IAF Projects —Microcredit Evaluation — CPS/FGV

" FGV

Contro de PolSices Socmis

Microcredit diaries: Assessing microcredit impactson

grassroots development in Peru, Nicaragua and Mexat

Ana Beatriz Andari

Marcelo Cortes Neri

Project Coordinator: Marcelo Neri
Centro de Politicas Sociais/IBRE/FGV

Rio de Janeiro, December 2007.

! The authors would like to thank the comments giveEmilia Stein fom the IAF at all stages of
the project.




IAF Projects —Microcredit Evaluation — CPS/FGV

Executive Summary

Presentation

The evaluation addresses eleven microcredit relatg@cts in three countries: one
in South America — Peru - one in Central Ameriddiearagua - and one in North

America - Mexico. The evaluation has been carrigtchy a team of researchers led
by Marcelo Neri from the Center for Social PolicetsFundacdo Getulio Vargas
(CPS) in Brazil and includes as byproducts bedidisseport, individual report and

video for each of the 11 microcredit experiencesessed. The following

description concerns the fourth year of the project

Objectives

The objective of this microcredit evaluation ishtelp the IAF to set a vision on
how to support microfinance and microcredit proggdma way that is consistent
with IAF philosophy and mission, which is to allgveople to control their own

circumstances.

Methodology

With respect to the evaluation methodology, a fdwanges were introduced this
year. First an organizational assessment of thétutien was done, through
document analysis and interviews with granteesthadmain stakeholders. Since
mid-2007 the evaluation started to emphasize thefimaries’ impacts, in order to
understand the beneficiaries’ perspective, throagén-ended interviews. Given
the topic at hand, microcredit, which has many Hjgecelated issues, an
institutional and regulatory analysis was also iedrout. Another novelty in this
year's evaluation was the financial data analysigl ssome credit related
macroeconomics analysis, which are really esseriedause the framework and
the regulatory and the macroeconomic contexts ah eeountry can impact

considerably on the institution’s performance.

The report is divided in three countries, and dafha macroeconomic background
and regulatory framework. The evaluation includedralividual report for each of
the 11 experiences evaluated. While last year th&y twenty-five pages on
average, this year this length increased to favty-pages each with an executive

summary to facilitate the introduction to each mep®he report is divided in three
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countries, and each has a macroeconomic backgranddegulatory framework.
There are videos of all evaluation fieldtrips, wikte inclusion of twelve DVD sets,
as well as photos so that everything is historycdibcumented. There are also
relevant interviews with specialists in each cognkiector Madariaga and Alipio
Montes from Fondesurco in Peru, from Accede in Mexand Roberto from
Nicaragua. Besides, interviews were taped andwathtin the country report
together with a summary. Microfinance issues arg vieh, so restricting it to the
evaluator's own words would detract from the ricésef the audio-visual material
that is linked at specific points of the reportl Alformation is available on the

website.

Scope of work: Main questions addressed

At the programs level

* Are IAF-supported credit funds reaching the pod&éfshot, why not?
e Can IAF-supported credit funds help the pooressdJthow? What are the
most appropriate credit funds as development tool?

* What are the impacts of credit funds with technasaistance to borrowers,
their families and their communities?

« Which credit funds work best? Which ones have tieatgst impact for the
borrowers? and

* What do credit funds recipients think about thedias a development
strategy?

At the institutional level

* Does the management of credit funds build stronmggitutions overall?

» Could credit services have been attained elsewlese? under what
conditions?

* What are the institutional challenges for managimgicro-credit fund
portfolio as a component of different objectivesl ativities? How do
grantees overcome the challenges?

* Have grantees creatively responded to the neeiteinfclients? If so, how?

* What are the innovative aspects of each micro-tfedd?

* Do micro-credit funds continue with similar purpssed goals after the
IAF grant expires?

At the country level

» Do IAF-supported credit funds fit into a countryntext or existing
legislation and micro-lending institutions?

* What is the impact of IAF-supported credit fundsodiner in-country micro-
finances institutions?
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Typology and Ranking

Credit itself does not create opportunities, bldves people and institutions to take
advantage of the existing opportunities. If therapenal/development side of the
initiative is not working well, you may still hawgevery nice credit component, but
it won’t work. The credit is just a means, not amd.eThe typology that follows is

based mainly on two criteria: the grantee’s learedit specialization, which was
the main characteristic considered, and the pateatithe grantee’s development
activities. We tried to rank theses institutionsnfr a microcredit perspective. The

basic classification was

(i) Advanced level grantees have a good microcredit and developrsteategy.
One lesson learned is that when an institutiors teedo both microcredit and other
activities together, the results can be quite BohitCredit specialization is key,
there are many different ways to achieve that, asda result the grantee
experiences transparency, outreach, self-suffigiegoowth potential, and social
return.

ACCEDE was chosen as the top institution, due ddiitancial and social results
and the fact, that although not knowing much alwoedit, they evolved and ended
up creating different enterprises. It personifiesyvmuch the type of the ideal IAF
approach. The second is a pair of Peruvian ingiiiat CEDER and AEDES. They
are linked to Fondesurco, which is a very strongditrinstitution. They have
different ways of doing this division of labor. AEDE divided its operations
internally, whereas CEDER and Aedes delegated foadagement to Fondesurco.
What we really observe in some cases, in somesgiBezero percent default. The
third one is Fundacién Leon, in Nicaragua, a purahd strong microcredit

institution.
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Accede’s beneficiaries

(ii) Intermediate group. Grantees have good development projects, bué twer
competing interests between microcredit and othiviaes within the institutions.
They are not able to disentangle these two paus.example, if you provide
technical assistance and credit at the same tihee,bbrrowers may hold the
institution responsible for any failures in theroguction and will not be willing to
repay the loan. About five institutions are in thigermediary level. Another very
systematic problem that we find is scarce finanmabrds, which are key. If you
are not able to see the records then you reallg l@aproblem. Some institutions

present growth, but they coul

leverage this growth if the
solve this problem.

Starting in this second leve
we have Espino Blanco, with
good focus, and that ha
decided to do the hardest thin

which is to provide loans tq

agriculture, while Fundaciori S BN Bia
] Saddles made by Espino Blanco beneficiaires ]
Leon, for instance, does loans for commerce andrudreas, which are easier.

Espino Blanco is excellent in terms of transparency
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Apoyo is a big organization, very successful, ardyvinteresting with respect to
microfinance and to immigrant’s
remittances. It fits very well the type of

profile 1AF is looking for. It is an institution

that produces both social and institutional USAFeN

comunicacién sin fronteras

innovation. But it had problems with the SES==

microcredit provision, specially concerning

Aborra hante B5% a0 Namades oo largs

digimncta necional @ internacional
rersteire el

the division of labor. .
Vox Net Phone card which dec reases

calling costs to the USA

Then we have CEDES, from Peru, a very serious argaon, but which has also
problems referring to these competing interesteyThave what Roberto Garcia
saw as a “poverty relief approach”, instead oftautgural sustainable approach” to
lending. At last we have CDPZ, a small institutiiat does not have an activity

that will generate income to the community and thaiot very transparent.

(i) Basic Level. These projects have a weak credit component, thede
competing interests may degenerate into a poorrgawee problem. The point
here is that the division of labor between the itradd the other part not only

allows to manage risks, these competing interests downward the expected

return and the expected impact of
theses institutions. It takes the
strength from the institution. In the
third level, we first have Agrodersa,
from Nicaragua, which is a very
serious institution. However, its staff
is not specialized in finance, but by
agronomists without experience on
credit.

Agrodersa’s beneficiaries
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Emucosa and Knan Choch have both a serious govamanoblem If an institution
starts in the wrong path, it is hard to recovepeeslly if it is a small institution.

The type of problems they both experience are ammih Emucosa, they had the

caja-chica type. Each small communit
enterprise managed credit by themselves, t
they decided to form a single organization, t

Emucosa, but after this governance proble .
they went Dback to the caja-chica |
arrangement These institutions ended up n
recovering their loans and not covering

operational costs.

Warehouse - Grupo K'nan Choch

Macro Environment

What the evaluation shows as well is that, althotlgh literature says that the
framework and macro conditions are key to the perémce of a credit related
organization, they are not the sole determinants. Gthere are institutions in the
same environment that show different performanees, institutions in different
environments with similar performance. It meang thay are not so dependent on
the environment. An interesting fact is that thare advanced, intermediary, and
basic level organizations in the three countridge &€nvironment does not affect the
institutions, but only the degree of success thgyesence.

IAF’s Role

According to an IAF

representative, based on
Agrodersa  and Leon’s
example, IAF has a role in
making the financial

institution to advance
thorough the various levels,

but one has to be very careful

-
0 R ¥ A

Leon 2000’s cashier . L .
levels. She recommends a focus on higher ingitatihat already do credit. The

with the ones in the basic
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basic level institutions have such a long learrgogve. Another commented issue

is the timing of the grant and the length of tirperst with the grantee.

Specificities and Similarities of the Countries

The selection of the projects was considered vepdgFirst of all, all the countries
are in a post-stabilization period. The problem wasonly high inflation, but that
you interfere with contracts when you do theseiktalion plans, and there is a
very small chance that a credit institution coutdgper during those times. In all
these countries there were recently natural shaolsit is remarkable that people
really deal well with this uncertainty, as well tie ability to restart and the way
they adapt to and incorporate it in their practiceall of these countries, although
they are in different stages, social safety neés expanding, so there is a new
income source reaching the poor that help micracnestitutions to go where they

did not go before.

With respect to the legal framework, there are gkanbut sometimes they don’t
happen as fast and not always in the best direftiothe institutions. But, still, in

all these countries, we had low credit for GDPastivery low compared to other
regions. And it is not only a problem of quantifycoedit, but also the quality of the
credit. There is a lot of state lending, and adloinstitutions complain as dumping,
in a sense, in investing political interests. Whestate bank forgives loans, it really

makes the environment for microcredit more sterile

The other thing is that in Latin America there idradition for microcredit, but
more for the upper income, more for the short teang more for consumer credit,
instead of long-term, lending to institutions, toetpoor, and for productive
purposes, which really represents the frontier afrocredit in the continent. Plus
you have specific problems in these countries, Wwlace all very present in our
report. For example, immigration is an importaisuis, and therefore we produced
a section on that on the Knanchoch report. In tdigaa, there were a land reform,
as well as a Sandinista revolution, and it is aubka experience to see how this
affects credit and the incentives for people todpoe. People have revealed their
preferences, for instance, when they say that twhdivide the land with other

people | don't work as much, now | work more.”. iBes, there is a serious energy
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shortage in Nicaragua, which affects a lot the peoeds. There are small
businesses, however, that buy a generator, andftherbeat all the competition.
The lesson here is that in adversities you haveomppities, and some
entrepreneurs are really looking ahead. In Peayu.ekample, Sendero affected

places in both ways.
Some  regions, like
Abancay, people
immigrated to towns
because of Sendero,
{ while in Cotahuasy there
were people fleeing

towns.

Transparency

SRS AEDES, CEDER  and
Cotahuasi, La Union, Peru

Fundacion are in the MixMarket database, so everysrable to compare them,

and realize that they both got prizes for transpare Their balance is on the
Internet, and it is clear that transparency makdsgfarence. Lack of transparency
is a serious problem present in most the institgti®ut there are different reasons
for it. Agrodersa, for example, is a very openitnsbn, but does not have sound
records because the managers did not know how ke itteem. But most of the

grantees promised to send the data, but did nost bfathe time it has always been

a struggle to get routine financial information.

Propoorness and Women

Finally, an interesting point is that all these ragredits are pro-women. Although
most of the entrepreneurs and farmers are not womest of the microcredit’s
clients are women. Besides, the study found suggesthat the more pro-poor the
institution is, the more pro-women it is, accordiiogthe small amounts of loans,
and the fact that for each male there are threalfsma rate which increases for the
top performers: the ration is 0.75. Another findisghat the advance institutions
are usually not very pro-poor. It is a limitatidreyy have and assume it. According
to them, the very poor would not repay the loan.
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Leon 2000’s beneficiary

Winning features

According to the evaluation, the winning features a

() a clear vision on the mission and focus; (igod alliances, as in the case of

Fondesurco; (iii) an internal division of labokdi ACCEDE, distinguishing credit

from other operations; (iv) Financial ethos (ingreates, recovery) That is the use

of financial tools and the objective of recoverithgir capital, which is not so

obvious as it seem, since it does not happen inyrmetitutions; (v) high level of

information disclosure; (vi) self-criticism and tleapacity to learn from their own

mistakes and set new re-evaluating strategiesGemerally pro-women

Challenges

Willingness to borrow is determined by the borrowerccess to collateral
(land with and without title (induvidual X commupa

There is no such thing as the best credit model {adividual or group
lending or still institutional lending)

A beneficiary’s repayment capacity should not bdarastimated.
Diversification of the portfolio — spreading riske often associated with
agricultural activities.

The commercialization-credit nexus.

Capacity building and technical assistance: sina qon condition to

improve the efficient use of resources.

10
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1. Introduction

Generalizations about the concept of poverty, aecehsuing statistics, may lead to
an oversimplification of the phenomenon while argatthe illusion of simple,
standard and straightforward solutions. The masastr Western perspective has
only (relatively) recently begun to include othepacts of a person’s life, aside
from income and consumption, in the concept of pgveAcknowledging, for
instance, the existence of poor people’s asseteaabilities is central to this shift
in perspective, as well as the recognition of caltuaspects of traditional

communities:

“In the Andean communities, it is not very comman refer to well-being in

material terms. Criteria other than possessions@ansidered more important and
relevant: comuneros are considered rich for bemmpgvorkers, being responsible
and/or having a good network (...). The Quechua laggudoes not allow for a
literal translation of the words wealth or poverthere is no word for poverty as
such, but there are two categories that have beed to define rich and poor:
ghapaqg and waqgcha. Qhapagq means capable, abundanty possessions (...).
Waqcha means orphan, someone without relatives imgr l&acking in family

relations rather than in money”2.

Microcredit as a development strategy could do #xathat: recognize the

existence of assets and capabilities of the poantgsting in them. The issue has
recently attracted increased widespread internaltiatiention, as Mr. Muhammad
Yunus was awarded the 2006 Nobel Peace Prize foratiions ahead of the
Grameen Bank, which he founded. Microcredit, howevwed been on the

development agenda and practice for many yearsddedfnd in an earnest effort to
boost the productive capacity of impoverished peopho for many reasons have
remained excluded from the formal financial secMany positive outcomes are
envisaged as a result of microcredit initiativesr Fstance, it is intended that the
borrower’s income should increase after the loaepaid. Other positive knock-on
effects include for example the re-insertion oflat@n into the school system, as

they do not have to work anymore to help increagsehibusehold income and the

2 Zoomers A. “Pro indigenous Reforms in Boliviathigre an Andean way to escape poverty?”
Development and Change 37(5): 1023-1046 (2006).

