentials of the agribusiness and rural enterprise 
sector is in providing growth possibilities without an equity conflict. Labor intensive, small scale and relatively 
efficient enterprise systems exist in most countries and their expansion has favorable impacts on the income and 
employment of the rural landless and nonfarm poor as well as favorable linkage to the small farm sector. While all 
of these potentials exist they are not simple to unlock; care must be taken in project identification, design and im
plementation in order to achieve important contributions to both growth and equity. Much is yet to be learned 
about the agribusiness and rural enterprise systems in developing countries and how to provide development assist
ance in successful ways. The purpose of this manual is to provide an overview of what isknown about the role of 
these activities as it relates to A.I.D. project possibilities and then to outline project analysis methods for the 
identification, design, monitoring and evaluation of development assistance projects in this area. 

A. Guide to the Use of the Manual 

1. Purpose of the Manual 

The purpose of the manual Is to provide A.I.D. project personnel with background and project analysis 

methods for agribusiness and rural enterprise projects. 

2. Use of the Manual 

The manual iswritten for three types of A.I.D. project personnel, and three corresponding levels of detail 
are presented. The first group is project design, implementation, and/or evaluation personnel who are or may be 

Previous Pa, Blank
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working directly with agribusiness or rural enterprise projects. For these direct project personnel, the manual and 
its technical footnotes should be useful both as a guide and as a reference. In those cases where the manual Is unable 
to pursue a particular topic in sufficient detail to guide practitioners because of space limitations, the footnotes and 
bibliography usually suggest further references. For project personnol Involved directly in design, implementation 
or evaluation of agribusiness or rural enterprise projects, the manual was designed to be read In its entirety, includ

ing footnotes. 

The second group of potential readers is A.I.D. project personnel who are involved only part time with 
agribusiness and rural enterprise projects. This would include central A.I.D., regional bureau personnel, and 
mission officials involved in project review. For this group an understanding of methodology and technical detail is 
less important. The manual was designed such that this group could obtain the necessary level of awareness by 
omitting the footnotes; almost one-third of the total material presented in the manual is contained in the technical 

footnotes. 

The third group includes A.I.D. or other development agency personnel who have only qperipheral interest 
in agribusiness and rural enterprise projects. The executive summary was written especially for this group and pre
sents an abstract of the main ideas of each chapter. 

Readers who choose to read only the executive summary are cautioned that its brevity carries important 
dangers. It fails to provide analytical balance in that it tries to present the strongest but not the only reasonable 
position on many issues. It makes statements without supporting evidence and discussion which are contained in 
the body of the manual itself. The summary gains economy and brevity at the risk of oversimplification of a com

plex and difficult subject. 

For those who would like to obtain a slightly increased understanding of the subject beyond that provided 

in the Executive Summary, Chapter Four isrecommended. 

The manual isintended to be a management oriented guide; it does not attempt to provide a comprehensive 
review of existing literature and research, but rather to select inside that literature useful examples which will either 
provide an overview of the field (Part I) or illustrate viable project analysis methods (Parts II-IV). The authors have 

had direct experience with agribusiness and rural enterprise project design and evaluation and have attempted to 
provide materials which will be useful to A.I.D. practitioners. 

A manual is difficult to design which can satisfy the generally interested reader and the practitioner alike. 
When one is directly involved in conducting a cost benefit analysis of a project, for example, his level of interest in 
exploring the technical detail related to the task at hand isgreat. The manual attempts to strike a balance between 

these varying levels of interest. While it does not provide a project analyst with the necessary detail at the "cook 

book" level to teach and guide to successful completion, it does intend to provide the A.I.D. project manager with 
the necessary understanding to write a satisfactory scopo of work for a project analysis, and the background 

necessary to be an adequate monitor of a contractor engaged in project analysis. The manual is intended to equip 

A.I.D. project personnel with sufficient skills and background that they can systematically "manage" the specialists 
involved in project identification, design, Implementation, and evaluation. This is simply another way of saying 
that the manual is oriented to the A.I.D. manager and not the subject matter specialist. 
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B. Part I: Overview ofAgribulnessesand RuralEnterpriseProjectSetting 

1. Private Sector Approach 

Almost all agribusinesses and rural enterprises in developing countries are in the private sector. A.I.D. pro. 
jects in this field must enter at some stage into this private sector system. Public sector banking channels, technical 

assistance organizations, and research capability may be critical to project success, yet the projects are b.sically pri

vate sector oriented. Unlike agricultural technology which has been substantially developed and dissaminated 
through public channels, the small scale and large scale technologies which can be drawn upon for agribusincss and 

small scale rural enterprise development have largely originated and become perfected in the private sector. 

The central focus of most of this manual, and indeed of most A.I.D. projects in this field to date, is on 
assistance to indigenous small sale enterprises in rural areas or in urban areas but related to processing or distribut

ing agricultural products. Larger scale enterprises which process labor intensive agricultural products and which link 
directly to small farmers are also included. 

U.S. agribusiness can play avital role in this process by providing training, risk capital, technology transfer 
and market connections in many cases to indigenous enterprises; however, this manual isnot designed to be directly 
useful to U.S. businesses interested in developing projects of this type. Harmonizing the interests of U.S. agri

business and indigenous enterprises presents significant potential in certain products which are characteristically 
labor intensive. 

2.. Growth with Equity 

Agribusiness and rural enterprise prcjects hold significant potential for promoting growth with equity. 

Many of these activities are labor intensive, owned and operated by target group families, provide employment and 
income for landless rural populations, and at the same time are relatively efficient. The resource use efficiency of 

many of these enterprises implies that scarce capital resources will be appropriately expended in these projects from 

both "growth" and "equity" points of view. 

3. AgricultureSector Linkages 

The rural economy in LDCs isan interknit system. Farms, small scale enterprises, commerce, and services 

operate in an integrated fashion whether or not a money economy predominates. Growth and development in this 
system also take place in an integrated fashion. This does not necessarily imply that each subsector will grow at an 

even pace. Growth may stem from an initiative in asingle segment of the system and spread unevenly to other com

ponents of the rural economy. 

Agroindustry and rural enterprise interventions are located in the middle of this backward-to.agriculture 

and forward-to-final-consumer system of linkages. These interventions are ideally situated to draw the system more 

closely together, to pass more evenly the growth potentials of one segment of the rural economy to the others, 

connecting potential producers with final markets. 
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Agribusinesses (both small scale rural and large scale urban and rural enterprises) utilize farm end rural 

products as their major raw material inputs. Expansion of these industries will have important impacts on the 

suppliers of these inputs. 

4. PublicPolicy 

A considerable public policy structure participates in framing the environment within which Small and 
Medium Scale Rural Enterprises (SMRE) function in any country. The policy setting (including the lack thereof) 

must be a part of the knowledge base with which the project planner avails himself prior to further identification 

of alternative project interventions. 

Policies of obvious concern to the project planner are those that ar3 targeted directly to SMR Es, and im
pact either negatively or positively on viability and potential for growth of the subsector. Others tnat are not quite 
so obvious, but nevertheless affect the climate within which SMREs operate are: 1) general economic and trade 

policies that directly or indirectly affect the economic climate within which SMREs compete for raw materials, 
factors of production, and markets; and 2) policies affecting other subsectors strongly linked to SMREs as suppliers 

of inputs or purchasers of outputs. 

a. CreditPolicy 

Credit is a tool by which adjustments in all factors of production can be achieved. Thus, public policies 
affecting the availability and conditions of credit and capital supply to SMREs and agroindustry are particularly im

portant. 

In looking at credit policies, it is important to examine not only those policies that seek to make credit 
accessible to SMREs in acceptable terms, but also those policies which access large-scale enterprises to supplies of 
capital (often at subsidized interest rates) that generally cannot be tapped by smaller rural enterprises. Capital mar
kets in less developed countries often are not well developed, being generally limited to the capital city in smaller 
countries, and generally not reaching beyond major regional centers in larger countries. Although bank branches 

may exist in more remote areas, they generally exist primarily as depositories for funds and to facilitate noncredit 
transactions between the hinterland and the capital city. 

In many cases, large scale enterprises have access not only to major national capital markets, but to inter
national capital markets as well. In addition, special government industrial promotion programs often provide 

special lines of credit at subsidized interest rates. Such programs usually are administered from one office in the 
capital city or a limited number of offices in other major commercial centers. Paperwork generally is substantial 
and insurmountable for many SMREs. Because of geographic isolation and the sophistication required to access 
these special lines of credit, SMREs are not benefited by such programs, although they are not formally excluded. 

Their situation can be characterized as one of "benign neglect." Nevertheless, the net result of such programs often 
can be negative for SMREs, since they enhance the relative competitive position of larger.scale enterprises. 