12
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enhancement of social capital among community mesn{fadoulet, Janvry and
Davis, 2001).

The Inter-American Foundation began funding miaredd projects during the mid
1970’s, that is, “at a time when offering creditth® poor and excluded was still
groundbreaking”. Microcredit is still very much demand to this day and the IAF
continues to fund a variety of credit programs @sponse to the proposals it
receives. Based on this continuous demand andeoarthy of past experiences, the
IAF asked Fundacdo Getulio Vargas to evaluate ldrasuredit projects that
expired in 2003 and 2004 in order to learn aboetdifferent micro-credit projects
it has funded and their impact on the IAF targegitpation. The idea is to help IAF
define a coherent vision of how to support micreafice programs consistent with
its philosophy and mission.

The IAF philosophy could be summarized as follows:

“The IAF defines “grassroots development” as thecpss by which people in
communities organize themselves to deal with shamtterns about the social,
cultural, and economic well-being of their familieemmunities and societies. It is
based on the premise that the key to sustainalm®dacies, equitable societies,
and prosperous economies lies in the engaged ipattan of all citizens in a

context of equitable access to decisions thatrapwitant to their lives. This sense
of ownership and participation, organizational depment, and networking to

build social capital is needed to complement huarahphysical economic assets.

The IAF also believes that the sustainability ovelepment rests on people’s
capacity to control their own circumstances, andssthe enhancement of this

capacity as a principal result of the projectaigsorts.”

Eleven projects were selected in 3 countries - manvexico, Peru and Nicaragua
- to assess their long-term impact on the gransees their beneficiaries. Each
project had a different goal and overall stratefgble 1) and was implemented in
different setting, by grantees with different skilevels, but all without exception

used one form or another of microcredit to differefegrees. This diversity

13
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decreases the generalization potential of the riggli but provides an excellent
opportunity to find qualitative evidence on whatri in terms of microcredit.
Therefore, each impact evaluation focused on thpeaed and unexpected
outcomes of the intervention, as well as the ptessitechanisms that ensured these
outcomes. Given the diversity of experiences tlaatehbeen evaluated in the past
months, we hope to provide more evidence to unaetsthe impact of different

projects and strategies on beneficiaries.

Evaluation Team from CPS/FGV

The evaluation has been carried out by a teamsefarehers led by Marcelo Neri
from the Center for Social Policies at FundacaaiBet/argas (CPS) in Brazil and
includes as byproducts besides this report, indalideport and video for each of
the 11 microcredit experiences assessed that as® available at
http://mww3.fgv.br/ibrecps/iaf2_website/index.aspll projects were visited by
Marcelo Neri, Ana Beatriz Andari and André Neri. fdelo Neri and Ana Beatriz
Urbano both from CPS at FGV were the main evalga@mmnd authors of all
microcredit evaluations. Pedro Jacobi from USPigipeted as an evaluator helped
the evaluation in two of the Nicaraguan experiendé®e videos of the projects
were produced by André Neri and Marcelo Neri, wipll®tos were taken by Ana
Beatriz Andari and André Neri. Luisa Carvalhaes @mdiré Neri produced the
website of the project. Gabriel Buchmann, Ana LuCelcada, Luisa Carvalhaes,
Helen Harris also from the CPS provided excellamgpert for the project as a

whole.

14
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Table 1. Fund Purposes

Project | Project Name Grantee Fund Purpose

Number

PU-481 | Desarrollo Agropecuario de la Ceder, Arequipa, | A credit fund was
Provincia General Sanchez Cerro | Peru. implemented to help
mediante la gestidn local concertada support the dairy and fruit

productions.

PU-507 | Reforzamiento de las capaciades ¢Aedes, Arequipa, | Credit to enhance
post cosecha de los productores | Peru. commercialization of
ecologicos de la provincial de la agricultural products
Union, Arequipa. Credit to establish small-

scale agricultural
enterprises

PU-493 | Desarrollo social y commercial de laCedes, Abancay, | Credit to help farmers
microcuenca de Pichirua Peru. engage in improved

production of both crops
and livestock.

PU-492 | Mejoramiento de Ganado Ovino emEmucosa, Puno, | Credit for the production o
Arapa Y Chupa Peru. forage (pasture).

NC- 227 | Programa de desarrollo local Fundacion Leon | Credit for small-scale
sostenible de la micro, pequenay | 2000, Leon, entrepreneurs and
mediana empresa en el municipio dé&licaragua cooperatives to strengthen
Leon and consolidate their

activities.

NC-230 | Fondo de credito rural para la Espino Blanco, | Credit Fund and a Social
reactivacion economica y social de|4.eon, Nicaragua. | Investment Fund to help
municipios del departmento de leor reactive economics affecte
afectados por el Huracan Mitch by the Hurrican Mitch.

NC-234 | Proyecto de rehabilitacién y Agrodersa, Credit to support productiv
converavién del corredor biologico | Managua, activities by projects
Volcan Masaya — El Chocoyero Nicaragua. beneficiaries.

ME- 407 | Proyecto de Intervencion integral grAccedde, Credit Fund to leverage a
divcersos ambitos de la vidalocal enGuadalajara, ten-to-one contribution
dos microrregiones geograficas del Mexico. from the Banco de Mexico
Estado de Jalisco FIRA program for loan for

productive projects
(livestock, agriculture) by
community associations and
producer groups.

ME-431 | Fondo para el financiamiento de | Fundacion Apoyo | Credit to finance productiv
proyectos agriculos, peducarios, |al Campo, projects that would help
acuicolas y microindustriales que | Mexico, DF. keep farmers in Mexican
estimulen el arraigo de productoreg soil — avoiding migration tg
organizados de comunidades rurales. the USA.

ME-426 | Proyecto de desarrollo local y CDP-Z, Veracruz,| Credit to provide affordabl
participacion comunitaria en el Mexico. housing for low-income
municipio de Zaragoza, Veracruz beneficiaries

ME-419 | Capacitacion y comercializacion enGroup Knan Credit to improve
hortalizas organicas, Chiapas Choch, agricultural yields.

Motozintla,
Mexico.

15
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This report works as a digest of the main findifigen each individual project
report. We shall begin by presenting in the secmdlthird section conceptual and
methodological aspects related to microcredit eatagdn. In the following sections
we draw a brief picture of Latina America and eaduntry’s macroeconomic
situation as well as its recent financial histonyarder to set the context for the
analysis. The next sections will lay down the magémeral issues that arose from
the impact evaluation studies carried out this y&ae analysis of these impacts
will lead to important overall recommendations tbe IAF future interventions.
The general conclusions are summarized in sectibnSkction 18 summarizes

lessons learned at each of the eleven experiessessed.

2. Microcredit: Conceptual Aspects

Motivation

Around the world, millions of the poor must makeithiving in order to survive.
Often times, through self-employment in the infofreeonomy, or through small
family owned informal businesses. Although frowngubn by some economists as
a setback to development, due to lack of regulagimong others, more and more
policy-makers are becoming aware that the key tonemic and political
development may in fact lie in the informal econorfilge informal economy of the
developing world grows at quick pace, likely bepgrmanent. This is a significant
source of sustainability for most individuals irettleveloping world, but it offers

many limitations, such as thg
exclusion from financial
capital, a key foundation fo
investment and  furthen
economic growth. With noj"
access to financial capitalf
the poor are faced with largg
barriers into business, an
more importantly, barriers

causing them to move up th

income ladder and pull Cheese producer - informality

themselves out of poverty. The positive news id #e the informal economy

16
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grows, so does the market for microcredit. Throtig recognition that lack of
access to financial services is a serious limitatto the poor, microcredit
capitalizes on the poor’s entrepreneurial spiiitjiag to provide a starting place
for them to achieve economic sustainability ana@@lthemselves on the first step

towards climbing the economic ladder out of poverty

Microcredit programs, often geared at the very psbsegments of the population,
offer a means to attack poverty at the grassromtsl.| Ultimately, microcredit
programs result in the production of material goa@swell as social goods (such
as the development of social capital, improvememnemen’s quality of life, etc.)
It empowers the population, while encouraging padhips between the provider
and the lending groups. The programs’ often focaswommen, and thus are
attributed to empowering them and encouraging theslf-reliance through
developing their own means of income. Through grdoans with mutual
responsibility, microcredit programs stimulate asse of community and sharing,
providing capacity-building and leading people tmweerge to pool their resources
for the betterment of the community. Furthermoemnddits are felt at the business,
household and individual levels. Microcredit betethe enterprise (business) level
through output and income (less consistent in asseimulation and employment)
and positive effects are felt on households, famiiommunities and institutions in
income/receipts, asset accumulation and overall romga living/working

conditions.

General Definitions of Microcredit and Microfinance

The term microcredit has different definitions. Faulli (1998) this consists of
small scale financial services, that is, those Iwimg small amounts, while
Schreiner (2001) does not define the term by thieievdoaned, but as credit
provided to those of low income. We will combine thivo definitions, designating

as microcredit small value loans given to low ineoimdividuals.

Microcredit belongs to the field of microfinanceydainvolves the supply of credit
to clients not provided for by traditional bankisgctor, including only the loan
sector. Microfinance refers to a breadth of divefisancial services, including

microcredit, microsavings, microinsurance, realagstcredit, and immigrant

17
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remittances, to cite a few major services. Othanges of programs in the field of
microfinance is the opening of bank stations inlittanal commerce (e.g. bakeries,
grocery shops, etc.) recently approved by the @eB@ank, and even programs of

land regularization, in a broader sense.

Microfinance institutions provide financial servicdo clients that have been
excluded from the formal banking sector, aiming sterve individuals whom
traditional banking institutions do not deem wortifybeing served, having as their
major clientele micro-entrepreneurs (or nano-bwsses). Micro-entrepreneurs can
be regarded as independent economic activitieshimgp a reduced volume of
resources, ranging from traveling salespersondmall store with few employees,
and including any business between these extrebwes though they are small,
these activities can be considered entreprenenhiah considering that agents take
risks with their own resources. These microentegs;i due to their typically
informal and often times familiar nature, frequgnttio not possess legal
documentation, properties, nor regularized wagésciware demanded guarantees
by traditional banking institutions. Therefore, tkey to success in microfinance is
to develop products and technologies providingriaia services to these clients in
a sustainable manner. This has become possiblegihthie development of system
technology and risk management methods allowingHerconcession of loans to
these individuals with serious asset restrictiongithout formal income
documentation nor credit history. In this mannerable channels of loan
distributions have been created, and the transacbsts of small loans have been
decreased, therefore surpassing high fixed unitscassociated with very small
loans, that have always been a barrier to the p@mcess to credit.

Summarizing, microfinance has, as its objective,ititrease of distribution of the
financial system in its diverse segments, withipaldr emphasis on credit, but also
on savings and insurance. It can be perceivedoagvaésion of small scale financial
services for businesses and families traditionkpt at bay from the financial

system.
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The Multiple Dimensions of Microfinance

Perhaps the main reason for fascination and adonratemmed by microcredit is
that it appears to be a potential win-win solutfamat economists call Pareto) once
institutions as well as poor clients gain. Thiglligstrated by the fact that while
some see microfinance as a strategy to reduce typedhners regard the experience
as an innovation for banks to increase their @ofit

In truth, microcredit can be understood, in oné®imany dimensions, as a public
policy carried out by private sector spirit, angl success owes to the fact that it is
grounded on incentive mechanism which allows fdicieint results. With that,
private profit-maximizing institutions are beneflteas they increase their portfolio
towards new clients previously considered unaitractt the same time that they
contribute towards the fight against poverty thiou@e provision of financial
services to low-income individuals, previously e tperiphery of the financial

system.

Their characteristics simultaneously combine adaninetues by a diverse variety
of schools of thought. While those at the left gt aspects such as the focus on
the community, women and the aide of those leagtréal. Those in the right
emphasize the idea of poverty reduction throughptovision of incentives for
effort and labor, its non-governmental aspect &edusage of mechanisms guided
by market forces.

The Social Dimension

Experiences have demonstrated that microcredityell applied, has a role in
propelling income improvement as well as the amation of living conditions for
its clients. There are many cases in which thera tisie revolution generated by
these programs, as it assists thousands of peopleatve poverty and even
destitution. Microcredit is inserted in what candalled the promotion of a type of
capitalist shock to the poor, allowing those with@apital to have access to
productive capital. With resources and confidenttee poor can carry out
investments that may serve as a structural exit tfomn poverty. Credit does not
create opportunities itself, but it allows that ddausiness opportunities are taken
advantage of.
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Aside from this, the poor producer is able to di&hla history of credit and trust,
family members experience an increase in self-estelggnity and ability through
the opportunities stemming from services providiagcess to credit. For
Muhammad Yunus (1999), founder of the Grameen Bartkthe main pioneer in
microcredit, the right to financial credit shoulddome a universal right, due to its
large social impact potential. According to Yunw$iat the poorest need is money,
and not training, for in their way, they alreadywé&ahe ability to generate income,
they lack capital to solidify this capacity. Accord to him, microcredit, even with
its large potential to remove individuals from pdygshould not be regarded as a
policy of assistance. It should by administered,pbyyate management or even
public management, but always so as to attain igesieturns, so that it may be
sustainable. The loss of debt, for example, iseexély harmful to any microcredit
business, for it harms its reputation since it $upnnishment threats to default non-
credible, leading to incorrect incentives from thebtors. What it recommends, for
example, is that, facing adverse shocks for thetodebthe debts should be
elongated and have their installments reducednéwr forgiven.

On one hand, in its social policy dimension, asiden the direct benefits of access
to credit, microcredit generate incentives so ttsatlient is involved in productive
activities to be able to pay his/her debt, which ghallenge him to increase his/her
income. O the other hand, side from social polieycrocredit is a policy of
economic development, as it leads to increasesadugtivity, profit and stability

in the microenterpreneurial sector.