The point is that credit should not be looked on as one of the essentials of SMRE development, as are 
availability of raw materials, markets for output, managerial capability, etc. If these essentials do exist, then credit 
may accelerate the growth -'. SMREs, if the potential exists. Rural entrepreneurs may not lack capital or credit so 
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much as the mlotivation to use resources to develop their enterprises. There isample evidence that credit programs 
for small businesses often can be wasteful of funds, or even counterproductive. 

Despite the pitfalls, credit may be an important component of a project intervention aimed at assuring 
that the essentials to successful SMRE growth and development are in place. Credit policies then become important 

variables to be taken into account by the project planner. 

Many specialists have marshalled impressive evidence that subsidized interest rates may be self.defeating in 
terms of making credit effectively available to these target groups. It should be kept in mind that if the profitability 
of the credit investment depends upon a few percentage points of interest, the investment probably isnot sufficiently 
profitable to justify the use of credit in the first place. The most telling argument in favor of charging true interest 
rates is that economic viability of the lending institution cannot otherwise be sustained. Even in the case of a state 
lending institution, the government is not likely to continually replace the capital of a subsidized credit fund, and It 

will eventually become depleted. 

b. Agrarian Reform and Agricultural Policy 

An obvious need for the SMRE subsector israw materials and markets. The skewodness or absence thereof 
in the distribution of productive wealth in rural areas obviously has an impact on the local availability of raw 
materials from agricultural production and the size of the local market. In cases where land previously held in 
absentee ownership, or previously concentrated in large units, isdistributed to the former landless laborers or share
croppers, disposable incomes in the local area may increase even if output does not increase (or even declines some
what). This is because more of the total agricultural income is retained by local people and expended in the local 
area rather than being expended in the capital city or outside the country. Thus, an agrarian reform that results in 
nothing more than income transfer can be expected to increase local demand for goods and services. If productivity 
increases also are achieved as the result of programs supporting agrarian reform, the increase will be even more sub
stantial. This results in an economic climate that should have a positive impact on SMREs that provide goods and 

services for local consumption. 

c. Labor Laws and Employment Policy 

Labor laws that impose minimum wages and relatively high levels of fringe benefits are common in LDCs. 
Where these encompass SMREs, they can seriously limit ability to maintain viability and expand. In many cases, 
such labor laws exempt enterprises under a certain size; e.g., with less than five employees. Exemptions set at low 
levels may be an important disincentive to expansion by SMREs, even where other factors are favorable. 

d. InternalFiscal and Tax Policies 

Nationally administerd property and income taxes probably do not impact negatively on smaller rural 
enterprises in most LDCs. Small enterprises often are specifically exempted from business taxes because of their 
size or organizational form and tax administration may be inadequate to monitor any but large business enterprises. 
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e. Industrialization, International Trade Policy, and SMREs 

Often industrialization has viewed the SMRE as part of the backward, traditional sector which was to 
gradually diminish in size as the modern sector expanded, so no concrete attempts were made to subsidize them 
either. SMREs have been affected negatively by the import substitution policies in many cases. The high level of 
protection of infant industrial firms, for instance, provided a monopoly power to some local industries, resulting in 
SMREs having to pay monopoly prices for their inputs from such industries or in having to receive monopsony de
termined prices for their output sold to such companies. Direct and indirect subsidies had the effect of encouraging 
capital-intensive and import-intensive activities and techniques to the prejudice of SMRE production which tends to 
be more labor-intensive and intensive in the use of local resources. The whole industrialization policy resulted in a 
disproportionate direct and indirect taxation of agriculture through such mechanisms as discriminatory subsidies, 
overvaluation of the exchange rate, high tariffs on imported agricultural inputs, export taxes on agricultural exports, 
price controls of agricultural goods to subsidize local food consumption, etc. 

By the mid-1960s, criticism of the import substitution strategy was widespread as it became evident that 
equity considerations such as employment and income distribution were little impacted by the growth oriented 
industrialization approach. Out of this criticism emerged two separate strategies-that of export promotion and that 
of small and medium scale enterprise development. While the former preceded the latter, which isjust coming into 
its own, they bear similar objectives, and in some cases are intimately related, although this relationship has not 
generally been given sufficient attention. For many SMRE products the local market does not offer any significant 
opportunities to SMREs if they want to expand their production or to new SMRE firms wishing to start up. To 
some of these firms, exporting will offer the only viable way for some SMRE activities to grow. 

There are many raw and processed agricultural goods for which the LDCs have a comparative advantage 
because of their labor-intensive requirements, and for which the income elasticities of demand are high, especially in 
the developed countries (e.g., vegetables, certain fruits, and oilseed plants) which can be successfully exported in 
competition with developed countries. The entry problems for SMREs are obvious. Quality differences and low 
quality production are common characteristics of SMREs. A SMRE will not have access to information regarding 
adaptation requirements of the foreign market, nor can it afford the high fixed costs of entering the foreign market 
alone, and an exporter will have little interest indealing with asole SMRE. These problems are surmountable, how
ever, through appropriately designed interventions. 

5. Project Design to Benefit the Poor 

While agribusiness and rural enterprise projects have very attractive potential for generating growth with 
equity, this result is not automatic; considerable care in design and implementation are required to achieve useful 
results and project failures are not rare events. Three principal recommendations are made to increase the probabil
ity that positive employment and income impacts will result for the A.I.D. target group, the poor majority. 

The basic recommendations apply to all types of interventions and constitute an analytical checklist against 
which to test each intervention and its components. The three recommendations all have acommon focus of build
ing on existing enterprise structures and of maximizing the involvement of the poor through the utilization of their 
skills, resources, and products. 
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1. 	 All interventions should be so designed as to focus first on the use of the most important single re
source owned by the rural farm and nonfarm poor, their labor. 

2. 	 All interventions should be so designed as to focus on the second most important resource of the non
farm rural poor, their small scale ;ntorprises and the entrepreneurial skills they have developed to oper

ate them. 

3. 	 All agroindustrial interventions (those using farm products as their inputs) should be so designed as to 
draw their raw material from the second most important resource of the rural farm poor, their small 
farms and the entrepreneurial skills they have developed to operate them. 

The nonpoor are comparatively agile in most rural and urban situations, It isthey, the nonpoor, who can 
usually take advantage of new resources, new government programs and incentives, new market opportunities, etc. 

The nonpoor are the ones who by and large have the skills and mobility to shift, to adjust, and to capture the benefit 
of most realignments in the rural economy. Perhaps the best way to at least reduce the natural advantage of the non
poor isto directly utilize the poor and their resources in the intervention itself. 

a. 	FocusingInterventionson Employment Creation 

There are two basic ways to insure that agribusiness and rural enterprise project interventions maximize 
their impact on employment creation. First, focus the intervention on products with a high labor intensity; that is, 
those which require large proportional quantities of labor relative to capital and land. Second, to utilize technol
ogies and techniques in project interventions which are the most efficient using "shadow prices" for labor. In 
simpler terms, the first isto favor the production of goods which use large proportions of labor, and the second isto 
use techniques for the production of all goods which utilize higher proportions of labor. For example, labor repre
sents a higher proportion of total costs in the processing of fruits and vegetables at almost all levels of technology 

than in wheat milling. Fruit and vegetable products may be thought of as "labor intensive" products compared to 
"wheat flour." These labor intensive products should be iavored in interventions. It is possible to process either 
fruits and vegetables or flour with different techniques, each having a different labor intensity. Regardless of the 
product involved, interventions should favor those techniques or technologies which are more labor using or labor 
intensive. These two project choices, choice of product and choice of technique, should both be used to focus on 

maximizing employment creation. 
Project design may favor labor intensive technology by choosing to intervene and support smaller scale en

terprises. Though the precise structure needs to be analyzed for each country, most agribusiness and rural enterprise 

subsectors reveal an increasing labor intensity (for the same product type) as scale decreases. An important issue 
often raised when labor intensive technology is addressed deals with the efficiency of using labor intensive technol
ogies. The concern is often that in the enthusiasm for generating employment, efficiency and profitability not be 
forgotten. It has been argued that in labor surplus economies even some technologies which do not have high private 
profitability should be supported because they have justifiably high "social profitability." Social profitability 
adjusts wage rates to reflect the presence of underemployment of unskilled labor. While this argument may be im
portant, it is probably true in many, if not most, actual agribusiness and rural enterprise projects that such an argu
ment is not even necessary to support the viability of labor intensive technologies simply because the private 
profitability of the more labor intensive technologies is acceptably high. 
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A second method for favoring labor intensive technology Isto Identify viable labor intensive technologies 

and support them directly. This alternative could be accomplished in a number of different ways. A project could 

take existing labor Intensive technologies and, using industrial extension, methods encourage and train enterprises 

to adopt them. Where acceptably efficient !abor intensive "packages" do not already exist, research activities could 

be undertaken to identify and test viable alternatives. In combination with technical assistance, or without it, 

projects could provide financial support for the installation and/or operation of labor intensive technologies. The 

support could be either in money or in kind in the form of actual machinery or labor intensive input packages. 

b. FocusingProject Interventionson the Enterprises Owned and Operated by the Rural Poor 

The objective of focusing on enterprises owned and operated by the rural poor is to harness the entre

preneurial capabilities of the poor in the solution of their own problems, and secondly to reduce the proportion of 

project benefits which is captured by the nonpoor. Since the rural poor generally own and/or operate small scale 

enterprises, this focus also tends to concentrate project intervention on small scale and rurally located enterprises. A 

second reason for emphasizing those enterprises owned and operated by the rural poor is that entrepreneurial returns 

and profits from these enterprises are captured by the poor in addition to labor incomes. To the extent that larger 

scale enterprises, not owned by the poor, are the focus of project interventions, the poor will benefit only in labor in

comes and not in entrepreneurial returns or profits. 

The major benefit of focusing on small scale enterprises is that the poor capture both the labor and profit 

incomes. If larger scale enterprises are the focus, the poor obtain only labor income and backward linkage incomes 

from increased demand for small farm production. The project choice should therefore depend on the relative size 

and probability of these two potential income streams. If more total income can come to the poor from added em

ployment in larger scale firms and from the increased demand which isgenerated for small farm output than can be 

obtained in the form of labor and profits in small scale enterprises, then the choice should be in favor of the larger 

scale intervention. If on the other hand, the labor income, profits, and backward links generated by small scale busi

nesses are greater, the choice should be in favor of the smaller scale enterprises. The finding that net income per 

month worked, profit margins, and capital output indicators are very satisfactory for very small scale enterprises in

dicates that there is a vast potential for income and employment generation resting inside the enterprises owned and 

operated by the poor themselves. 

c. FocusingInterventionson Maximizingthe Backward LinkBenefitsto Small Farms 

The first factor which determines whether an agribusiness intervention will pass on large benefits to small 

farms relates to the nature of the intervention itself. If the intervention is directed at expending agribusiness output, 

the logical result will be to require more raw material input. If the intervention Isto change the technology of enter

prises, to increase its profit margin, to improve Its management, or any other change which improves the business 

without expanding it, it is not likely that additional raw material will be required and hence little benefit will be 

passed back to suppliers. It should be noted that there are Intervention types which may actually result in a de

creased requirement for raw material. One way to increase the efficiency and profit margin of an agribusiness firm Is 

to increase thN conversion rate of raw material into the final product. A feasible agribusiness intervention might be 
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to reduce raw material waste in the agribusiness firm, and this may reduce the raw material demand and actually in

jure the incomes of raw material suppliers. Thus the nature of the intervention type chosen (improvement vs. expan

sion) will have an important impact on the proportion of the benefit which ispassed backward to suppliers, a part of 
whom may be small farmers and part of the target group. Enterprises with different product types spend varying 

proportions of their total expenses on raw material. This proportion Ishere referred to as the raw material intensity 

of production. A project intervention will pass a larger part of its total benefit backward to suppliers if it ismade in 

agribusinesses that have a higher raw material intensity. 

The raw material supplied to agribusinesses does not all come from small farms whose families are members 
of the target group poor. Large farms may supply a very large proportion for certain products. In the event that 

the raw material is supplied by large farms, expanding the demand for raw material will benefit the poor only as they 
are workers on the larger farms, which is an amployment benefit, but not a benefit to small farms. Large farmers 

are more institutionally agile, and viewed by processors as more stable and higher quality suppliers. It istherefore 

likely that when given a choice, most agribusinesses would probably choose the large farm suppliers. There are two 

project intervention alternatives which will increase the impact of projects on the welfare of small farmer families: 

-Select agribusinesses for project interventions which process those products for which small farms pre

dominate in primary production. 

-Arrange the project so that part of the intervention itself structures the supply of raw material so as to 

require or at least raise the probability that small farms are the input suppliers. 

d. Specific Types of Interventions 

The discussion so far in this section has dealt with a framework for choosing interventions which will max

imize the benefits of agribusiness and rural enterprise projects for the rural poor. The discussion in the present sub

section deals with the intervention types themselves and provides a short description of each. 

Training: Short-term courses, on-the-job guidance, self-education aids, and preparatory training are some of 
the more common means used to transfer relevant technical or managerial information. Instruction in basic account

ing, marketing (e.g., demand analysis, promotion, distribution), production (e.g., planning, quality control), finance, 
and organization (e.g., personnel, organizational tructure) can enable the manager to improve his/her operations. 

Research Servicos: Techno-economic services, which are often included within one or more existing qovern

ment or private institutions, often include economic research such as general statistics by industry, market surveys, 

and industry feasibility studies, and technical research on production processes and appropriate/modern technology. 

As the objective of such services is to provide the necessary knowledge for the entrepreneur to make well.informed 

business decisions and the government to improve policy affecting that entrepreneur, the research services must be 
closely attuned to the needs of the country's SMREs. It is therefore important to establish effective communication 

between organizations such as extension services which are familiar with the specific needs of target industries and 

which can assist in disseminating relevant information. Some research services which have been included within or
ganizations with wider responsibilities have suffered due to low priority relative to other tasks. 

Advisory Services: Managerial and technical advice in all critical areas, i.e., marketing, production, account

ing, management, and finance, is usually offered through a variety of mechanisms. In some programs, the govern

ment develops and supports an extension service within an existing body such as the Department of Industry. Un
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fortunately, government bodies have frequently been unable to recruit and retain highly qualified agents; civil service 

regulations limit the salaries and promotional opportunities, and those with real business acumen usually go into busi

ness themselves. In addition, many governments have been slow in committing adequate resources to technical 

assistance agencies, thereby seriously handicapping their ability to service SMRE entrepreneurs. 

Credit Programs: Rural entrepreneurs frequently identify credit as their primary problem. Although in 

many cases credit is a major constraint, there are often other problems. Hence, though credit needs clearly need to 

be addressed, other factors should also be reviewed and perhaps included as project components. 

Facilitating Procurement of Raw Materials/Equipment: Facilitating procurement of raw materials/equip 

ment can involve several approaches. First, basic policies affecting the scarcity of goods, e.g., those related to infla

tion, foreign exchange, or capital formation, should be reviewed to avoid any unnecessary shortages. Second, con

certed efforts to improve the efficiency and effectiveness of the purchasing and distribution system must be made. 

Increased availability of information on supply and demand conditions can minimize the vulnerability of smaller 

rural entrepreneurs. 

Marketing Aids: Aside from training and advisory services directed toward improved marketing, other 

approaches include improving the flow of market information, strengthening associations, and/or providing govern

ment or cooperative outlets for goods, and improvement of marketing infrastructure. 

6. Appropriate Technology and Local Participation 

A theme which has received increasing attention has been the need for more appropriate technologies and 

local participation in the development process of less developed countries. The concept of "appropriate technology" 

(AT) has received an enormous amount of attention since the early seventies, yet it remains a controversial subject 

and its proponents share a broad spectrum of philosophies regarding both its basic rationale and its practical applica

tion. 

The concept of AT was in part one of the outgrowths of the criticism which gradually emerged as large

scale industrialization and modernization strategies for developing countries seemed to provide few positive results. 

Development efforts neither improved the severe employment situation in the LDCs nor distributed the benefits of 

growth in an equitable manner. In reality, the industrialization strategy encouraged migration from the countryside 

to the cities where there were few opportunities and urban problems were severely exacerbated. 

This criticism led to a number of explanations of the causes of the modest achievements of twenty-five 

years of development efforts. From this emerged the general recognition that the past strategy had focused too 

much upon the LDCs duplicating the capital-intensive industrial structure of the developed countries through the 

direct transfer of "Western technology," when their own factor endowments favored labor-intensive and local 

natural resource intensive production. 

It became recognized that technological altcrnatives had to be examined and chosen with greater care to 

ensure that those most appropriate to the factor endowments of the locality of an activity were selected. In terms 

of LDCs, of course, this generally means technologies should be employed which are intensive in the use of abundant 

factors (labor and natural resources) and light in the use of scarce resources, capital and highly trained personnel. 

For this reason it is often referred to as "capital light" or "low cost" technology. Appropriate technology, how

ever, has come to mean many things to many people, and there are many issues unresolved with regard to its 

practical application. 
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Appropriate technology offered a vay of impacting employment, income distribution, and migration prob
lems by focusing production processes on labor-intensive technology. It allowed a focus on the rural, traditional 

sector with links to agriculturB in addition to offering small scale production which would not require concentration 
of economic activities in the cities, but allow their dispersion throughout geographical regions. And most import

antly, it would maximize employment and income distribution goals through the mree judicious use of scarce 

capital by employing more of the poor per unit of capital, especially those who had traditionally had no access to it. 