The Enterpreneurial Dimension

The challenge of microcredit is not only to carmyt operations involving smaller
amounts and being able to reach the less favoresl.in carrying out these loans
and “getting the money back” in a profitable mannéconomies of scale are
important, but the minimum portfolio size necess&y an institution to be
sustainable is not as large as previously thoughtitutions in Latin America with
the best performance have shown that with oneaniltiollars they can reach good

rates of return.
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The average global profitability of institutionss aalculated by the Boston
Consulting Group, was of 13%. Latin American fin@hénstitutions included in
the MicroBanking Bulletinreported an average ROE of 15.6% against 12.4% in
their Asian respective. Aside from this, recenteesh fromThe Microfinance
Exchange (MIXgand theMicroBanking Bulletinhas shown that it takes 5 to 7 years

on average for a microcredit institution to becaustainable.

Possible paths leading to sustainability and pabiiity, according to Berger
(2006), would be:

)] Upgrading, which involves the creation of a financial instidun
regulated by a NGO. It is strengthened into a nafHpinstitution,
and later becomes a profitable institution. Thet @fsupgrading is
considered the highest of the three

i) Downscaling, which consists of previously established financial
institutions opening up to micro-clients. Downsogli banks
generally start with larger micro-enterprises anty @fter acquiring
certain know-how, begin to expand in the directioh smaller
clients. According to Beatriz Marulanda, formaldircial institutions
enter the microcredit market basically for thressans:

a. Consists of a profitable market
b. Product and market diversification
c. Fulfillment of social function

i) Greenfieldswhich involves the creation of entirely new indibms.

Microfinance Characteristics and Technologies
“To say that the poor cannot borrow because theyaidave collateral is the same

as saying that man cannot fly because it doesana vings.” M Yunus

Credit constraint by those least-favored is reldatetivo groups of main factors: i)
high operational costs for small operations andlagk of guarantees, lack of
information (short credit history) and difficultyn i monitoring. Microcredit
programs were successful exactly because they agvétchnologies and
innovations which have made it possible to overcdhese obstacles. We will
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shortly describe the most important and most comynased programs by the

majority of microfinance experiences.

Group Lending

Probably the main methodological contribution foe field of microcredit has been
group lending, which consists of the concessioaredlit, having as credit taker not
an individual, but a group of individuals, whictkéaloans together and are jointly
liable for its payment. In this scheme, each mendbex group of loan borrowers
guarantees payment for other group members, thigy lhee mechanism known as
social collateral. Or, in order to describe momhtecal language “group members
monitor each other and, through joint liabilityarisform the state-contingent
returns of its members” loans into a security wittlifferent state-contingent pay-
off” (Prescott, 1997). The big secret in this methka is that neighbors known
each other’'s details regarding their payment aslitbetter than a financial

company may ever know.

By transforming neighbors and community membergarsignatories of a loan,
problems of asymmetric information are softenedveen lenders and borrowers,
through the exploration of mechanisms involving iglbbcapital and ease of
monitoring. Neighbors have the incentive to mongach other (peer monitoring)
and exclude risky borrowers to participate, enaplcompliance even in the

absence of collateral.

The usage of associations
in this process ca

increase peer pressure 3@
that loans are paid, using
individual’s social (il
capital, with punishments;
in the case of non-f&
compliance possibly -

including subjective

Credit beneficiaries in Omate, Peru: former group, now
individual lenders
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collective punishments, such as symbolic loss pftabwithin the community, and

even physical aggressions and other types of ssaradtions.

Another key to success in this type of schemehas/s by Ghatak (1999), is that
joint liability creates incentives for groups to fmemed by similar individuals; in
other words, riskier borrowers tend to unite witloge of greater risk and vice-
versa, as there is no mutual benefit for diffef@mtrowers to unite. This process of
selection(sorting) is important as it distributes the problem of ageeselection by
allowing banks to charge differentiated rates frdiffierent groups, according to
their repayment ability. This aids in the creatarhigh indexes of compliance and
lower interest rates, increasing social welfareefefr to Varian (1990) and
Armendaris and Gollier (1997)).

Another fundamental aspect in group lending is sbecalledpeer monitoring,
which is based on the ability of individuals neatbymonitor each other, leading
borrowers to not take excessively high risks, softg the problem of moral risk
(Stiglitz (1990), Besley and Coate (1995)). Witlstlibanks may charge lower rates
and increase their compliance rates. The solidagiitscheme is illustrative of the
possibility of simple and cheap solutions having tapacity of easing the poor’s

restrictions to credit.

There is yet the question of problems inherentrém formation. There should be
a strong connection between group members for ansehsuch as this to work
successfully. However, there is some dissent inthdrepeople have a greater
probability to impose harder or softer sanctionglarse who are closer than those

who are nearer.

Dynamic Incentives

A commonly used strategy, exploring repeated ictevas between lenders and
borrowers, is to create the following rule of irtetion: the bank provides loans
increasing throughout time (progressive lendingtep lending), conditional on the
repayment of past loans, and does not renew timedtbeerwise. This credible threat
of not renewing the contract with borrowers in d#tfa strengthened by the
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expected future increasing flow of loans, acts asoarce of incentive for
repayment.

The fact that the relationship begins with smaluea allows the bank to test its
borrowers before expanding the value of the loammgting the separation of ill
borrowers prior to the expansion (Parikshit Ghasth @ebraj Ray 1997).

It is fundamental that the relationship does nateha defined end, so as to avoid
the classic difficulty of all relationships witmite horizons, since it is the incentive
to default in the last period, which, by retroaetimduction, ends removing the

incentive from the first payment.

Calendar of Regular Payments

Differing from the traditional modes of credit, whea year’s loans are developed
with interest at the end of the year, for a goodipon of microfinance programs,

payment is not given in a regular fashion, and teeghortly after disbursement. In
the Grameen Bank formula, for example, calculdtesdtal amount owed, divided

by fifty and the payment is then carried out wegkharting only two weeks after

taking the loan.

This brings about some advantages. First, it hetpsdiscriminate the less
disciplined and responsible borrowers, helping thtenpredict future problems.
Accordingly, the bank can receive the money befbrie consumed or spent in
something inappropriate. Thirdly, once the paymsfairts prior to investment
return, it is necessary that the family have soniigal income, which causes the
bank to assume a smaller compliance risk, and duds depend only on

entrepreneurial risk.

Focus on Women

There are some reasons for which women have begarded as more
advantageous borrowers in microcredit programsstFim general, women
represent lower mobility, so that there is a smaikk of the client receiving the
loan and fleeing. There are also very strong caltoeasons for this preference.
Women seem to be more sensitive to social punishnsech as verbal hostility

(Rahman, 1998). Empirical evidence points out thamen invest more in their
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children’s education and health than men. Thatispcial investment in family
through women has a greater chance of increasmyfavell-bring than were it to

be carried out through men, an important fact tedresidered if the program’s idea
is to improve the living conditions of the poor.riaermore, women are generally
less favored than men and in many cultures livaninferior social status situation.
Consequently, microcredit could be a tool in thmiament of income inequality
reduction among genders. Women’s experiences ikitgnseek to finance a

feminine revolution. In the Brazilian case, the ajeg schooling of women (one

more  year of f & ]!I - r'“

education) and th 1 = | "}41 = ~*~*~"'~""
increasing presence }__;; ; %i k i '
w R :

age -] . - .I t w S

of families headed [T : . E S onn

-
1.4

-

by women in thef \
population have ;
increased the| ,3
individual and w
family impacts of

credit.

Agent’s Direct and Personal Contact
One of the great secret’s of microcredit is itemis’ loyalty, which is attained
through the clients’ trust in the institutions ahe services provided by them. It is

necessary to know the clients

well and search for products
to comply with their needs. A
relevant trace of manygi
microcredit programs,

differentiating the provision

of traditional credit, is that

institution and its clients.| |
Many programs have -

reasonable number

Beneficiary and credit agent — Espino Blanco, Nicar  agua
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employees who aim at potential clients to releas®ermation in regards to
microcredit, accompanying the loan since its disborent until payment. On
various occasions, their fee depends on their pedoce, causing a diversity of
incentives applied to different actors involved aegned with the initiative’s

Success.

The Matter of Subsidies

Many specialists, heavily based on ill-performiragpexperiences, have suggested
that loans and their rates not be substantiallysisided. According to Robinson
(1994), microcredit clients tend to borrow the sarakie even if interest rates are
increased a bit. That is, the demand of microcreditarely sensitive to variations
in the interest rate. In this sense, subsidizirglitrends up being limited to volume.
Institutions providing subsidized credit are lasdined to sustainability, since they
have little incentive towards efficiency. In thesstitutions, there is incentive for
the corruption of employees, which, facing a demgreater than the available
offer of credit, starts to charge a premium to fileem. Generally, subsidized credit
is connected to elites capturing state benefitsthab credit does not reach those

who need it more.

Other characteristics essential for a microcredijget to be successful include:
adequate technology of credit, a good system dfrmétion technology, risk
management and efficient corporate governance,eafidm human capital,

including banking, management, and business-firhs&ills.

Microcredit and its Connection to Social Programs

Another point, which will be explored in subsequesgctions, is the use of

economies of scale and the scope of operationsbfiggpolicies destined to a large
number of people. For example, the registratiothose of low-income created so
as to allow their access to social programs cansed by credit institutions, taking

advantage of a cost already incurred. Complemépnténe comparative analysis of

this information carried out simultaneously wittograms offers scope economies.
The increase in quantity of information included decisions relative to credit

contract may also magnify the perception of othdslic managers.
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Another possibility related to the combination ofcrocredit to other public

policies is the idea of

collateralizing the income

coming from conditional _ ¢
- il SIGAMOS e
income transfer programs CONTRALORIA UNIDOS CONTRA hla pas
I LA CORRUPCIZN Gt

Los programas sociales
simultaneously appeass Nn S danacamb]ndemtgsq@ngru .
public policy and private ’g'ue.no‘_fehag‘aﬁ fraﬁ'lpa?
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such as Bolsa-Familia (Ne

2002). This proposal seeks t

market instruments towards
the promotion of a structura

exit from poverty and long-

term social inclusion.

Government propaganda on the streets of Tapachula, Mexico

Microcredit and its Impact on Grassroots Developmeh

Although frowned upon by some economists as a sktttadevelopment, due to
lack of regulation among others, more and morecpatiakers are becoming aware
that the key to economic and political developnreal in fact lie in the informal
economy, through the means of informal family owraedl/or small business or
self-employment. The informal economy of the depe&lg world grows at quick
pace, likely being permanent. This is a significemtirce of sustainability for most
individuals in the developing world, but it offersany limitations, such as the
exclusion from financial capital, a key foundatiéor investment and further
economic growth. With no access to financial capitee poor are faced with large
barriers into business, and more importantly, besrcausing them to move up the
income ladder and pull themselves out of povertye Ppositive news is that as the
informal economy grows, so does the market for ogdit. Through the
recognition that lack of access to financial sesids a serious limitation to the
poor, microcredit capitalizes on the poor’s enteggurial spirit, aiming to provide
a starting place for them to achieve economic sedity and place themselves
on the first step towards climbing the economidtdout of poverty.
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Microcredit programs, often geared at the very psbsegments of the population,
offer a means to attack poverty at the grassromisl.| Ultimately, microcredit
programs result in the production of material goasswell as social goods (such
as the development of social capital, improvememneomen’s quality of life, etc.)
It empowers the population, while encouraging paghips between the provider
and the lending groups. The programs’ often focaswommen, and thus are
attributed to empowering them and encouraging ttssif-reliance through
developing their own means of income. Through grdogns with mutual
responsibility, microcredit programs stimulate asse of community and sharing,
providing capacity-building and leading people tmeerge to pool their resources
for the betterment of the community. Furthermoemnddits are felt at the business,
household and individual levels. As presented inll¥v@and Woodworth (2001),
microcredit benefits the enterprise (business)llgweugh output and income (less
consistent in asset accumulation and employmenmt)pasitive effects are felt on
households in income, asset accumulation, consommnd overall improved

living conditions.

Microcredit’'s Favorable Attributes

The main characteristics of successful microcrpdigrams, according to Rhyne

and Holt (1994), summarizing that which has beatedtabove are:

) the creation of groups of people who borrow togetined are jointly
responsible for debt payment

i) bank agent’s direct contact with the client’s rgaind environment, in
a system barely dependent on physical agencies,witlt many
representative agents

1)) small value and progressive loans according talieat's compliance

V) flexible means and payment due dates in regardgdgenous shocks

V) no subsidized rates nor loans, and no probabifidebt canceling

Asymmetry of Information and Credit Constraints

The relationship between lenders and borrowertasacterized by the asymmetry
of information. There are two main problems desddilin the literature: adverse
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selection and moral risk. The first involves theditor’'s lack of knowledge in
relation to type of borrower, that is, the lendees not know how risk inclined is
the borrower, how honest, how responsible, etc.tlignother hand, moral risk
involves the lender’s lack of information regarditg type of action the borrower
can have. In this particular case, in relation twatthe borrower will do with the
loan, what type of investment he/she will choosethleir seminal article, Stiglitz
and Weiss (1979) describe how the rationing of icredcurs in equilibrium.
According to them, the bank’s return does not abvgsow with the interest rate
increase, since after a certain point of increastheé rates, there is a reduction in
the average quality of borrowers,. This leads ® dttraction of less honest, less
well-intentioned, or simply those with more riskdamore inclined to perform
riskier investments, therefore reducing the conmgkarate, due to a simultaneous
problem of adverse selection and moral risk. Theran optimal interest rate,
which therefore brings maximum return to the barsky] if for the interest rate,
there are more credit buyers than suppliers, thwdiebe credit rationing. That is,
many agents will not have access to credit evenghdhey are willing to pay a
higher interest rate. Holgan (1960) also shows tthetexistence of asymmetries in
the evaluation of contracts between creditors aidais leads to a smaller quantity
of credit available than that demanded. A large pfthe problem is due to the fact
that typically, the debtor has knowledge and tetdmonot shared with the lender,
otherwise, the lender would also be the entrepmreneu

There is an extensive literature regarding the ablguarantees compensating for
market failures of informational nature. Coco (2DBRhlights the use of collateral
to partially solve this problem, once the offer giarantees as a reserve of
financing would allow for asymmetric information f@e overcome, foregoing
costly searches and monitoring. However, the pas&ets are not, in general, valid
guarantees for loans, as they do not have regathrproperties nor verifiable

income flow.

This way, the poor’s problem is not only the neédssets or opportunities, but
also the low quality of these assets, which deee#wir ability to benefit the slim
opportunities available. Berger & Undel (1998), whanalyzing the availability of

credit sources in regards to company size, age aaadability of information,
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demonstrate that small enterprises and those newebted, probably without

collateral, are usually financed by family and riids.