Appropriate technology has been attractive for not only its economic implications, but also for its applica
bility to other socioeconomic problems proponents have identified as arising from the industrialization strategy. 
Commonly, AT literature treating tho modern sector in which many larger ogribusinesses fit tends to focus on the 
need to either adapt and modify existing techniques or rediscover techniques which used to be employed in the de
veloped countries when the relative labor/capital costs were more similar to those of the LDCs today. This approach 

has led a number of AT organizations to search for older technologies among small shops in relatively backwards 
regions of developed countries, believing that this will broaden the technological shelf of information from which 

the LDCs can draw. 

While this approach can undoubtedly be fruitful and has proven to be so in a number of cases, the survey 
methods outlined in this manual also offer an important approach for identifying firms already applying appropriate 
technologies. There are many cases where agribusiness firms have little access to capital subsidies and few ties with 

institutions arid companies which promote "modern" technologies, so they of necessity develop more labor-intensive 
and capital light technologies. The surve will allow an identification of such firms in the same way as for small 

scale enterprises, allowing for a dissemination of their technologies to other firms. 

C Part II. ProjectAnalysis Techniques 

1. Profile or Assessment of the Agribusiness andRural Enterprise System 

The objective of an agribusiness-rural enterprise profile is to provide an overview of the sector, its structure, 
general technology level, and to provide a backdrop for rational identification of project opportunities. The Country 
Development Strategy Statement (CDSS) is the appropriate document for the general conclusions of the profile. 
Project identification can be commenced in a well done profile, which can also be the basis for determining what 
additional data would be required for further project development. In content, the profile issimilar to what A.I.D. 
has called Sector Assessment and its intent is essentially the same, to provide a broad view of the sector and its 

problems. 

A profile should contain a general quantitative description of the relative size of the various subsectors de
fined by product type, by region, by scale, etc. It is important for the project planners to start from a base line of 

relative size information. The profile should contain a description of the major institutions which provide services 
to agribusinesses and small and medium scale rural enterprises. The institutional profile should deal with such issues 

as the volumes of credit for each of the subsectors (product type, scale and regions) by institutional source. Techni

cal assistance provisions should be outlined. The role of industrial associations, cooperatives, craft and trade organ
izations, etc., should be discussed and their relative contributions to various financial and technical services estim

ated. The institutional profile will often be the least quantified yet among the most important sections of a profile, 
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for it isat this point that limits on the ability of A.I.D. to intervene will begin to surface and areas of need will begin 

to take shape. 

The profile should contain an assessment of employment potential of the sector and its subcomponents. 
The cost of generating additional employment is a vital issue to which a profile can direct its attention by presenting 
an outline of the labor intensity of each subgrouping. With this information, project planners can assess the relative 
potential of different product types, scales, and regions. 

Profitability is an important concept for the profile because it relates to the financial feasibility of ex
pansion or indeed starting up an enterprise. It contains information on the efficiency of technological and man
agerial processes, the market demand for products, and the necessity for technical and managerial assistance. A pro
file of profitability provides the project planner with a rather broad understanding of many factors at once. It 
is particularly important to utilize all of the groupings mentioned in the "definitions" discussion. Product type, 
scale and regional distinctions in profitability profiles will illuminate Important project design issues. 

Since increa.ing incomes of poor households isthe principal aim of most rural enterprise interventions, the 
profile of income generation is perhaps the most important. The income profile also assists to lay the basis for the 
selection of a project target group by indicating the types of enterprise households that fit A.I.D.'s rural poor defi

nitions. 

Where statistics permit, an over-time trend should be profiled in the growth patterns of output by sector. 
In most developing countries, rural enterprises employ large n'.:mbers of women in worker and manager roles. Rural 
enterprises have the potential of being the most important avenue for improving the status and welfare of rural 
women, and it is important therefore that the profile include information on the nature and magnitudes of their role. 

Analytical methods for a profile should be limited to simple statistical comparisons and accounting methods. 
Profitability and productivity ratios represent the most difficult methods feasible given the time and resource limi

tations of most profile efforts. 

2. Project and Target Group Identification 

A.I.D. has outlined an orderly process of project identification which begins with the CDSS document. 
This process leads in a re',latively systematic fashion from general five year A.I.D. strategy to the identification of 
particular projects. The development of the CDSS and supporting sector assessments and profiles is an important 
part of identifying projects which will address the overall needs of the poor. Moving from an overall A.I.D. country 
strategy (CDSS) to analyses of perticular sectors (Agribusiness and Rural Enterprise Sector Assessment or Profile) 
and then to individual project identification (PID) allows for an orderly review of information at increasing levels 
of specificity and reduces the probability that projects are identified simply because some A.I.D. or Host Country 
official has a parti.ular project in mind. 

Project identification and development is divided into stages by the A.I.D. programming cycle. This pro
ject analysis manual is designed to fit into and to complement that cycle. The cycle implies increasing certainty and 
level of detail at two principal levels, first at the project identification level (PID) and secondly at the project paper 
level (PP of CAP). Analysis appropriate for the first (PID) stage isoutlined in this section, while the more detailed 
and elaborate analysis appropriate for the preparation of the project paper is treated in Chapters 8-11. All of the 
constraints analyzed in this section on a preliminary and superficial fashion based on the sector profile would be re
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examined based on enterprise data drawn from actual target group enterprises. It is Important that this preliminary 
analysis be very simple and require et most a few weeks if it Is to fit in appropriately to the project Identification 

stage of A.I.D.'s programming cycle, 

One of the major purposes of the sector profile and the preliminary constraints analysis isto facilitate the 
selection of a target group for a particular project or for an integrated set of projects. Two separate steps in selecting 

atarget group are facilitated by the two separate mechanisms: 

a. 	The sector profile facilitates the process of determining what subpopulations or subgroups of enterprise 

households qualify as poor by A.I.D.'s definition. 

b. 	The preliminary constraints analysis should suggest which subgroups have a high potential for improve

ment with interventions of the type A.I.D. can provide. 

These two steps, first determining qualifying subgroups, and secondly identifying subgroups with potential for im
provement with A.I.D. interventions, set the stage for the identification of a project implementable target group. In 

many cases the groups qualifying for assistance and amenable to improvement may be so diverse (both geographi

cally and conceptually) that it is not practical to implement a project to access them. The last stage in target group 

selection istherefore to search for practical groupings around which a single project mechanism or institution could 

reasonably implement an intervention. 

There is an obvious interaction between determining which groups can be positively affected by an A.I.D. 
intervention and identifying project. The most important element which must be added which target group identi

fication lacks is the addition of an institutional mechanism. Project planners must conceive of an existing or 

feasibly creatab!e institutional structure to make the needed intervention. It should be remembered that most often 

project planners begin with an institution and a more or less completely hatched project idea before any target group 

identification or sector profile work is undertaken. In this more common case the information surfaced should not 

be used to justify that conception, but rather to refine it within the boundaries imposed by the institution selected. 

The more advisable course isto begin with an overview of the sector in the form of a profile, add to that an exami
nation of the constraints which limit improvement for different groups in the sector, define atarget group based on 
their level of poverty and potential for improvement, and last of all select mechanisms to attack some critical set of 

constraints. 

3. 	 Target Group and Enterprise Analysis 

The purpose of the target group family analysis isto provide project planners with a comprehensive view of 
the families to be benefited by project interventions. Three major dimensions of family welfare are important in 

the profile: 

-a 	profile of family income and economic activity 

-a 	profile of family employment patterns 

-a 	profile of other dimensions of family welfare such as housing, health, nutrition, and education. 

This analysis would also cover the economic and technical characteristics of the enterprise itself. The enter
prise Is the vehicle for increasing welfare and it is important to examine its principal characteristics in an adequately 

structured profile. A topic for the enterprise profile isthe concept of efficiency. Efficiency should be broken into 

financial efficiency or profitability, economic efficiency with capital productivity as its primary indicator and labor 
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efficiency using labor produe:ivity as the indicator. The second general area for a profile is the structure of the en

terprise, its output patterns, resource endowments, etc. 