As the business grows, they gain access to craitinancial intermediation and
bank credits. Consequently, if the individual does own starting capital or does
not know individuals who do own, he will hardly leagccess to productive capital
through the traditional financial sector, and hidyooption will be to resort to
moneylenders. Pinheiro (1998) shows that how tlze sif the credit market
depends on Judicial efficiency, analyzing how therdunctioning of the Brazilian
judicial system limits the credit market, due te timefficiency in the quality of

judicial enforcement of loan contracts.

Some solutions have already been proposed to tbespproblem of lack of
collateral. A major part of the informational prebi could be avoided in theory,
through the establishment of a financial good iacadte collateral for loans, such
as the case with durable goods and automobiletheicase of living credit, the
immobility of the asset—object of financing—couldloas it to be used as
guarantee for itself, but the high informality obusing results in a serious
hindrance. De Soto (2001) emphasizes the formalaelkedgement of the poor’s
property rights as a lever of guarantees for thecession of loans. Following this
line, some have proposed the adoption of a largke grocess of regularizing urban
land. However, there are some obstacles. In thén LAimmerican case, home
ownership, even if regularized, is not always ate@éms collateral to loans. The
stories of mortgage settlements, common in Americanies, do not occur in the
Latin American reality. On the other hand, acces®al estate credit is common to
Americans, a rare occurrence in the continent.ttherowords, the legislation, in its
angst to protect home owners from the painful repssion of real estate in the case
of non-compliance, results in emptying the creddrket. Nonetheless, policies
regarding property regularization should be put jprtactice with moderation, so as
to avoid the process’ reflux. This would have thgeotive of increasing the
property right of the poor already establishedhigirt respective properties and not
encourage invasions, which would then contributth&decrease, not the increase
of property rights. The last decades have thenesgad the advent of technologies
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that allow access to credit to millions of indivadsi excluded from the traditional

financial sector, which became known as microcredit

3. Microfinance in Latin America

A Brief History of Microcredit

Halfway through the twentieth century, worldwidevgsnments decided to support
initiatives providing wide scale credit to thosedeprivileged, particularly in rural
areas. Strategies of poverty reduction throughube of subsidized credit were
widespread between the fifties and the eightienatiweless, this first attempt to
broaden microcredit was a generalized failure, mgabecause of inefficiency,
corruption, and highly subsidized interest ratebte Tatter which resulted in
extremely high non-compliance rates, increasingsisiybcosts, the co-opting of
benefits to the politically privileged (Adam andrv®ischke, 1992), and finally
credit rationing. Banks had to reduce deposit rateas to compensate for the low
loan rates, and in the end, a small amount of gawvas collected, little credit was
provided and non-compliance rates exploded whiledveers realized that banks
could not last much longer. According to BergerO@)Q “Ironically, the cheap

credit aimed at reducing inequality ended up makingpre severe.”

Grameen Bank’s experience was a turning point is plot. Grameen carried out
important methodological contributions to the fielf microfinance, today
commonly used by institutions all around the woAdiong the main contributions
is the use of group loans as mechanisms for borr@&kection and guarantees,
adaptive loan volume with seasonal terms, the nigiba pro-active bank which
goes “towards the people,” and the use of micragmvand microinsurance in the
gamma of offered products. The Rayat Bank of Ind@eon the other hand, was
among the first to show how microfinance could befifable. Its main innovations
can be found in incentive mechanisms related t& leamployees and a simple low-

tech management model of an informational systetinout computers.

When the Grameen Bank was starting in Bangladeshkrias of experiences were
being started here. We can state that the firsjeprroof this new wave of
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microcredit taking place in the continent was Rebjdno in Recife. This project
relied on the principle that promptness in appraral in the disbursement of loans
tends to be more important to loan borrowers thanriterest rate in and of itself. It
introduced the procedure of young and pro-activepleyees going to the field,
developing personal relations with the clients aethg responsible for all aspects
of the loan cycle, from its origin until its retvi@l. Other pioneers have been the
fund for tricyclists in the Dominican Republic, akddecredito in El Salvador. In
Latin America, a numerous creation of microcredibvision programs occurred,
including: BancoSol, Caja Los Andes, PRODEM, FId &artawi in Bolivia; Caja
Social in Colombia; ADOPEM in the Dominican Repuabkinanciera Calpia in El

Salvador; Compartamos in Mexico and MiBanco in Peru

Microfinance in Latin America

Since the 1990s, microfinance has been widely disaml and regarded as a source
of economic and social development. The issue wasght to the spotlight,
becoming a “hot topic” globally, particularly amotige least developed countries
in Asia and Latin America. Although present in wais countries around the globe,
these two regions have emerged as leaders ongloe éach pioneering in its own
aspect, with Latin America in its commercial oreiin and adaptability, while
Asian economies give special consideration to msawings. The recognition of
microfinance as a means of grassroots developmdntirated last year, when
Muhammad Yunus, founder of the Grameen Bank, redeilie Nobel Peace Prize
(along with the Bank itself) for their efforts toreate economic and social
development from below—uwith micro-credit as an impot instrument against
poverty, and as such, as a means to advance demyoltaman rights, and achieve

peace.

In Latin America, microfinance began in urban sefi, through private and
nonprofit institutions that offered small loans foicro-entrepreneurs. Credit was
the main service available, as organizations sotmiprovide access to financial
services from the excluded masses. Due to themdiity of microenterprises in
the region as well as the high cost of doing bisgnenost micro-entrepreneurs did
not have the required documentation nor sufficesitateral and assets to access

credit. By the early nineties, microfinance indtidas (MFIs) in the region had

32



IAF Projects —Microcredit Evaluation — CPS/FGV

evolved, increasing their outreach and their soatality. MFIs became subject to
prudential regulation as they upgraded, and inowaricountries, government
institutions were expanded to oversee this boorsegor. Aside from upgrading
(NGOs and nonprofit organizations becoming regméat), the region also
experienced downscaling, as commercial banks amitbaoking commercial

institutions added micro-credit among the serviges/ided. Depicting the growth
of the sector, a survey performed by CGAP and D $hows that out of 176

MFIs in 17 Latin American countries, 62 regulate&Iswere responsible for 76%
of all credit towards microenterprises, reachin§os5@f overall clients (Ramirez,

2004). Nonetheless, non-regulated MFIs remain tbetmumerous in the region,

as can be seen from the table bélow

MFI S INLATIN AMERICA
Number
of
Institutio Portfolio Borrower Average
ns  (Millions) s Loan (US$)

Regulated MFls 98 4,407 3,848,071 1,145
Downscale 32 1,821 1,260,553 1,444
Greenfield 30 1,005 738,671 1,361
Upgrade 36 1,581 1,848,847 855
Non-regulated MFIs 239 1,035 2,128,062 486
Total 2005 337 5,442 5,976,133 911
Total 2001 184 1,189 1,806,445 659
Increase from 2001-

2005 83.15% 357.70% 230.82% 38.24%

Source: Navajas, S. & L. Tejerina (2006a)

Although microfinance has been widespread amondistLatin  American
economies, it has shown to be more popular amomfgr&eAmerican and Andean
economies, particularly Nicaragua and Bolivia, veht#re penetration rates exceed
20% of the market (Ramirez 2006). The largest etie® in the region, namely
Brazil and Mexico, have experienced a low, yetdyedevelopment of the sector.
This can be attributed to the difficulty and slomgth of NGOs in microfinance in

the larger economies. NGOs have played an importdatin innovating the field

® Aside from downscalers and upgraders, there aee thther common types of MFIs in
Latin America. These are: i) greenfields, instins that since their beginning acted as
MFIs; ii) non-regulated MFIs, usually NGOs and nuaoijp foundations; and iii) credit
unions and cooperatives
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and supporting the extension of credit to the psiorparticularly those in rural
areas. In fact, as suggested by Marulanda and @28@b), NGOs are the best
option for the provision of small loans, while comential banks and regulated
MFIs perform better with larger loans. Consequenthexico’s Compartamos, a
regulated MFI, has one of the largest public outnea in the region, while Brazil's
Banco do Nordeste, a commercial bank, is the langes/ider of micro-credit in

the country.

4. Microfinance in Mexico

Mexico boasts one of the largest economies in Latmerica, with a GDP of
US$768.4 billion and a population of 103.1 milli¢wworld Bank, 2006). Since
2003, it has displayed a growth rate of over 3%¢heng 6.6% in 2003. Due to its
vast population, territorial breadth, and closeriesgealthy neighbors, Mexico has
been able to gain economic ground in the past eoaplyears, consolidating its
status as an economic force in the developing camtsnult's GDP per capita
increased 4.95% from 2003 to 2004, pushing thateved US$9,774. Nonetheless,
with these attributes, a noteworthy portion of khexican population still struggles
with poverty, fighting a daily battle for subsisten particularly those in rural areas,
often isolated from assistance. These individudtenobecome engaged in the
informal economy, such that the International Foeorporation estimated that
30.1% of the Mexican GNI is attributed to the imfal sector. They also rely
increasing on remittances sent from abroad, mdstiyn family members in the
United States. In fact,
growth in remittances has
been such that while in
2000, remittances
amounted to US$7.5
billion, in five years that
number had tripled,
amounting to US$21.8
billion (The World Bank,
2006).

Microcredit institution in Tapachula, Mexico
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Similar to other countries in the region, the Maxidinancial system is shallow,
reaching only 15-25% of the urban population, asdiaav as 6% of the rural
(Klaehn et al., 2006). Access to financial servisesonstrained by large distances,
insufficient assets for collateral and lack of edahce in the sector. Not
surprisingly then, savings held in banks represemiere 9.7% of the GDP (Klaehn
et al., 2006). In a country where 26% of the popafalives on less than US$2 a
day, and 10% rely on less than US$1 daily, acaefigdncial services, particularly
microsaving and micro-credit, is key to economimgperity, establishing a
participatory and non-paternalistic input so a®mgpower the poor to make their
own decisions and climb their way out of povertyairsustained manner. With an
estimated 8-10 million households as potential aficance customers, over ten
million microenterprises and an informal sector hwiimited—if no—access to

formal financial services, Mexico is a ripe marf@tmicrofinance.

Since its inception, microfinance in Mexico has eotm encompass micro-credit to
the poorest families, in order to support theirrepuically productive activities, as
well as remittances from abroad. As the sector vaehl it faced two main
challenges: the establishment of a regulated emwviemt and the ability of
microfinance to reach untapped markets, particularl widespread, small rural

communities.

Present in Mexico since the 1980s, microfinanceneghi more domestic and
international attention during President Fox’s austration. President Fox
received the support of the Grameen Bank to establimicrofinance foundation in
his home state. The establishment of a speciateoiet up in the Office of the
President to support the expansion of micro-crddinonstrated President Fox’s
concern about the issue. Under his leadershigyldrécan government became the
most important and influential player in the sects it promoted and encouraged
the development of “social banking” so as to insee¢éhe depth of the financial
system and empower its citizens. Institutionallye tLey de Ahorro y Crédito
Popular (LACP) of 2001 was one of the most impdrtagislative changes in re-
structuring the environment. Another significargi#dative change was the organic
law transforming the Patronato del Ahorro Naciomab the Banco del Ahorro
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Nacional y Servicios Financieros S.N.C. (Banséfh)ese two laws were attempts

to organize, regulate and promote the microbankysgem.

The LACP provides savings’ security, while ensurmgtable funding source. It
also included the hitherto excluded sectors andmnsgin the provision of formal
financial services , thus being an inclusive polidy simpler terms, the LACP
allowed former NGOs, financial organizations, sgegincooperatives and
institutions to become specialized finance compmapi®viding savings and loan
services, supervised by independent federationanMkile, Bansefi became the
established government lending fund, reaching loeoime individuals, mainly
women through popular savings and credit instingioFurthermore, Bansefi
encouraged a savings culture, while collaboratiith wther government agencies.
Aside from providing wholesale banking, it launchaal awareness campaign to

promote a microbanking network (Microfinance Gaagyn2004).

Design of the LACP and Bansefi

5] honseFi——

SLC = Savings and Loan Cooperative; PFP = Popular Financial Partnership (Joint-Stock Company)

Source: Silva, 2002

In 2005, it was estimated that Mexico was homeQdFIs, with a total portfolio

of US$471 million and over one million borrowersheTaverage loan at that time
was US$387. Mexico also hosts the MFI with the Bbgjhreturn on assets,
calculated at 19.6% (Compartamos Financiera) (Nav&j Tejerina, 2006). Since

1990, Compartamos has served women entreprenetugalregions (over 95% of
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its clients live in rural Mexico) in economic adties such as trade, crafts and

agriculture. It has grown into the largest MFI irekico and in Latin America.

5. Microfinance in Nicaragua

Socio-Economic Context

Two out of three IAF-funded projects, namely EspBlanco and Fundacion Leon
2000, were implemented in Leon, near Managua. Téygamdment of Leon is
formed by 11 municipalities with an estimated peagioh of 390.000 inhabitants
(2005) in an area of 5107 KniThe population of the city of Leon, 90 km from
Managua is approximately 200.000 inhabitants diisted in an area of 814 Km
The economy of municipalities around Leon is preshamtly rural, and most of the
population is dedicated to farming activities, udihg the production of soy,
ajonjoli, peanuts, corn, sorghum and cattle. Tretesy of production is based on
the combination of different crops - the main eacoimactivity - and cattle. These
municipalities introduced adopted the productiorcatton quite fiercely, enlarging
the cultivated area and causing serious damagélet@nvironment and to the
natural resources. Due to the abuse of pesticiddsnaisuse of the cultivation
process, cotton was not any more a lucrative andpe 90s and this created a very
serious economic decline. Some strategies wereemmgaited and one of them,
wind curtains was put in practice as part of indional aid. The production of
cotton was practically eliminated, and it was siibttd in many cases by wood
extraction and peanut crop. Agrodersa, in its tthe,third grantee evaluated this
year, focused most of its activities in La Concepct in the Masaya volcan region,
also not so far from Managua. La Concha, as ialked, comprises both a small

urban and rural areas.

In 1998 the region was severely affected by Hunecklitch, which caused serious
damages to infrastructure and the environment atdral resources, provoking
degradation of soils, impacts on the regions degrant and on the small micro-
enterprises of rural as well urban areas. The oinpas so severe that in many
cases small producers haven't been able yet tdivate their properties, with a
clear impact to their productivity and the underudetheir land as units of
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production in the rural areas. Lack of governmemissistance has worsened a

situation where many of the small rural and urbainepreneurs, mostly located in

the peripheral areas of the municipalities arepeapin very precarious productive

conditions.