4. EstimatingProjectPotential 

In the A.I.D. context agribusiness and rural enterprise projects are undertaken to improve the welfare of the 
poor majority. Chapters 9, 10 and 11 deal with three basic project issues: 

-What will the project benefits be? (What isthe magnitude and probability of improvement in target group 

welfare if the project is implemented as designed?) 
-Can the project be implemented as designed? (What is the probability that the project is feasible?) 
-Do probable project benefits justify project costs? 
Project analysts familiar with A.I.D. and other international donor procedures will recognize the last two 

issues as the traditional project analysis topics of "feasibility and cost benefit analysis." One of the major intents 
of this manual is to emphasize the importance and common neglect of adequate analysis of the first issue, which ;e
lates to estimating the potential of the project to create improvements in target group welfare. The most common 

inadequacy in current A.I.D. project analysis is the weak basis for estimating target group benefits which would be 
caused by the project intervention. Very often projects contain adequate exploration of project feasibility (institu
tional and enterprise level capacities) and relatively extensive benefit/cost analysis, but lack any systematic evidence 
that the assumed benefits will actually happen. The potential of a project for welfare improvement depends directly 
on whether the project intervention addresses an important and correctable need in the targeted enterprises. Identifi
cation of critical constraints at the firm level must be an integral part of project design and estimation of project po

tential. 

A second way to explore the relative importance of alternative firm level constraints and potential project 
interventions is to ask the entrepreneurs themselves in large enough numbers that the results could be expected to 
be representative. Given the subjective nature of questions about constraints, the method for interviewing is 
fraught with possibilities of misunderstanding and inaccurate reporting. It is, however, useful to do so since it gives 
the project designer a reasonably representative view of at lVast how entrepreneurs respond to questions about their 
businesses and what factors are holding thb..' back. Hr-;" the entrepreneur perceives his problem is important pro
ject information even if it is decided from mure objective data that his perception is incorrect. In the last 
decade there has been a general and growing consensus that small farmers are rational economic men and very often 
have correct perceptions about how to manage and improve their businesses. While there is less concrete evidence 
available on small scale enterprises, the evidence extant would support the idea that the small scale entrepreneur is 
reasonably rational; his opinions about constraints should be seriously considered. 

Estimating the potential of the project to increase income, employment or some other welfare impact will 
require a different technique for each type of intervention. There are, however, some general principles which may 
apply to most of the common project types. Most projects propose to provide some added service, input or infra
structure to the enterprise. Each project operates on a hypothesis about change, that the chosen intervention will 
cause additional welfare. At this stage we are not asking project feasibility questions, we assume that the project 
intervention is feasible. The issue addressed in this analysis isthe magnitude and probability of income or employ

ment impact if the project is carried out as planned. 
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5. Project Feasibility 

A project may have excellent potential for improving the welfare of the target group and yet not be im
plementable due to any of the following infeasibilities: 

-The institutional structure is incapable of providing the service, input, or infrastructure intended 
-The enterprises targeted are not willing and interested in the services or inputs of the project; there is no 

demand for the project intervention in the way it isoffered 

-The project intends to expand output and there is insufficient demand for the product or project enter
prises cannot price compete with alternative producers. 

Each of these situations raises a feasibility issue questioning whether the project can be Implemented as designed, 
can the institution do it, will enterprises be interested, is there a market for the product? 

A wide variety of institutional capacities ought to be the subject of feasibility analysis. In many cases, this 
analysis iscomplicated by the fact that one of the common project objectives isto strengthen particularly weak as
pects of the institutional structure. Where institution building isone of the central objectives of the project, the 
analyst must first estimate the feasibility of the institution building component (i.e., is the institution capable of 
aisorbing and internalizing the proposed improvement?) and then proceed to analyze whether the institution as im
proved will be capable of realizing the other project responsibilities. The methods for examining institutional 

capacity are not standard or systematic enough to be the subject of extansive exposition. Some factors can of 
course be quantified, yet inthe main the subjact ismorr :no of judgment than of statistics. 

While firm level profitability implied by any intervention isa useful element in many aspects of project 
analysis, it isnever more important than in the feasibility section. If an intervention does not have avery high prob
ability of increasing profits to the entrepreneur, it should not pass the financial feasibility test. This seems so obvious 
as to not need restatement, yet very few project analyses provide satisfactory evidence of this potential beyond the 
assertion that the intervention will be profitable. Firm level data based on enterprises in the target area, or at least 
in similar areas, indicating profitability measures whore the proposed intervention has already existed should be pre
sented to support the assertion that the intervention isfinancially feasible. In addition to concerns about firm level 
profitability, there is the concern that the particular project proposed will not return sufficient funds to allow the 
institution to retain its financial viability. This isparticularly true of credit operations, but may extend to technical 
assistance and research programs in that project activities may drain institutional resources without proper allowance 
for their replacement. Interest rate policies, public commitments to institutional budget allocations are all topics of 
analytical concern when examining the question of institutional financial feasibility. 

Credit interventions depend centrally on the interest of entrepreneurs to undertake additional liability, and 
there isconsiderable concern indicated in the literature that small scale rural entrepreneurs may be overly cautious 
in avoiding risk which may impel them to avoid even wise borrowing. An important project feasibility issue for 
credit projects or credit components of broader projects is whether there issufficient interest and willingness to 
borrow among target group enterprises. The process of estimating demand for aservice such as technical assistance 
or advisory services ismore difficult than isthe case with credit. The first part of the problem isthat it is much more 
difficult for the entrepre.-ur to sense the direct need and benefit which may come from technical advice. It is 
therefore possible that negative responses from entrepreneurs if asked about their interest in receiving technical 
assiktance may not be conclusive evidence that they do not need or would not benefit from such advice. 
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Even if there is interest in and demand for project inputs, and there appears to be demand for project out
puts, there remains the important issue of competitive production from other sources which may invade that de
mand and prevent project participants from even implementing the interventions contemplated by the project. In 
order to examine this possibility, some comparative cost analysis needs to be undertaken to establish the feasibility 
of project productive activities competing with possible other sources of production. 

6. Cost Benefit Analysis 

Chapter Eleven deals with the process of comparing the benefit potentials (discussed in Chapter Nine) with 
the costs of undertakin; an agribusiness or rural enterprise project. 

a. EstimatingBenefits: The Core ofAdequate Cost BenefitAnalysis 

The most important failing of most cost benefit analyses conducted by or for A.I.D. lies in the inadequate 
data and method used tc estimate the size and probability of expected benefits. It should be remembered that the 
methodology of cost benefit analysis does not assist in estimating the probable benefit, but only provides a way of 
comparing that benefit, once known or estimated by other means, with project costs. Little added work is nec
essary to transform a well developed estimate of project potential benefit into a cost benefit ratio; almost all of the 
work, effort, time and intellectual energy is consumed In making the origin-I estimate of expected benefit. It isun
fortunately true that in most A.I.D. cost benefit analyses, little data and effort have in practice been expended on 
measurement of the benefit; the time and work have been focused on the arithmetic of cost benefit methodology. 
In a general sense there are two overall avenues of approach to estimating the probable benefits which would flow 
from an agribusiness or rural eiaterprise intervention. The first would be to compare actual with and without situa
tions and measure the final difference in result or benefit to family incomes, health/nutrition and other welfare. 
The second is to describe the assumed causal mechanism by which final impacts are to be reached and using data 
(which could range from very reliable and systematically gathered to simple guesses) attempt to estimate the magni
tudes of each of these probable causes to the final result. 

We cannot normally control adequately all of the factors which could cause welfare in awith and without 
comparison, nor is it likely that we understand how enterprises and households operate in diverse cultural and eco
nomic situations and how each possible cause will finally affect the complex enterprise and household systems. 
The A.I.D. manager is left with a choice between approaches which are both questionable. It Is difficult for the 
project planner to make judgements about the relative inaccuracy of method and the tendency istherefore to simply 
reject all methods which require substantial time. The approach most often taken Isto simply sum the best official 
guesses as to expected benefits and spend what little time and money are available on manipulating these best guesses 
inside the internally consistent and easily controllable arithmetic of cost benefit computations. 

A better alternative would be to carefully review the relative confidence which A.I.D. and outside analysts 
have in the factors which determine the accuracy of the two alternative techniques and choose oiie of these 
approaches for estimating potential benefits. Definitions are given as follows: 

Comparisons: With and without intervention comparisons of existing enterprises and 5ouseholds. The 
things compared are final welfare Indicators such as Income, employmant, health and nutri
tion, housing, sanitation and education. 
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Projections: With and without Intervention accounting projections of what Isexpected to happen to each 
different probable cause resulting from the intervention. The attempt Is to show the ex
pected magnitudes and connection with the project intervention of welfare impacts. Each 
important probable effect must be estimated. 

The comparisons method requires field enterprise and household data from the target group; there is little 
possibility of conducting this type of analysis based on expert opinions or judgement. The projections method is 
much more flexible; itcan be conducted at almost any point along the continuum from extensive field data to office 
best guesses, and while the results may vary tremendously in quality depending on the reliability of the data source, 
the results do not vary in form. By looking at the final analytical result one cannot tell in the projections method a 
careful and reliable estimate and a "seat of the pants" guess. It Is probably the result of this flexibility and not of a 
systematic review of the alternative which has led almost all A.I.D. project analysts to choose projections as the 

method for estimating benefits. 