Map 1 - Nicaragua
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Source: Lonely Planet.com

The Role of Micro-credit in Nicaragua

Nicaragua is the poorest and most heavily indebitedCentral America.

Approximately 45 percent of the population of 5@lion still lives below the

poverty line. Most of the population is informalgmployed to guarantee their

survival, which include selling foodstuff in streatrkets, operating informal taxis

and minibuses, small industries/artisanship andlsgdcultural activities.
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Tablel - Microfinance in Latin America and theriBaean (Circa 2005)

Number of (US$ BOITOWers Loan
Country MFIs  Millions) (US$)
1 Mexico 39 471 1,217,920 387
2 Peru 67 1,516 1,174,361 1,291
3 Colombia 22 315 608,282 518
4 Bolivia 21 635 548,242 1,158
5 Nicaragua 21 261 399,614 652
6 Guatemala 23 273 360,013 757
7 Ecuador 20 322 327,065 985
8 Chile 5 663 297,995 2,223
9 Brazil 16 91 289,697 313
10c 15 164 175,716 932
11 ElSalvador 11 138 143,461 964
12 Honduras 14 80 139,424 575
13 Haiti 9 24 81,222 374
14 Paraguay 5 71 59,936 1,193
15 CostaRica 19 341 45,607 7,469
16 Venezuela 5 37 44,969 816
17 Panama 6 16 28,103 552
18 Uruguay 3 10 7,155 1,422
19 Argentina 10 4 10,649 402
20 Jamaica 3 4 10,401 376
21 Guyana 1 2 4,184 413
22 Trinidad&Tobago 1 3 1,733 1,500
23 Barbados 1 4 384 9,446
Total 337 5,442 5,976,133 911

Source: Navajas and Tejerina - 2006

The financial system is highly concentrated within three ldogeks that favor
corporate clients and offshore activity, and most institutions tkatec their
activities in micro-financé emerged during the 1990s based strongly on support
from international donors, for which microfinance is a tool to reducerpowtter
Hurricane Mitch, in 1998 many donor agencies increased their dufgpdhe
country. The micro-finance growth is being led by 2 regulateché@aompanies,

21 non-governmental organizations (NGOs), and 12 finance cooperaivdse

end of 2004, microfinance comprised approximately 300 organizations seiftting w
a combined portfolio of US $240 million (ASOMIF, 2007).
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Table 2 : Micro-finance Institutions in Nicaragua

Regulated | Private Non Finance
finance Unregulated | governmental cooperatives
companies| Corporations organizations
Organizations that
provide financial 2 7 100 190
services to low income

Source: ASOMIF -2006

Nicaragua has 21 MFIs with a portfolio of US$ 266 million and arcd®@ 000

borrowers in 2005, where 75% of the number of borrowers and 52% of the

portfolio refersto Non Regulated MFIs with an average loan of US$ 652,00

(Navajas and Tejerina, 2006). The regulated MFIs are responsildefmtfolio of

US$120 million representing 21% of the borrowers, while credit unioves 2% of

the portfolio and 2.6 of the borrowers (Navajas and Tejerina, 2006).

Table 3 — Institutions, Portfolio, Borrowers and

Average Loan

Institutions Portfolio Borrowers Average Loan
21 NGOs U$266 million 300.000 U$ 652,00
2 Regulated U$ 120 million 85.000

Credit Unions U$ 8 million 12.000

Total 400.000

Source: Navajas and Tejerina, 2006

Twenty-one of the 100 NGOs are affiliated with the Nicaraguasogiation of
Micro-finance Institutions (ASOMIF), the two regulated financompanies are
subject to the SIBOIF (Superintendence of Banks), and the 12 financeatoegse
are members of the Association of Nicaraguan Savings and Loamckiha
Cooperatives (CCFN). According to CLEARthese organizations reported a
collective loan portfolio of US $188 million and 317,000 clients at the e20@4,

while the precise size of the collective loan portfolio ofrém@aining organizations

> A Country-Level Effectiveness and Accountability ikmv (CLEAR) took place in Nicaragua
from February 13, 2005, to March 4, 2005, to armalydonor effectiveness in supporting
microfinance

40



IAF Projects —Microcredit Evaluation — CPS/FGV

was estimated at $50 million in 2001, with c. 155,000 clients. Average is
between US$ 310,00 and US$ 410,00.

According to a ranking of Latin American and Caribbean countrievgjds and
Tejerina, 2006) using data compiled in 2001, Nicaragua has the latgeber of
Microfinance clients in relation to its total population (7%) and rblation of
microfinance clients to Micro-enterprises represents 58.3%. Calite@rcdmpiled by

these authors show that Nicaragua had around 400,000 MFI clients and around
690,000 micro-enterprises in 2005. When compared with a country like Bvatil,
22,500,000 micro-enterprises and only 290,000 MFI clients or 1,3%, we have an
indication of the strength of MFI institutions in the country as canlserved in

Table 4.

Table 4 - Microfinance Country Ranking in Latin America and the Caribbean

Household Surveys MFI clients/ MFI clients/

Country MFI Clients Population ME
(Circa 2005) Date of
Survey Microenterprises (%) (%)
Nicaragua 399,614 2001 684,885 7 58.3
Ecuador 327,065 2003 885,748 2.4 36.9
Bolivia 548,242 2002 1,736,984 5.9 31.6
Peru 1,174,361 2001 4,993,399 4.2 235
Guatemala 360,013 2000 1,600,041 2.8 225
Chile 297,995 2003 1,497,112 1.9 19.9
Honduras 139,424 2004 1,036,684 1.9 13.4
Dominican Rep. 175,716 2004 1,399,785 2 12.6
Mexico 1,217,320 2004 10,394,629 1.2 11.7
Panama 28,103 1999 289,004 0.9 9.7
Costa Rica 45,607 2004 516,527 1.1 8.8
El Salvador 143,461 2002 1,991,091 21 7.2
Guyana 4,184 1999 58,327 0.5 7.2
Colombia 608,282 2003 8,713,336 1.3 7
Paraguay 59,936 2003 1,542,800 1 3.9
Jamaica 10,401 2002 408,627 0.4 25
Uruguay 7,155 2004 387,145 0.2 1.8
Venezuela 44,969 2004 3,247,271 0.2 14
Brazil 289,697 2002 22,407,968 0.2 1.3
Argentina 10,649 2004 3,787,634 0 0.3
Haiti 81,222 n.a. n.a. 1 n.a.
Barbados 384 n.a. n.a. 0.1 n.a.
Trinidad & Tobago 1,733 n.a. n.a. 0.1 n.a.
Total 5,976,133 67,578,997

Weighted Average 8.7
Source: Navajas and Tejerina, 2006
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Micro-credit providers have increased the number of credit clibelg serve by
approximately 26 percent per year since 1999. This growth has, hovibeesr
limited to a few institutions: 12 out of the 35 largest MFixlfiding 2 finance
companies and ASOMIF affiliates) accounted for 80 percent of trease in
number of credit clients and 90 percent of the growth in outstandintpljpomst
between 1999 and 2004.

ASOMIF members are divided into three categories: Group 1 - 4 organizations with
a portfolio greater than $10 million in 2004, Group 2 - 6 organizations with
portfolios greater than $4 million and less than $10 million, and Group 3 - 11
institutions with a portfolio less than $4 million. These associations that aggregat
microfinance organizations have complemented their financial activitias wi
technical support programs, local training and education facilities.

Within this context, microfinance emerged as an alternativiadode those that
are not reached by formal financial market, and according entretudies nearly
20 percent of the Nicaraguan population is either a direct or indisat of
microfinance services.
Despite these problems, analyists emphasize the following coredgons MFIs in
Nicaragua (CLEAR, 2005):
1) Exclusive specialization in credit services has underminedegftly and
diversification
2) Overwhelming concentration of donor support on channeling large
volumes of credit has weakened the microfinance market
A. Donor aid effectiveness is hampered by the lack of coordination
within th e sector
3) The government should encourage a more inclusive financial system

4) Limited service access in rural areas and high cost of credit to clients

ASOMIF affiliated companies reported that 58% of clients waral in 2004.At the
present moment there is a project of law in the Nicaragua €ssmgrhich is very
relevant for microfinance. It has been approved in its generalst but important
topics remain unresolved. It has already been decided that afimacce institution
cannot capture savings. This law, which should have been approvgdassxago,
comes late, following many years of discussion, and that introdugiogrtainties in

the planning process of micro-credit expansion.
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6. Microfinance in Peru

Brief Socio-Economic Profile

In recent times, Peru has suffered significant change. It ura$ergone
hyperinflation, high economic deficits and political turmoil in thastltwo decades.
These have been efficiently addressed to some extent, resultiagperiod of
prosperity and growth, even amidst political uncertainty. Peru acdregs
economic troubles through a process of structural adjustment anbizstiain.
Since the Lost Decade, it has lowered trade barriers, openecbti@ney to foreign
investors and contained inflation. Following these changes, Peru hasliieein
experience average real GDP growth of 5.7% between 2002 and 20@6@omnfl
during this period was 1.9% on average and Foreign Direct Invest{iRExh)
inflows as a percentage of GDP are estimated at 3.1%. Lastlgea (2006), GDP
was estimated at US$93.3 billion, displaying a real GDP growth of 8.0%6.

This significant increase in GDP has been well fed by therdehigh mineral
prices. While the origin of GDP relies heavily on agriculiame livestock (8.4% of

total GDP in 2005), Peru exports mostly minerals (6.6% of GDP in 20G%E m
specifically gold (US$4,409 million in 2006) and copper (US$6,034 million in
2006). This dependence on primary goods subjects the economy to shocks, making
it particularly volatile to weather conditions as well as comiggarices (i.e. the
impact of El Nifio on profitability).

With its structural adjustment and stabilization policies, Perwdenwent
comprehensive tax reform, leading to a cut in expenditures of-cstaied
enterprises. This opened the country to private investment and prnaiprises,
and by 1996, Peru was among the top ten recipients in developing cowoitries
FDI.” Concurrently, Peru has one of the lowest public investments in the (aorl
an average of 2.8% of GDP). Public investment and increased squéaiditure to
address the underperforming public education and healthcare systemghimve
become major issues in President Alan Garcia’s economic prpgeahe struggles

with a weak congressional position to reduce Peru’s critical povevels. By

® The Economist Intelligence Unit, Country Briefiag§07.
"UNCTAD, 1999.
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boosting public investment in basic infrastructure, President Gaopies to reduce

inequalities and increase the level of social wellbeing of a large group of &esuvi

Peru is a lower middle income country, with per capita GNI$$2J610 (2005). It
ranks 82° out of 177 countries in terms of Human Development Index, with a
0.767 rate. Although below the average HDI for Latin American countfesy
boasts a relatively high literacy rate for those above 15 yddrof 87.7% (2004).

The combined primary, secondary and tertiary gross enrollmegmtwas at 86.4%

in 2004. A vast majority of the population is concentrated in urban aréds, w
27.4% living in rural regior’s Nonetheless, the poverty rate was astounding. As per
the UNDP, in the period of 1990-2001, over 40% of the Peruvian population lived
below US$2 a day and 15.5% lived on less than one dollar p&t @agse are the
individuals with extremely limited access to credit, who expeeedaily hardships

as they attempt to survive.

Overview of Microfinance in Peru

With the sharp stabilization and structural change following the esade, goods
were liberalized and the state’s active participation in progeicictivities was
reduced, so that the government could devote most of its role tatiegulThis
occurred through the strengthening of the Superintendency of Banking and
Insurance (SBS) and the development of a public credit bureau systeprivate
firms’ regulation. Presently, the Peruvian financial sector heers types of
institutions, including five types of MFIs (cajas municipals, €ajarales,
cooperatives, entidades de desarollo de la pequefa y micro empedNGas.
These are all mostly regulated by SBS. Aside from thesedypes of institutions,

there is also a commercial bank devoted to microentrepreneurs, Mibanco.

The MFI sector flourished in Peru in the nineties, with accessettit increasing
from 17% to 32% in 1997 (FAO Office 2003). The increase in supply of
microfinance services is attributed to the 1996 General Banking establishing a

new financial system. This law established that: 1) finanegitutions were free

8 Human Development Report, UNDP 2006.
° Mix Market.
% Human Development Report, UNDP 2003.
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to determine interest rates and operations; 2) the State wamger lto directly
intervene in the financial system; 3) the Superintendency of Baakiddnsurance
was strengthened, as all regulated financial institutions dvadport to the SBS.
However, the upsurge was short-lived, not being able to withstand the
macroeconomic crisis of 1997-1998, which resulted from the Asian, Russian a
Brazilian crises. At that time, it was estimated that ad@éb of Peru’s GDP came
from the microenterprise sector, who employed 75% of the urban ecmailymi

active population.

The supply of microfinancial services increased mainly in udraas, with rural
areas maintaining an average access to credit of 20%. Coralmeanks were
expected to address agricultural credit, which they did tempaqramiigr to the
recession. According to SBS 2001, only 15% of the loans allocated twlage
were financed by MFIs. This led to the creation of Agrobanco in 208ichwis

aimed at small-scale farmers who need to access credit at lovsimatas.

Banco Agrario de Peru (BAP) was established in 1931, but it betaiyeactive
only in the 1960s. As the main source of credit for the rural seittoarely
benefited the most deprived areas, as it concentrated its operationthe
(wealthier) coastal region — more specifically, 60% otredit directed mainly to
products of high consumption rates in urban areas. The portfolio alscegedil
richer farmers, who used to be former clients of the commebaaks, thus
decreasing transaction costs related to lack of borrowefidsnation. Allegedly,
the Banco Agrario had a passive stance by giving loans to thdséduals who
approached its officés— a procedure that usually favors, for instance, more well-
to-do farmers who will have the knowledge, assets and the inittatie®k out for

loans.

Banco Agrario’s demise followed years of high operationalsgeghich consumed
a third of its income, combined with unsustainable interest ratesa@e real
interest rates of minus 96%4) Additionally, the rural financial sector lacked the

necessary regulatory framework that would help in its orgaaizatinder these

Y http://www.agrobanco.com.pe/serv_fag.htm
12 Sourcehttp://www.peru.com/articles/99/11/finanzas/1999/Aridex. htm
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circumstances, the government started liquidating the bank in 1992 |eavaid,
where it should have left an institutional and regulatory frameworkprivate

institutions to step in.