Review of Methods for Estimating Benefits of Agribusiness 

and Rural Enterprise Project Interventions 

The Basic Question isWhich Can We Do Better? Better Method to Choose 

1. 	 Identify the ways this set of project interventions will change Projections
enterprises and households, how they will react to these
 
changes and how they will in sum affect household Income,

employment, health, nutrition, housing and sanitation
 

2. 	 Identify households and enterprises with and without the Comparisons

kind of Interventions proposed but from similar cultural
 
and economic situations
 

b. 	 Benefits, For Whom? 

Traditional cost benefit analysis was concerned with total benefits without focus on any special group in 
the economy. The Congressional Mandate has made it clear that A.I.D. projects must focus on benefits accruing to 
the "poor majority." Cost benefit analysis conduCtdd for the purpose of enlightening project choice of A.I.D. in
vestment should explicitly focus on the poor who benefit. Integrating considerations of poor beneficiaries into 
cost benefit analysis is not easy because it departs Immediately from one of the attractive properties of the benefit/ 
cost ratio; i.e., that if properly calculated, projects with ratios more than 1 are acceptable investments and those 
with ratios less than 1 do not have benefits to justify their costs. If only a part of the benefits are included in the 
numerator of the ratio there is no reason to think that ratios above and below unity (1) have the same significance. 
As comparative tools the ratios would retain their utility If adjusted to account only for Income benefits to the 
poor, but the significance of the absolute ratio and its position above or below 1would disappear. 

For direct benefits and rvasonably Immediate indire;t benefits it may be possible to keep accounting track 
of the Income level of the beneficlarlcs so that they can be classified as poor or nonpoor. For truly Indirect benefits 
It is virtually Impossible without extersive "input-out" models to make such a distinction. The poor who benefit 
from agribusiness and rural enterprise projects In a reasonably direct fashion fall Into the following groups: 



xxxii 

-Poor entrepreneurs or owners of enterprises (benefits come in the form of increased profits, returns to 
invested capital, or returns to management and labor. 

-Poor wage or salary earning laborers who work in affected enterprises (benefits come from increased em
ployment or increased wage rates). 

-Poor farm families who own and operate farms supplying raw material to the affected enterprises (bene
fits come as increased farm profits, return to invested capital or returns to management and labor. 

-Poor farm laborers who work for wages on farms (poor or nonpoor) supplying raw materiai to the 
affected enterprises (benefits come in increased employment or wage rates). 

If it is possible to measure the proportion of each affected group which lies below the poverty line, it will be 
possible to use one of the methods described in Chapter Eleven to make the cost benefit ratios reflect a direct con
cern for income tc. the poor majority. 

c. Costs in Cost/Benefit Analysis 

The denominator in benefit cost ratios is considerably less troublesome than the numerator; except for a 
few adjustments the cost side of the ledger can be generated from existing data. 

Chapter Eleven examines techniques for selecting discount rates, shadow pricing labor and imported Inputs, 
and the arithmetic of basic cost benefit computations. 

D. Part III: Data Gathering for Project Analysis 

1. Data Gathering Alternatives 

Chapter Twelve elaborates a typology of data utilized in the various stages of agribusiness and rural enter
prise project analysis and an inventory of the alternative data sources which can provide the necessary data. A con
siderable description of data and data gathering methods is dispersed throughout the other chapters; the role of 
Chapter Twelv is to gather these disperse data uses into a limited number of general types and indicate alternative 
sources. It is unfortunately true that most of the sources which may be relied upon for existing data for enterprise 
analysis fail to provide the necessary household information for A.I.D. project analysis. The focus of the Con
gressional Mandate for A.I.D. is on the household, its income, employment and other welfare dimensions. Agri
business and rural enterprise projects may be important contributors to household welfare, but they are only a part 
of the system which impacts on households. Household members usually work in more than one employment type; 
farm employment and enterprise employment are important complements. To analyze enterprise employment in 
he absence of other household employment activities would be too partial for adequate project analysis. 

Only two data gathering alternatives hold significant hope of providing the necessary household data for 
project analysis. These two are an A.I.D. initiated sample survey or a case study effort. Existing census, survey, 
institutional and secondary data sources are unlikely to contain the household welfare information which is required 
to link agribusiness and rural enterprise analysis with household benefit, and household resource allocation issues 
vital to A.I.D. project analysis. 
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2. Case Study and Informal Data Methods 

a. Case Study Methods 

Two major compromises are involved in selecting the case study approach to generating enterprise and/or 

household data. The first is that the statistical reliability of the data isuncertain; the second isthat with a limited 

number of cases, the richness of comparisons is very thin. Both of the weaknesses focus attention on the method 

by which cases are selected for inclusion in the study. Utilizing acensus or survey to classify (or stratify) the enter

prises into classes, the case study can draw one firm from each general type with some confidence that the resulting 

cases have some desired level of coverage of the sector or target group as awhole. With some overall data to use as a 

weighting scheme, the relative importance of the findings of different enterprise case studies can be roughly es
timated. For example, if small baking enterprises represent only 4%of the target group, the case study on baking 

will be placed in its proper perspective. If the 4% position of baking isnot known, the relative importance and 

weight which ought to be given to its case study will likewise not be known. 

Selection of cases for maximum representation istherefore accomplished by stratifying the population into 
its major components based on the best global data available. If the cases must be drawn in a truly haphazard 

fashion, ther isno way to know how to interpret the results. In saying that careful stratification will increase the 

representative nature of a series of case studies, it should be remembered that there Is little basis for choosing the 
enterprise or household to be studied inside the stratum, and it isnot likely that one single case could possibly be 
statistically representative of the group as a whole. To achieve any stable kind of statistical reliability from case 

studies there would have to be at least 30 cases from each stratum, and by the definitions used in this manual the 

study would then be a "sample survey"' and not a case study. A continuing emphasis in the data requirements of 
project analysis has been the need for "comparison" data of many types. Data with and without project inter

ventions, data to compare before and after project interventions, and data to compare and look for differences 

which may give rise to possible project interventions with significant potential. The selection of cases will have a 
direct impact on the ability of the analyst to make these comparisons and should be kept in mind during the case 

identification process. 

If the case study method isadopted, for example, in an evaluation context to provide data for estimating 

project impacts, then cases would need to be selected which matched participant cases with nonparticipants, or 

which treated "before" cases and "after" cases on the same enterprises or households. If the case study method is 

adopted to estimate project potential, selected cases would need to include enterprises with and without the pro

posed interventions. The comparison use of case studies can contribute added detail for analysts and should be 

seriously considered whenever micro analysis is chosen. 

b. Informal Data Methods 

The central burden of A.I.D. project data gathering has always been, and continues to be borne by field 

trips and interviews with host country officials. While these methods are generally inadequate because of their in

ability to provide even token reliability and are subject to personal bias, there are situations in which they are the 

only acceptable mode of data gathering. The gradual focus of A.I.D.'s interest in household level impacts and in 
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enterprise level interventions in which the poor participate in their own development has increased the difficulty 
of working with field trip and informal discussion as the basic vehicle of data and Information gathering. 

Where the data to be gathered are about the commitment of an institution to a proposed project inter
vention, the best way to gather that information isby direct discussions with the institution concerned. There may 

be objective indications in the form of documentary commitments of funds or other indicators, yet direct dis
cussion isprobably the best method for ascertaining intent. Institutional capability may be assessed most adequately 
in these informal ways with experts whose long experience in similar situations qualifies them to draw capacity con

clusions from the face-to-face interchanges. Outreach capacity is an exception to this general rule; statistical evi
dence of the historical outreach accomplished is superior to discussion as a source of data. Informal methods have 
the advantage that they can fit almost any project development time frame, work with almost any problem, in any 

season, and require only limited administrative support. Their flexibility is at once their principal advantage and 

disadvantage. 

There is an old axiom which is held in many different forms in different A.I.D. missions, but means the 
same thing: You can almost always predict the result of a consulting visit if you know the consultant well, know 

his field and his interests and opinions. This is an important disadvantage of the less structured methods of data 
gathering and project analysis; and field trips and host country discussions are the least structured of all. In these 

methods the biases of the analyst may surface virtually untrammeled by actual data. To be sure, if the analyst is a 

particularly unbiased person this may not be damaging, yet even p.-ofessional training gives economists, engineers, 

extension specialists, agronomists and all other competent professionals a particular outlook or focus or approach to 
problems. It is not difficult to understand why the sociologist fails to identify the engineering obstacles as the 
central issues, or why the engineer does not usually identify the religious attitudes as binding. 

While informal methods may seem inexpensive because the total cost is a completely manageable figure, if 
the amount of data gathered per dollar is calculated the method turns out to be one of the most expensive ways to 

obtain information. To most practitioners the field trip would not be justified as a "data gathering" exercise; most 
field familiar professionals who think that field trips are very beneficial (the author included) would argue for them 

based on the "field sense" that is obtained by simply spending time probing haphazardly around. While it may be 
easy to argue for this, it isdifficult to justify field trips as a cost effective method for obtaining project analysis data. 

3. Sample Survey Methods 

The most comprehensive method for obtaining project analysis data which are representative of the target 
group population as a whole, and of its principal components, is a sample survey. By a sample survey we mean a 

carefully selected subgroup of enterprises and/or households whose resemblance to the total population can be pre
dicted with standard and well practiced statistical techniques. Information from the sample will represent at some 

measurable reliability the characteristics of the enterprises not surveyed. 

There are many decisions to be made regarding a sample survey. Chapter Fourteen isdecision-oriented-its 

objective is to provide the A.I.D. project team with the necessary level of understanding that they could write a scope 

of work for a survey, and then mcnitor the process. It is not possible to condense into atreatment of that size all of 
the necessary information to allow managers to become survey research statisticians, but it is possible to raise the 
level of awareness such that the A.I.D. manager can interact with survey experts to make certain that he gets what 

he wants. 
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At each decision point in a survey project there are options; this chapter attempts to outline those options 

and without detailed description suggest the pros and cons of the major alternatives. There are six principal areas 

of choice in a survey. They are: 

1. A method for selecting the sample must be chosen. 

2. The number of visits at each observation must be chosen (one visit, return each week, etc.). 

3. If a control group isneeded, how will it be selected? 

4. The instrument must be chosen (Recall Questionnaire, Record Keeping, Direct Measurement). 

5. The methods of selection, training and supervision of field workers must be chosen. 

6. The approach to coding and data processing must be selected. 

Each of these topics isdiscussed in a separate section of Chapter Fourteen. 

E. PartIV: Implementation and Evaluation 

1. Implementation 

Implementation is here defined as the period of a project's life after design is completed when planned 

activities are carried out in the field. It isthe direct action phase. While volumes have been written on methods for 

project design and evaluaion, comparatively little has been written on the methods for improving implementation. 

Allison has referred to the analysis of implementation as the "Missing Chapter in Conventional Analysis" and 

though a careful recent review of the implementation literature by Ingle identified copious documentation on the 

subject, yet implementation remains the project stage which has been most ignored by analysts. 

Chapter Fifteeii distinguishes between two types of activities which take place during the implementation 

phase of a project. The first of these is termed "implementation," the second, "monitoring." Implementation is 

taken to be the project activity itself, undertaking project tasks; while monitoring is defined to be the information 

gathering and reporting which provide project monitors and managers with the necessary knowledge of project 

progress to make improved implementation decisions. 

a. Project Implementation Problems: Prevention vs. Cure 

If the analysis process outlined in Chapter Ten (Examining Project Feasibility) isfollowed before projects 

are approved, many of the problems which later surface during implementation will be prevented. Institutional 

feasibility analysis conducted during the project design phase should suggest areas where implementation bottlenecks 

are likely to arise and where increased staff, staff training or added resources and assistance will be required to pre

vent implementation crises. There is great benefit in early identification of problems; in many cases the shder mo. 

mentum of a large project in motion prevents the solving of problems which were not identified early enough. 

Changes made in the project design phase are relatively painless, while modifications made later are costly, and in 

many cases impossible to make. One way to get a project design which is implementable is to include the people 

who will have to implement the project in the team elaborating the project design. Those who are faced with the 

responsibility of actually undertaking project activities are often more serious about making certain that the design 

is institutionally feasible. 
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b. Experimental Approach to Implementation 

Three decades of development assistance projects without adequate evaluation have left a legacy of un
certainty about which technical assistance and direct investment approaches work. In this environment it isnot 
easy to design projects around tested principles, yet the project review process demands adecisive and definite tone 
in project proposal documents. Project designers feel compelled to claim to know the right way even if they are un
certain. While there is in reality much that is experimental in almost all agribusiiess and rural enterprise projects, 
project design teams rarely express the experimental nature of proposed activities, and more importantly, almost 
never design the implementation process as an experiment. 

At a variety of decision points in the design process, analysts face two or three alternatives in the project 
design, none of which are clearly superior. Instead of establishing the project as a format for finding out which of 
the design alternatives work best, most design teams select one with very little reason. Implementation experiments 
need not be elaborate scientific structures; they can be as simple as trying one vehicle per rural loan officer in one 
area and three officers per vehicle in another to see if the added investment really results in sufficient added lending 
activity to justify it. 

c. InstitutionalMechanisms 

Most of the work of implementation may be divided between "accessing" the enterprises and "intervening" 
in the enterprise. If the number of enterprises issmall there will be relatively less implementation work in building 
and refining access channels. If the project involves large numbers of small scale rural enterprises, service and re
source delivery systems will be a large concern of the implementation process. In most cases there are private and 
public alternative channels for the delivery of project services and resources. For example, in the case of enterprise 
credit there are public development banks, and in the private sector there are private banks, moneylenders, product 
purchasers, etc. Care should be taken to explore both of these alternatives. Where viable private channels are avail
able, there are significant implementation advantages in utilizing and improving them. In many cases, however, 
public channels are the only viable alternatives. 

Another implementation method is the linking of private U.S. intermediary mechanisms to LDC food and 
fiber delivery systems. Examples include both nonprofit and profit organizations, multinationals and medium size 
firms. In various ways these institutions link government, rural, and agricultural development goals with corporate 
profitability and operational abilities. In certain specific cases, Missions and host countries should examine tha 
feasibility of utilizing these mechanisms to implement the project in regard to training, technology transfer, generate 
employment, increase agricultural production by small farmers, establish viable small business and satellite industries 

and promote cooperatives and associations. 

A number of intermediate organizations have created some promising new initiatives to utilize the skills and 
resources of large corporations in food systems and rural development. In essence these organizations serve to link 
corporations to the local political and social environment and to the needs and aspirations of the host country in 
which they operate. The new processes they have developed use local labor, capital and natural resources, plus 
modest outside capital, to create viable enterprises which would not otherwise come about. Their projects all em
phasize the transfer of technological and management skills to host country nationals. Most, though not all, manage 
to operate on relatively modest budgets. 
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Sources frequently overlooked in the implementation phase by field Missions, but ones that have been 
successfully adopted in some countries, are local institutions. On all projects, a determination should be made re
garding local capacity to resolve most, if not all, of the barriers to rural development. This would include hiring or 
contracting under the project the service of local business schools, development and regular commercial banks, credit 
unions, marketing and production cooperatives, subsidiaries of multinational firms, indigenous private sector firms 
and universities. All these are possible sources of managerial and technical personnel and could be utilized in both 

the design and implementation phase. 

d. Project Management 

Implementation requires management skills and in this respect stands in sharp contrast to the other stages 
in a project's life which require analytical skills. Project management presents many challenges, some of which an 
international development agency like AI.D. is not inherently equipped to confront. Management presents a prob

lem due in part to the concern that for many projects, indigenous management isnot sufficiently trained to handle 

the project implementation process. 

A common thread running through much of the recent legislation and literature of development policy in
volves the topic of local "participation." As it relates to agribusiness and rural enterprise projects, "participation" 

means the participation of beneficiaries (entrepreneurs and benefited families) in both the benefits and the manago
ment process of the project. Project decisions should involve participating entrepreneurs and producing families to 
the extent possible. A number of both theoretical and field studies have indicated the importance of participation 

in insuring eventual project success. The most obvious gap in all implementation processes isthe availability of cap
able and motivated people to manage. Even a poorly designed project in the hands of effectively trained and moti

vated managers has a very good chance of success. It is important that the dominating influence of individual man

agers not be overlooked. 

While the capacity of local managers is an important constraint, it isalso true that there are many capable 
people in most developing countries who may be drawn to project management tasks if there is sufficient incentive 
and initiative on the part of the project itself. While it isunlikely that there isany simple solution to this problem, 

an important contribution is a personnel management plan integrated into the project design. It is unfortunate that 
while almost all development analysts recognize the importance of personnel management, it Is rare indeed that a 

project design devotes much time or energy to a personnel management and incentives plan. "Personnel" as a subject 

matter is dealt with as one of the four or five standard blocks of management knowledge taught at management 

schools, yet as a subject in project design it is almost always ignored. There is seldom any systematic plan for in

suring that the best knowledge in the "personnel" field is employed to contribute to project success. 