Aside from the high exclusion rate, the bank also operated withdsdub interest
rates. According to the Encuesta Nacional sobre Niveles de (Zid&llV) only

16% of all rural households obtained some type of credit. Over theypas,
traditional banks grew 15%-20% per year in terms of credit, whetleas
microfinance institutions were growing at a rate of 37%-38%. This is dihe tiact

that the microfinance market involves three million micro-entregues — half
urban and half rural — among which only eight hundred thousand have &xcess
microcredit. There is still clearly a lot of scope for expamsThat is the reason
why many large banks have their microfinance institutions. Everyone wantsto ente

this sector, since, despite being very risky, it is very profitable ds wel
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7. Evaluation Methodology

Impact Evaluation: Conceptual Framework
The IAF asked Foundation Getulio Vargas to evaluate 11 micro-qmegicts that
expired in 2003 and 2004.

The IAF first funded micro-credit projects during the mid 1970'thattime when
offering credit to the poor and excluded was groundbreaking. Oggretlrs, it has
funded a variety of credit programs through varied institutions. Other slonor
followed suit in the 1980s and 1990s, so credit that was once revolutiorsary ha
become part of the development lexicon. The IAF continues to fund dyvafie
credit programs in response to proposals from NGOs in Latin America.

In view of this continuous demand, the IAF wants to learn about diffenero-
credit projects and their impact on its target population in omanform its
interventions. In this sense, the aim of the evaluations is to hiafe decoherent
vision of how to support microfinance programs consistent with the IAF’'s

philosophy and mission.

The IAF also wants to identify different types of micro-crefiivery mechanisms,
as well as different types of organizations managing withravgcedit funds. For
this purpose, it is important to examine savings mobilization to uadershe

impact of micro-credit models.

In its 2006/2007 Scope of Work, the IAF defined the main questions that the impact

evaluations should try and answer, namely:

At the programs level:
* Are IAF-supported credit funds reaching the pod?dgnot, why not?

» Can IAF-supported credit funds help the poorestsolfhow? What are the

most appropriate credit funds as development tool?

* What are the impacts of credit funds with technasdistance to borrowers,

their families and their communities?
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* What do credit funds recipients think about thedBias a development
strategy?

At the institutional level:
* Does the management of credit funds build stronmggitutions overall?

e Could credit services have been attained elsewhdfre®d, under what

conditions?

 What are the institutional challenges for managiamgmicro-credit fund
portfolio as a component of different objectived activities? How do

grantees overcome the challenges?
* Have grantees creatively responded to the neetleofclients? If so, how?
« What are the innovative aspects of each micro-tfedd?

* Do micro-credit funds continue with similar purpesand goals after the

IAF grant expires?
At the country level:

Do IAF-supported credit funds fit into a country ntext or existing

legislation and micro-lending institutions?

* What is the impact of IAF-supported credit fundsotimer in-country micro-

finances institutions?

Meta Analysis Questions™

*  “Which credit funds work best? Which ones have the greatest impdbefor

borrowers?”
*  “What are the most appropriate credit funds as development tool?”

Our objective here is how to approach these questions through vauialitattye

and quantitativ€ methods to evaluate the microcredit programs at hand. Videos

13 The questions such as will be answered in the meta-evaluation at the end of 2007, when a
final report compiles all the year’s analyses.
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will be available on the project output website. They are congrleamy to the
Impact Report, making the impacts and the current context of thectsrojere
visible. Videos provide images that can enrich the content of the seganaviding
a first-hand inspirational account on the lives of some benefician@she grantee

organizations.

All evaluation reports, videos and background materials for threrduyear such as
this methodological paper are available on the restricted aoc#sst websites:
http:/lwww4.fgv.br/cps/simulador/iaf2_website/index.aspimilarly, preliminary
bibliographical references are also available on the website to fosterdoletioal
exchanges between project participants (and also to facilitaeeaccess during
fieldwork trips). This preliminary methodological report iscal®und on this
project input restricted access website:
http:/www4.fgv.br/cps/simulador/Site_|IAF_Bibliografia/index.asp

Measurement Units and their pros and cons

The most often used units of impact evaluation on microcredit progeaens
household, business establishment, and institutional environment in which the agent
interacts. More seldom, studies have tried to evaluate the pregrapact at the
individual level (Goets and Sen Gupta, 1995; Peace and Hulme, 1994). Recently,
some studies have tried to measure in a number of levels, suchlras End
Mosley (1996)), which evaluated impact at the household, business dstadit

and institutional context levels. The main advantages and disadvaragashi

unit of impact measurement are listed in the table below. Farisotely on
individual or establishment weakens analysis, the first of negieetxternalities
generated by the microcredit program, and the latter for being a catdgbfficult

definition.

“We do not believe that the type of quantitativesiionnaire present here and the exopperimental
(or quasi-eperimental) methodologies presentedrbefmuld work in the type of IAF projects at
hand. Among many short comings, the sampling wgust not be reliable because it is picked and
provided by the institutions that are object of #aluation themselves. However, the specific
quantitative questionnaire present here does helgamplement the qualitative methodology
discussed here.
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UNITS OF EVALUATION

ADVANTAGES &
DISADVANTAGES

RATIONALE

DATA COLLECTION

Community

Allows for larger intervention
externalities to be captured.

Difficulty in obtaining quantitative
data; Limits are arbitrarily defined.

Identify benefits and losses for
the community as a result of the
project.

observation; interviews; transect walks.

Institution - Grantee

Data availability; Availability of
analytical tools (profitability,
transaction costs, etc.)

Capture institutional changes
over time, while trying to attribute
impacts to IAF intervention.
Provide report on current
financial and institutional status
and future prospects.

semi-structured interview; visits; observation; document review

How valid are the inferences on
results obtained through
institutional activity?

To validate inferences: triangulation
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UNITS OF EVALUATION

ADVANTAGES &
DISADVANTAGES

RATIONALE

DATA COLLECTION

Beneficiaries (Families)

Advantage: Easily
identifiable and delimited.
Main target of the projects.

Understand the beneficiaries
livelihoods priorities in order to
assess whether the project
helped them; Capture
unexpected outcomes.
Understand if they have
increased their capacity to
control own circumstances

semi-structured interview; participant observation; visit to
productive unit (land or business). Purposefully selected
beneficiaries: if possible, a sample that represents both
sucessful and unsuccessful cases - based on the questions
from the Scope of Work.

Disadvantage: Most interventions
have an impact beyond the
individual; makes difficult the
partition of impacts

Benefited businesses

Availability of analytical tools
(profitability, return on investment,
efc).

Assess if and how the project
improve business strategies.

semi-structured interview; visit to businesses; document review

The definition and identification of
these establishments may be done
with difficulty; A part of
microfinance is used for other
establishments and/or
consumption; Connections
between establishment
performance and individual’s living
standards needs careful evaluation

Families

Easily identified and defined;
Allows for an appreciation of
impact in living conditions; Allows
for the evaluation of the connection
between different establishments
and consumption;

Understand how other family
members benefited (or not) from
the project intervention.

semi-structured interview; observation. Gender-focus.

Sometimes difficult to determine
group members.
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STAKEHOLDERS

METHOD

DATA COLLECTION

EVIDENCE AND INDICATORS

Community

gualitative

observation; interviews; transect walks

did the project help to maximize
communities assets? did it help to reduce
problems? is the community more able to
manage available resources? do supported
businesses/activities satisfy the main local
needs? do they generate linkages within
the local economy? has social capital
increased?

guantitative

secondary source of data: socio-economic indicators

immigration patterns; access to credit;
production; income, etc...

Institution - Grantee

gualitative

semi-structured interview; visits; observation

how institution used to be, how it is now:
human resources, projects profile, capital
resources? did its capacity increase? What
are the main challenges in managing credit
funds? How did grantees overcome them?
How can the IAF improve its intervention?
What are the project’s main lessons?

guantitative

primary source of data: financial records

financial sustainability; loans per year;
value of loan; value of portfolio; late
payments; loans written off; lending
technology: selection criteria; monitoring;

per group, individual, interest rates.
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STAKEHOLDERS

METHOD

DATA COLLECTION

EVIDENCE AND INDICATORS

Beneficiaries

gualitative

semi-structured interview; participant observation

perceptions about improvements in living
standards; change in livelihoods strategies;
reduction of vulnerability to shocks; how
did credit influenced these changes? how
difficult was it to pay the loan? impacts of
technical assistance and/or capacity
building. Credit track record.

guantitative

primary source of data: financial records; questionnaire

income; productive capacity; loan
repayment capacity; cost reduction;
commercial strategies.

Benefited businesses

gualitative

semi-structured interview; visit to businesses

how did strategy change after the
concession of credit? Difficulties to pay?
Impacts of technical assistance and/or
capacity building. Credit track record.

guantitative

primary source of data: financial records; guestionnaire

revenue; productive capacity; loan
repayment capacity; cost reduction;
commercial strategies.

Families

gualitative

semi-structured interview; observation

subjective perpection about the changes
revealed by the answers to the
questionnaire (consumption patterns; diet,
etc): "What did it mean to you?". Gender
relations; generational changes;
immigration patterns.

guantitative

primary source of data: financial records;questionnaire/
secondary source of data: socio-economic indicators

consumption pattern; diet; school
attendance and attainment; living costs.
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Qualitative Methods

Qualitative inquiry does not exclude the need tamative research: they can actually
help complement each other’'s findings: some datad lhemselves to quantitative

assessment, whilst other findings are better soretil through qualitative techniques.

Qualitative methods include in-depth open-endedrimews, focus groups, observation,
documents and case studies. In this particular, oqsalitative data is used to assess
individual, community and institutional both expattand unexpected outcomes, whilst
trying to understand the project’s main processas fwhich lessons can be derived for the
IAF interventions. Fieldwork may also representausable opportunity for grantees to
“stop and reflect” about these outcomes and lessbaikewise, in the tradition of

appreciative inquiry, fieldwork may offer a charfoe some stakeholders to recall positive
experiences, which can be useful for their futdd® much as possible, multiple sources of
data should be approached in order to enable triatign and enhance the validity of data

gathered through qualitative methods.

The main qualitative tool used during fieldworktie semi-structured interviewUnlike
guestionnaires, interviews are based on open-egdedtions, which provide a general
framework for the conversation, whilst allowing theerviewer to follow any relevant
leads that this conversation may offer. It alseegigreater freedom for the interviewee to
explore issues that he/she finds important, with&ir own context. In this way, the topics
can be dealt with in greater or less detail, adogrtb the need. Interviews are often also an
opportunity for the interviewee to ask questions aolve their own doubts — hence,

proving a fairer learning tool for both parties.

We have benefited considerably from the ideas cgatvdy the Asset-based community
development approach, whose main contribution ishift focus from a problems/needs-
based perspective to an asset-based view. Albéferbdeployed in the design and
implementation of the project, it can also be qugeful in an ex-post evaluation, through

its techniques and paradigms:
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- Appreciate inquiry: this was particularly usefal the meetings with the grantees and
beneficiaries. “Appreciative inquiry is a procedsatt promotes positive change (in

organizations or communities) by focusing on pegeeences and success of the past”
(Mathie and Cuningham, 2002: 7). Appreciative imguiests on the assumption that
“reality is socially constructed and that languagea vehicle for reinforcing shared

meaning attributed to that reality” (idem).

- Participatory paradigm: it has been the focuthefdevelopment practice for many years
now, in an effort to shift power back to commurstievho had been at the margin of

projects — that left them largely powerless afteirt conclusion.

- Social capital: it is the force that nourishes tietworks and associations, decreasing the
costs of transaction and increasing mutual trdsis perceived as essential to achieving

sustained economic prosperity and it related teatequality (Putnam, 2000).

- The concept of community economic developmentQCEests on findings from the
community development research Mathie and Cuning{zf2). In short, CED comprises
the following aspects: development of economic ewst and infrastructure, as an
exogenous process that leads to economic growtlelament of the economic capacity
building of community members whereby economicatigrginalized groups learn “to
exploit the potential of underutilized natural amdtitutional resources” (idem); and,
development of the economic capacity of groups ésisumes that collective action will be

the means to identify problems and develop solstion

Videos

The Centre for Social Policies team registeredidew the visits done to the projects site
and interviews with its stakeholders. These vidwesan integral part of this evaluation and
is available on DVD and on the project website thgewith the main outputs and inputs
used in this evaluation. The electronic versiorntho$ report will provide links to these

resources at specific points of the text.
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Interview | - Hector Madriaga from Fondesurco and Alipio Montes from Ceder on
microcredit in Peru - Full video

This interview fulfills perhaps the main role of ¥@s a messenger for the IAF while also
gathering a pool of project-specific knowledge.

ABOUT THE INSTITUTION
;, FONDESURCO \: Marcelo Neri(FGV): How important is

\;s/ FONDO DE DESARROLLO REGIONAL transparency for microcredit?

AGENCIA-OMATE | Hector =~ Madriaga  (director  of

Fondesurco) We from Fondesurco

believe that transparency is our

eEd

philosophy, and by transparency we
mean not only showing our results, but all the apens we do. We have received for the
second time the award for financial transparenggmiby Cgap. We have been doing this
since Fondesurco started, approximately thirteemsyago. This allows us not only to have
this kind of recognition, but also that the finala@ompanies open their doors to us. In the
beginning of the year we had as well a very gosk gualification. We obtained a B. It is
the highest one in Peru, and below only the StatekBof Chile in Latin America, with

whom there is no comparison.

Neri: What are Fondesurco other strong points?

Hector: After transparency, the greatest fortre$$-ondesurco is our patrimony. We have
accumulated during those years a patrimoh¥,3 million dollars., what gives us a ratio of
one to one.Another fortress we have concerns temehof specialization: we only do

credit. We have got alliances with other institnpsuch as AEDES, which is in charge of
technical assistance.

Due to our size, at the moment we finance only bprajects. The largest project destined
to a specific purpose at the moment is the one ARICO and AEDES, a project of 96
thousand dollars to carry out organic cultures. Mé® have a project of diversification of
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production relating cattle and agriculture to conmerad activities, which involves around
one hundred thousand dollars. We do not have ahiivelred thousand dollars project for

potatoes, for example.

Miguel Cuevas(lIAF) - Analyzing the project we are financing, | have notied that

there are loans being provided even for funeralstis quite risky, is not it?