Where capability of management and implementation personnel, however selected, isweak, a training com
ponent will be a vital part of the project design. Funding and planning will be required to make the training com
ponent an efficient and effective tool for improving project implementation. Implementation is more likely to be 

affected by its success or failure in attracting competent management than any other single factor. Analysis of Insti

tutional competence will not substitute for personnel analysis. The competence of the handful of individuals who 

end up managing the project, and not the general competence of the organizations involved, will probably be the 

predominant factor influencing the success of project implementation. 
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e. Project Monitoring 

An important element in most agribusiness and rural enterprise projects is an Institution building focus 

which seeks to strengthen an existing institution, or in some cases to build a new one. Monitoring the progress of 

these institution building objectives differs so widely, depending on the particular institutional aspects to be assisted, 

that general guidelines on method would be virtually useless. Specific objectives and targets should be set and the 

performance on these targets should be tracked. 

The project log-frame contains the basic logical structure for fleshing out a monitoring design. Most project 

log-frames provide the basis for a sufficiently complex monitoring system to adequately track the "intermediate" 

part of project objectives. Tracking the final impacts of projects during the implementation stage has a number of 

problems. First, it is probably true that the final impacts on households would not mature in the early stages of 

project implementation. Secondly, even after they do begin to mature, it is largely inappropriate to evaluate such 

impacts as a part of the monitoring system, since such a mid-course evaluation is probably already built into the 

project evaluation plan. The roie of monitoring final impacts during project implementation may be seen, however, 

as providing a different perspective on final results than a mid-course project evaluation. It may, iii fact, be very 

useful to begin gathering data on final impacts even before it isexpected that there will be any resulting from project 

inputs. As the project progresses over time the monitoring results will blend into the evaluation design. Not only 

will final impact measurement enhance implementation by signaling changes in focus, but it should build a serious 

basis for evaluation. 

2. Evaluation 

The most immediate purpose of evaluation isto determine the effectiveness of a particular project. The 

evaluation should be planned around the Logical Framework which states project purpose and goal level indicators. 

These log-frame indicators should be used to evaluate project performance and to provide a structure for the evalua

tion effort since in asense the log-frame may be viewed as a plan for evaluation at a general level. Evaluation efforts 

may be undertaken during the course of the project to provide project managers with mid-course information on 

project performanceand may lead to changes in the ongoing project as mentioned in the mrnlitoring discussion above. 

Beyond the obvious need to ongoing and final information on project performance and success, there are other po

tentials in the project evaluation process. 

a ProjectDesign Guidancefrom Project Evaluation 

Designing effective projects requires a wide variety of information about project potentials and implemen

tation mechanisms which will work in practice. All international agencies have expended considerable effort to im

prove their project design work. Additional analysis isconducted before making project funding decisions to assure 

that the project has a good chance of making a cost effective contribution. There are, however, many strong factors 

which hinder pre-project analysis and have rendered it relatively impotent in practice. Chapter Sixteen argues that 

for both practical and conceptual reasons, adequate evaluation of prior projects of similar type usually benefits 

project design more than an analysis undertaken during the project design. In project design the analyst wishes tc 
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determine what will work, to estimate the potential impacts of doing one project as oppodl to another, or doing 

the project one way as opposed to another. In the design stage, project potential can be estimated either by the 

educated guesses of experts or by the analyzed experience of past interventions. Certainly time will not permit the 

project designer to analyze past interventions carefully if that work has not already been done; s/he must rely upon 

his/her own best guess, which can hardly be classified as design "analysis." If effective project evaluation informa

tion is not available, project design analysis must be shallow because there is no analytical satting for the design 

analyst to test his/her bald hypothesis. Effective evaluation would gradually build a reservoir of project impact and 

design information which would reduce the burden of pre-project analysis and would help alleviate the bureaucratic 

and practical problems which beset the A.I.D. programming cycle. Many A.I.D. officials have spoken about the need 

to develop an institutional memory which learns from its experience. Project evaluation analysis is the core of this 

vitally important activity. 

b. 	Evaluation of FinalProject Impacts on Target Group Households 

For the purposes of evaluation, it is useful to outline a chain of events which causes a project intervention 

to have a favorable impact on target group households. While any causation chain involving human behavior is end. 

lessly complex in reality, simplified versions which are admittedly lacking in accuracy may help to structure an ana

lytical process. The general project chain for agribusiness and rural enterprise projects outlined below is divided into 

Impacts or changes which occur at three different and sequential levels: 

1. 	 Institutional level-an institution lends credit or provides technical assistance. 

2. 	 Enterprise level-the enterprise increases its output with the increased credit, or its efficiency with the 

technical assistance. 

3. 	 Households level-the household members obtain more net income or live in a better home as a result of 

the increased efficiency or output. 

This particular conception of the causation chain is most useful because it provides a structure for evalua

tion and fits neatly into the Logical Framework which is an already functioning part of the project programming 

cycle and documentation. Each of these levels should include an evaluation component so that results can be used 

to draw judgements about the performance of the project evaluated, and to provide project design guidance for the 

future. The congressional mandate requires that A.I.D.'s projects seek to demonstrate an improvement in the wel

fare of poor families. Too many decades of effort have gone by with attention to institutional changes, but with in

sufficient evidence of improvements at the family level. Family or household level impact analysis should be the 

core of any A.I.D. project evaluation. 

c. 	 Data for Evaluation 

The importance of original project data for evaluation cannot be overemphasized. Almost all evaluations 

proceed without any direct data on project enterprises or households. Data gathering from households and enter

prises In developing countries is a difficult and painstaking process; as long as evaluations are accepted which avoid 

this extra effort, there are few incentives to undertake it. A review of most project evaluation documents reveals 

that evaluators saw their role as interviewing host country and C.I.D. officials to glean their opinions as to what 
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happened. This collection of officiai impressions and opinions, linked with at times insightful observations about the 

There are exceptions to this geninstitutional process have come to be accepted as 'dequate "Project Evaluations." 

eral rule, and it is important to note that these exceptions are more distinguished from the rule by the data they 

gathered than by the methods they used to analyze it. The gathering oi the basic data, not its interpretation, isthe 

hardest part of an adequate evaluation. More effort needs to be made in developing usable data gathering methods 

than in refining statistical techniques for evaluation analysis. if the data gathering effort is poorly structured and 

inadequately controlled, no amount of sophisticated analysis will be able to salvage usable results. 

The core of a good evaluation is an appropriately dosigned and carefully managed original data gathering 

process at the enterprise level. While many other elements are necessary, this segment will carry the system if done 

correctly, and ruin it if done incorrectly. The central issues which A.I.D. rural enterprise project evaluation must 

focus upon are few and should not be lost as discussion seeks its simplest outlet in institutional and organizational 

examinations. The objective of evaluation should be to determine if target households and enterprises obtained in

creased income and non-income welfare as a result of the project intervention. Since the impact to be measured is at 

the househo!d and enterprise level, the achievement of these objectives requires household and enterprise level data. 

d. Comparison Methods for Evaluation 

The most practical method to determine whether project objectives have been achieved in target house

holds, enterprises, or institutions is by using comparisons. This is both an analytical and a data gathering method. 

The data themselves must be gathered in such a way as to permit the correct comparisons. The comparirg task is 

that of gathering comparable data and comparing the right things at the right time. The analytical methods described 

in the next section add very little to the comparisons which could be made in the raw data if it isgathered correctly. 

There are basically two types of comparisons which can be harnessed to provide conclusions on project im

pacts for evaluation purposes. The first is comparisons of project participant households, enterprises, or institutions 

over time in "before and after" fashion. The second iscomparisons between participants and nonparticipants with 

similar characteristics. In the first type (over time comparisons) we are attempting to see if the project has changed 

the participant entity from what it was before, with the implication (later to be examined) that the difference is 

"caused" by the project. This type of comparison of the same household, enterprise or institution over time is 

termed a "longitudinal" comparison. In the other case, where participant enterprises are compared with similar non

participant enterprises, we wish to observe differences, which by implication are "caured" by the project, since it is 

the only difference between the two enterprises. This comparison made at the same point in time between two dif

ferent households, or enterprises, istermed a "cross-sectional" comparison. 

In both the longitudinal and the cross-sectional comparison, the analyst and data gatherer are trying to iso

late project influences from the endless other influences which may change households or enterprises, in order to 

Identify changes which are reasonably "caused" by the project. Since no one believes in single factor causation, 

that is that any effect is "caused" by any single factor, the project evaluator isnot looking for what a logician may 

term true "cause." Instead, evaluation analyzes "project associated impacts," "changes related to this project," or 

changes "strongly influenced" by the project. The process of isolating project influences from all others is an 

imperfect one, but it is an inescapable struggle if project choices are to be enlightened by project experience. 