Alipio Montes (Director of CEDERNot if you evaluate carefully. If a relative didg,
order to bury the person the peasant has to setidve. And if she sells her cow, he turns
out to lose her capital. Therefore, it is more pabie to get a loan and keep the cow. It is
better to borrow than to have to mortgage her favimch she will never recover. It seems
to be a risky business, but if one looks deeperwitiesee that, in order to marry their
children - and they will do it anyway - the peasantll have to sacrifice their assets if they

do not have access to credit.

Hector Madriaga (director of FondesurcB)ve, six years ago, the mainstream thought was
that microfinance was only meant to finance proghectctivities. If a client came and
asked for one thousand soles because he wanteakty Inis daughter we would not lend it.
But today it is possible. The microfinance can bedito a broader set of things, such as the
peasant being able to use it to marry his daugfdeexample. Obviously the loan will be
carefully evaluated, but if he can pay it back, wigt to provide the loan? What is the
difference between an urban and a rural person® N&woth need the same kind of service:
credit both for consumption and for productive dtigs. Obviously only a small part of
our portfolio is dedicated to credit for consumptiait ranges around 3% to 4% of our total
portfolio. But if one wants to buy a bicycle or atorcycle we lend the money, we do not

limit ourselves to productive activities.

Miguel CuevagIAF): Have you thought of opening lines of savings, besd the ones of

credit?

Hector: In order to do this we have to become a supervigstitution. But we have
considered it very seriously, and it is in our nuediterm plans. It is not interesting to us to

remain forever only a credit provider, since theksaprovide loans at the same time as
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they raise savings. We have already started toatadlut establishing alliances with some
banks, or even to become a baik provide the service of savings as well wouldllea
definitely to more benefits than cost. We would énéw pay taxes over income gains. But

we would have access to better lines of financingeo

ABOUT AEDES AND CEDER
Marcelo Neri (FGV): How about the relations between Fondesurco and othe

institutions such as Ceder and Aedes?

Hector Madriaga (director of Fondesurc@)edit by itself does not promote development,
it only does when accompanied by other tools. Thathy we make alliances such the ones
with CEDER, AEDES. They do their part and we dosoufr we only provided credit | do
not think we would have generated the developmeatdid. Between CEDER and
Fondesurco, there is a sizeable flow in dialogu® @mmunication, and a very good and
close relation based on trust. The relation islyezsy-going. With AEDES, in turn, we
have only this project with you from IAF and anatlbee with CordaitWe have offices in
Puquina and Omate, but we have no office in Cotsihdus, our relation with CEDER
and with AEDES is totally different.

Neri: How about the methodology?

Hector In what concerns methodology of work our relattowards each of them is very
different as well. Since we have offices in Puquamal Omate, we visit people and we
carry out the evaluations, the outlays and thevewog, We carry out the entire cycle of
credit and CEDER give us information about thentBe With respect to AEDES, they give
us information about the clients, visit them, hetpwith the evaluation, and the outlays we
make here in Arequipa. It means that normally tlents have to come either to Arequipa
or to Cuchibamba we both have an office in Cuchibam&ey are also sharply different
in what refers to the activities they finance, wieaids to a different type of credit provided,
as well as on the maturity of those credits. Therest rates we charge are different as well.
In the case of AEDES the credit is normally in dodl whereas in the case of CEDER it is

part in dollars and part in soles. With respecinformation, | would say they are rather
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similar. The projects we carry out with CEDER aaegkr, involving more clients, more
movements, whereas the one with AEDES is moreéuih what concerns the amount of

clients. Those are the major differences conceraurgelations with CEDER and AEDES.

Marcelo Neri(FGV):There is also a sizable difference with respect tite credit model
they use, whether the credit is provided to an indidual or to a group, or still
institutionally for commercialization purposes

Hector Madriaga (director of Fondesurcd)hat is correct. AEDES works mainly with
associations of producers, the credit is providedhe association, which is completely
difference from what CEDER does, which has staétl group lending but nowadays
works with individual lending. We work togethertiviAEDES in a project with APCO,
which involved a loan of 96 thousand dollars to &lssociation and 250 peasants that take

part on it and export their production with thephef AEDES.

We have a project witialleres, for example, where they give incentivastiie peasant to
export, provide training and technical assistanoe them, look for a market for the
products, everything. What we do is to provide supply of credit and to act as an
intermediary concerning the payment. The buyersimr8witzerland. They pay in our
account and we transfer the payment to the peaddatge, the service is complete. The
peasant is assisted in all stages of the chairreldre, the possibility that is goes wrong for

the peasant as well as for us is very smako

PROFILE OF BORROWERS

Neri: How about the very poor, do they get loans?

Alipio Montes(Director of CEDER) We do not lend to those inestaf indigence, for those
have no need for credit, but for other kinds ofssdies instead. What we do is to lend to
those that have potential, once having money, t@i@gde an excess, to capitalize and to pay
back the loan. If someone is poor in the sensedhatwants one hundred soles, we lend
her. As an institution, we choose not to work disewith the extremely poor, since they
require a particular kind of social and assistape®gyrams. We work with the poor that

have some capacity to develop economically. Besmeshave the conception that those
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poor, in their process of developing and becom&sg poor, will drag the others as well. In
this sense, you will find in Omate and Puquina gy \itle segment of extremely poor. A
recent study, which on one hand has surprised rdeoanthe other hand confirmed an
impression we already had, showed that Omate iseglas the 15bamong the 1800

districts in Peru with respect to population’s ags income.

Marcelo Cortes Ner(CPS — FGV — Brazil)How about differences between rural and

urban sectors?

Hector Madriaga (director of Fondesurco): We makeheonogram in order to prevent
potential problems. And for this we have to consiteat the credit for agriculture is
different from the one directed to cattle, whicldierent from the commercial one, which
is different from the on directed to handcraft, atgb from the one related to fishery. Each
activity has a different manner of doing the chgnaosn. The State has also played an
important role in all this, since nowadays the daingart of our clients has got property titles
that can be used as collateral. And due to themaplishment of these factors 100% of the

loans from IAF have been recovered.

The subjectivity involved in the provision of credh the rural zone is more complicated
than in the urban zone. In the urban area, themoiproblem in providing credit for
consumption. If one earns one thousand soles, ttasvg children, has got a house, one
car, one gets easily his request of credit approWredhe rural area, in turn, it is very
complicated. It depends not only on this, but alsothe perspectives related to market

issues, especially those related to prices antin@aiic factors.

Neri: What is the difference in practice between lendingo an association vis-a-vis to
an individual?

Hector: Our experience has shown us that to lerghtassociation is riskier. The interest
rates are lower due to the supporiGafrdaite If it did not exist, the rates would not be as
low. Within an association things work as they weoé suppose to. To be the president of

an association, for instance, gives one privileges can use in a bad way. A new president
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sometimes does not recognize a debt left by theqeet before him, for example. We had
some experiences of embezzlement of funds

To work with a group lending model has been a ledso the institution. This model has
had some relevant problems. If one does not pagtthers become responsible for paying
the debt, what is complicate. Besides, group lendéna limitation for expansion. One
might need five hundred, whereas another one nmght five thousand. With individual
credit you have to be responsible for the crediwbidays the clients can ask for individual
loans without any problem. Most people form a grqust in order to get the loan, not
because they want to work in a group, to cultiviatgether, and so on. We had many
experiences that showed us that. If there is awocag®on helping and giving them
assistance, the results are good. This is theafa8EDES, which acts as an assessor. But

if, instead, they are left alone, it does not work.

Miguel Cuevas (IAF)The individual loans are mainly used for the purchae of inputs,
are not they? Or they are also used to increase thmoduction?
Yes, normally they are. But it depends on the pcadim some of them they can use the

loan to increase the production, but not with pexide products.

Neri: About the location choice. Does Fondesurco chosegkace with a lot of needs, a
place with a lot of potentialities, or both?

Alipio Montes (Director of CEDER): Exactly, this the concept. When we arrived at
Omate and Puquina, poverty was very large but weasawell a huge potential, especially
with fruit culture and cattle. A study about thepiact of social projects on extreme poverty
came out with a quite surprisingly result: in tliene where we work the economic
situation is very homogeneous. In Omate | do mmvk pure salaried-peasants, everyone

has a piece of land.

One advantage of this region is that each peasenbh average one hectare and a half of
land. With this size of land, if the peasant doetsaultivate it, he becomes extremely poor,
but if he does cultivate it withpalta, lima or cilimoya, he will have an income

corresponding to the salary of a teacher. We dg omdit, and only rural credit. We have
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always been dedicated to that and the future oti€surco is to keep providing credit to
this sector. We have no interest in Arequipa or ligycity, our expansion go the another
way towards places each time further away. The isléa decentralize, and turn Arequipa
into an operation center, nothing else.

Hector Madriaga (director of Fondesurco): Our @gian is concentrated in this kind of
market, where there is no competition and no supplyedit. For instance, three days ago

we started to work in Acari, which is a place whids not access to credit.

Miguel Cuevas (IAFANd it might not have access either because the ¢®sre too high

or because the level of the potential beneficiarigs two low. Besides, people do not
have a history of credit.

Hector Madriaga (director of Fondesurco): In finahterms, it is because the market size
is too small. This last place mentioned, for examplas got a population of two, three
thousand people, and at a maximum three up toHondred potential borrowers and this
amount of people is too small for a bank. The isgl&#ed to open a new office has to do
with market size. As well athe traditional banks would not go to Puquina anda@
because of the small size of the market, we alge haitations concerning the size of the
markets. In order to open a new office, we needestimated growth of two hundred
thousand dollars in the portfolio in the first yeand a growth of three hundred thousand
dollars in the second year, which is the averageleg to handle an office. If we do not

succeed in having this increment in the portfol@will not be able to cover our costs.

Marcelo Cortes Neri (CPS — FGV — Brazi#jnd do you succeed to be profitable in that
way?

Hector: All the offices of Fondesurco follow a priple that all loans must be recovered
and must generate an excess. We do not have theesaress of a bank that works with a
return on equity of 30% - ours is around 17%-18%siBally our return is so smaller than
theirs not because our costs are higher, but becausspread — the difference between the
rate we lend and the rate we borrow - is smalleridbsly, the rate we charge is much
lower than those of the traditional banksleo
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INTEREST RATES

Miguel Cuevas (IAF)How about the interest rate charged on loans?

Alipio Monte (director of CEDER) The rates chardgeyl the banks vary considerably,
ranging from 11% - to large amounts of money —af0% per year.

Hector: Our interest rates are already lower thase of other institutions. With respect to
the operations, the benchmarking — the averagehose who are in this business is 17%-
18% of costs in relation to the portfolio. Oursls%. Hence, we cannot lower our cost
even further. We cannot reduce our staff eitheroulld say the only way through which we

could reduce the rates charged is to have a laagge. If we enlarge our scale we would be
able to lower our interest rates. If we growth §esr the amount we are expecting to grow,
we will be able to lower them. Our mission, whiles@acial institution, is to provide fair

rates. video

LOAN DECISIONS AND ATTITUDES TOWARDS DEFAULTERS

Marcelo Cortes Neri (CPS — FGV — Brazig:there any difference concerning the need
for collateral? Is there social collateral?

Hector Madriaga (director of Fondesurco): The prgpegtle is not a guarantee, it is just a
threat. Its function is to make the clients thitlattif she does not pay she will have a
problem with her title. From this you have the mhation related to the knowledge of the
traditions, habits, social relations — if one isoflolic, does not like to work, etc. This is the
first source of information. The second concerres dhtivity. Ant the third one is the one
provided by the risk center. There are risk centieas gather information about the people
who are in default as well as about people’s cradégach moment. Fondesurco reports and
searches for information in two risk centers, wheeecan find all information we need,
which stems from banks, stores and public servieash as telephony. With those three
sources of information you have enough to makehepdecision of whether to give credit

or not.
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Marcelo Cortes NerfCPS — FGV — Brazil)Do people with less education have a larger

probability of paying back the loan?

Hector: Yes, in fact they do. There is what we ta#l defaulter profile, which we use to
make the scoring. For example, most of the defeultiee between 30 and 40 years old,
borrow between one and a half and three thousatidrgloborrow money to invest in
potatoes, have completed the secondary school, d@vsvo children, are married and are
men. This is the type of person the most likelh&ve problems in paying the credit back

according to our credit risk model..

I will tell a very tragic story, so that you caresghich extremes cases we can face. We had
a client in Colca who asked for a loan saying sloald invest and work. However, she
would not pay us back for a long time despite all asits, and we knew she had enough
money to pay. We then started to pressure andresiigate and then we discovered that all
the money went to her brother, who did not wargayg back. She got so desperate with the
fact that she owned and did not have how to pak baat she tried to commit suicide.
Meanwhile, the brother kept traveling, without wong about the debt at all. This is the
difference between a man and a woman when thew alebt. Fortunately she only went to
the hospital but nothing more serious happened. iadelt very bad, especially because
we became the villain of the story. And at lastdigcovered that, besides the fact that she
had given all the money to the brother, she hategdired and had to go to the streets. It
shows why we have to be really careful before isigira judicial process in such cases.
These cases are very rare. In the past couple ayk yge have started only one judicial

process.

Marcelo Cértes Ner(CPS — FGV — Brazil): How is the microfinance” siémity with

respect to the macroeconomic situation? Hector Mgdr (director of Fondesurco):
Definitely the macroeconomic context impacts sigakine example is what is happening
this year. We had planned to grow 35% this yeat,vem will grow 55%, because there was
an improvement in the market for our clients, thpestations of growth are very positive.
Definitely, credit has to be complemented with kabQur reflections confirm that
Fondesurco should provide the services it doesd@eople, but before the people have to

start a process of transformatiomieo
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In keeping with our previous studies in 2006, wevifgged a qualitative approach to the
impact evaluations. A combination of open-endeerinews, observation and document
analysis was suitable in most cases to tackle treerns of the research within the
constraints of the study. Moreover, projects toevaluated had already been selected
according to their diversity in terms of scale, fpenance and strategy. Therefore, we
could virtually typify each case study accordingatgiven performance/strategy category
and then identify its most prominent aspects tgeabetter the questions from the Scope of
Work. Within each project, we interviewed its maifficers, a purposeful selection of
beneficiaries, the main stakeholders and spedaiidten possible to triangulate as much as

possible the information.

Two important aspects were crucial to elucidatimgdutcomes assessments, namely:
* Reduced vulnerability or increased ability to dedth their circumstances.

“Vulnerability may be defined as an internal rigictior of the subject or system that is
exposed to a hazard and corresponds to its intrpreidisposition to be affected, or to
be susceptible to damage. In other words, vulniahbiepresents the physical,

economic political or social susceptibility or pigabsition of a community to damage

in the case of a destabilizing phenomenon of naasranthropogenic origin:®
» The contribution of the IAF-funded project to thisreased capacity

Unfortunately, we faced serious difficulties in rmasases concerning the scarcity of
financial information, which would be crucial taforough assessment of the performance

of microcredit programs in terms of financial susahility and institutional viability. This

5 Greg Bankoff (Editor), Dorothea Hilhorst, Georg ke (2003), _Mapping Vulnerability: Disasters,
Development and PeoplBarthscan
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too, however, we took as an indicator of the lovt a® much a clear resistance to the

disclosure of important information, but as thegiole lack of information.

This problem is not new to the IAF, as the follogrexcerpt shows:

“An early example of the paucity of financial datadievelopment finance is found
in the Inter-American FoundationBhey know how. publicized in 1977 (available from
the Superintendent of Documents, US GovernmenttiRginOffices, Washington DC
20402, stock no. 022-000-00137-0, reprinted in }986Be foundation reports that, ‘out of
21 projects, sufficient data (are) available orhefgrojects to make general statements on
loan repayment (rates)’. Twelve projects had beeroperation long enough to have

expected loan collections, but no data were on lfead42).*®

Inevitably, this shortcoming has created a biagawor of those grantees that presented
financial records, as their performance could kediaNot surprisingly, those with the
greatest capacity to show their financial recordiso goerformed better in terms of
microcredit service provision compared to theirmeuparts. For this reason, the “top three
financial performances” by the projects concerrséhthat disclosed most of their financial
information: Accedde (ME-407), Fundacion Leon (NO-2nd Fondesurco — which is not

a direct grantee, but manages the funds of twotgean(Aedes, PU-507 and Ceder, PU-

Return on Portfolioat |Number of  |Average Loan

Assets Risk>30 active Balance per
Name Country Total Assets days Ratio  |borrowers Borrower
FONDESURCO |Peru 2,228,098 5.13% 2.47% 1,818 1,168
Fundacion Leon |Nicaragua 6,263,954 0.22% 6.34% 9,43 554

493).

16 Von Psichke, “Measuring the performance of smalerrise lenders” in Kimenyi, Wieland and Von Piset{1998)
Strategic issues in MicrofinancAshgate.
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Index Formula ]

Capital
Self-Sufficiency
Solvency

Liquidity

Aside with their financial situation, this is hohetgrantees were performing in 2007:

Assets - Passive 066
Capital/Assets
Assets/Passive

Current Asset/Curren:

Passive

Table 2. Where organizations are now:

(Millions $)
17%
.19%

116%

Organization

Project Outcomes

Current Status

Introduction of bio-fertilizers,
increased association between

Increased dvison of labour within the
organization: from local development,
technical assistance to credit provisio
and support for commercialization

=)

of

d

Accedde producers, enhanced production.iservices.
IAffordable subsidized housing
during life of the project only.
Nowadays, strongolitical Increased social capital. Health centrg
CDPZ participation. Politically active.
Farmers still producing for subsistenc]
High default rate. Temporary but with greater autonomy as a result
increase in income. Increased |increased productivity. More organic
agricultural production. Protectedpractices. Limited access to credit an
Knan Choch woods area was increased. markets.
Improved farming practices, access
Apoyo to credit Mixed record of trust and performanc
Diminished credit activities, but
Soil conservation, increased sustained the reputation as a refereng
farming, enhanced agro-forestry |organization in technical assistance a|
IAgrodersa system, the trust before its target group.

nd

Espino Blanco

infrastructure, public services,
increased beneficiaries' participai
in decision making, increased
mobilization.

'The mobilization was strong, but the

Social investment fund: improvedyrantee's direct involvement in the so

strategies has been reduced lately. It
still very much compromised to
technical assistance and capacity
building.

is

Fundacion Leon 2000

Strong credit focus.

Social interventions, such as a projec
with the Spanish cooperation to incre
job placement for the youth. Current
financial services provision provide th
resources for these actions.

t
aSe

[}

Emucosa

Improved livestock, Temporary

collection action. Break of trust

Efforts to relobttust.
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Improved production and
marketing. Increased trust and |Strong credibility and bond between
mutual knowledge (grantee +  |grantee and beneficiaries. Sustained
Aedes beneficiaries). activities.

Incipient credit/financial culture. The
Improved local development grantee is fostering the formation of
Cedes practices: participatory budgets. |producers' association and cooperatives.

Improved irrigation, reduced
production costs, improved farmifustained intervention, good network
techniques, increased milk and high levels of trust among

Ceder production. community members.

The overriding concern is thus whether these pte®jaave addressed the socioeconomic
development needs of the beneficiaries and th@moonities, especially in what concerns

the following topics:

Increase in consumption and/or income
- Increase access to assets

- Women’s empowerment

- Beneficiaries’ empowerment

- Community’s social capital

More specifically, what has been the role of micedlit in eradicating poverty? And the
contribution of microcredit to these potential infs? Based on each report findings, this
summary report will try to unveil the dynamics oédit delivery in order to investigate the

outcomes of each strategy and their possible qtigktimpacts.

Each project report has aimed to address thesdiapugsn turn within each project’s

contexts (see website). We shall tackle each isstgn in the following sections.
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8. The concern about Self-Sufficiency

“Microcredit programmes extend small loans to vyaeopr people for self-employment

projects that generate income, allowing them te éar themselves and their familie<.”

Microfinance has been hailed as one of the mognging answers to the challenges of
poverty, but its path is fraught with difficultidisat can and should be addressed early on in
each intervention. Economic theory has it thatdemand for- and supply of funds would
converge in the financial sector to be channeledatds the activities offering the best
return to investment. The interactions between nioneel institutions and small-scale
producers, however, are beset with limitations igitlee intermediation and information
high costs — including the need to assess thetahbilfty and risk of the projecté— as well

as the diverse range of needs affecting rural fesm@ntrepreneurial capacity,
infrastructure, etc). These difficulties might imde the macroeconomic context, the
regulatory framework, grantees’ capacity, benefie& needs, etc. Some have argued that
its attractiveness lies in its potential to becose#f-sufficient. The importance of self-

sufficiency, however, does not come undisputethénliterature.

First and foremost, we cannot overlook the riftt theems to exist between what Wdfer
called “institutionists” and “welfarists”. Put sirtyp institutionists place great emphasis on
financial self-sufficiency and breadth over depthreach. “Welfarists, on the other hand,
emphasize depth of outreach. Welfarists are quifdicit in their focus on immediately
improving the well-being of participants. They &ss interested in banking per se than in
using financial services as a means to alleviatectly the worst effects of deep poverty
among participants and communities, even if soméhege services require subsidies.
Their objective tends to be self-employment of ploerer of the economically active poor,
especially women, whose control of modest increa$@scome and savings is assumed to

empower them to improve the conditions of life fbemselves and their children. The

7 http://www.grameen-info.org/mcredit/definit. html

8 valdivia, M. ‘Del Banco Agrario a las Cajas Rusalpautas para la construccion de un nuevo sistema
financiero rural.” NOTAS PARA EL DEBATE 13, Lima:RADE, 1995. 146 p. -
http://www.grade.org.pe/asp/brw_publl.asp?id=41

¥ Woller, G. et al. “Where to Microfinance?” in httfwyww.gdrc.org/icm/where-to-mf.html

69


http://www.grade.org.pe/asp/brw_pub11.asp?id=41

IAF Projects — Impact Evaluation Methodology — GRSV

center of attention is the "family." Like the irtstionists, welfarists have assumed more

impact than they actually have been able to doctffén

“Welfarists distinguish themselves from institutisis primarily by their value-based
commitment to serve theery poor (...). They do not differentiate themselvesahy lesser
degree of commitment to sound operational and memnagt practices or to institutional
efficiency or effectiveness. But whereas they helighat increasing financial self-
sufficiency is generally desirable, they are unnglto take the next step-to accept that

financial self-sufficiency is necessary to fultiieir institutional missions.”

Another take on the importance of institutionalbifigdy has it that “concern with viability
springs from a clear recognition of the scarcityregources. If resources are limited,
without self-sufficient financial institutions treeis little hope for reaching the numbers of

poor firm-households that are potential borrowers depositors>!

Therefore, three issues arise when discussingitpertance of self-sufficiency: the role of
subsidies; whether micro credit will lead to in@es in income and whether this increase
will impact positively in the condition of life; ah finally, if financial self-sufficiency is

necessary to fulfill a mission.

Reconciling these differences is beyond the ainthisf study, but based on the evaluated
experiences, we will be able to test some of tlsuraptions from each side in order to

hopefully contribute to the debate.

9. Good Practice in Microcredit: Reconciling Operaional Scale and a Poverty Focus

The group of projects selected for evaluation i@ 2@as rich and diverse in their goals and
achievements. According to table 2, each grantearigntly at a different moment in their
organizational evolution, which in turn also ditgaffects their target group. All grantees
are still active, that is, operating normally -haligh most of them have faced a steep

learning curve as a result of the IAF support.

D Woller, G. et al. “Where to Microfinance?” in httfwww.gdrc.org/icm/where-to-mf.html
% Gonzalez-Vega, C. “Do financial institutions haveole in assisting the poor?” in Von Pischke et.
Al.(1998) Strategic issues in microfinance, Ashgate
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One grantee, however, stands out as it has managétcrease the dimension of its
operations and provide services (including finanedfectively — i.e. by generating
important impacts - without losing sight of its mdcmission — i.e. keeping services
adequate and accessible to the poor.

Accion Ciudadana para la Educacion, la Democrach Desarrollo (hereafter, Accedde)
was formed in 1995 by an interdisciplinary groughwa background in participatory local
projects. Its mission is to promote and monitortiatives that strengthen rural
communities, based on democratic principles andakggstice. Accedde carries out this
mission through assistance, capacity building,ningi, management and knowledge
sharing. Its history with the Inter-American Founhda goes as far back as 1998 when the

first agreement (ME-407) was signed to implemedivarsified development project:

GOALS [Aims of the project Project Activities and Outp uts
Increase effectiveness and Training to 1,350 municipal officials and
democratization of local Strengthen the capacity of local stakeholders to comms leaders in strategic planning; citizen
planning processes mobilize resources participation methods, projects design, etc.
Improve municipal management and planning Strategic planning workshops
12 workshops (municipal planning); training
Increase community services and follow-up sessions.
Increase people's participation training, meetings
Provide training and technical assistance on
Improve rural social agricultural techniques, credit management
development ncrease agricultural production and loan funds
Mobilize and channel production and marketing
Increase income credit to 2,000 small-scale producers
Establish a Credit Fund with FIRA
Training to association producers
workshops: communities' associations
creation of 12 rural associations

The IAF donation enabled Accedde to leverage a aniee fund to access FIRA’s
resourcesFideicomisos Instituidos en Relacion con la Agtictd (FIRA) are trust funds

established by the federal government, whose majectives are to concede credit,
guarantee, capacity building, technical assistamoe technology transfer to the rural
sector. As a result of its successful managem&etedde has seen this fund grow to

encompass an increasing number of beneficiaries 63 in 1998 to 1891 in 2006.
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Accedde has focused its activities on beneficiandh up to 4 VSMD (valor salario
minimo diério — region-specific minimum daily wageyho do not have access to credit
and who rely on subsistence. The minimum daily wage¢he State of Jalisco, where
Accedde has its operations, is c. 49 pesos (US3$).4\Bost of the loans are directed to
small rural producers. For matters of comparisbe,Mexican official Poverty Line, which
is broken down into food and assets, shows tha®04 the urban cost of food expenditures
is 34% above the one found in rural areas. Whige same numbers for assets is 48.7%

higher.

Therefore, there is a strong poverty focus in Adegsl operational guidelines. Within this
context, it is worth noting also that Accedde hi® ancreasingly targeted women whose
financial status in Mexico rural areas is notoriguseak and “whose control of modest
increases of income and savings is assumed to eengbem to improve the conditions of
life for themselves and their childréA” Accedde has been prone to a welfarist approach,
which is “quite explicit in their focus on immeday improving the well-being of
participants®®. Although its portfolio is not purely poverty-fosed, the inclusion of low-
income participants confirms to a great extent tlaapoverty focus does not preclude
substantial institutional scale — that it is poksito achieve both breadth and depth or

outreach with poverty-targeted prografts”

Accedde has managed to provide this comprehenaweost in a display of its leadership
of the process without, however, overshadowingiigessary initiative of each beneficiary
(individual or organization) in the process. It lsvided the necessary information and
technical advice to each client, asemabler of projects. This kind of leadership requires a
sound and deep understanding of the needs of ikets;l their cultural background and

aspirations (as much as their limitations).

ZWoller, G. M. and Woodworth, W. “Microcredit agjeass-roots policy for international development”,
Policy Studies Journal, vo. 29, No. 2, 2001 (262}28
23
idem
#idem
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Lineas de Trabajo

Destinatarios

Servicios Financieros

Gestion de créditos de avio, refaccionario, de
arendamisnte, de compra v comercializocidn de
INSUMSS ¥ granos.

Formulacion de estrategias de financiamiento
infegral.

Acompaoarfiamiento legal, fiscal y contable de los
sectores productives rurales.

Financiamients Rural.
Apoyo ala
comercializacion.
Apoyo técnico-
administrativa.

Educacion y Asistencia Técnica

Asistencio y desarrollo de capacidades #Ecnico-
ocroductivas.

nstrumentacidn de esguemas de agrupamisnto
empresaral.

Formacion, copacitacién y actualizacion de recursos
Rumanos.

Asistencia técnico-
productiva.
Jervicios de

capacitacidn.
Acompafamiento de
pracescs crganizativos.

Organizaciones de
productores
agrepecuarios de
primerc y segundo
rivel.
Froduciores rurales en
acfividades no
tradicionales.
Enfidades
gubernamentales
vinculadas al sector
rural.
Instituciones
académicas orientadas
al desarrclle rural.

Desarrollo Local v Politicas Poblicas

Consultoria especializada en procesos de
pcaricipacién civdadana, administracion v gestidn
publica: planeacion para el desarrallo.

Asesona integral o gobiermos municipales.

Disefio y promecion de polificas piblicas

Adminisfracian y gestion
poblica.
Educacion y participacion
ciudadana.

Planeacidn del desarrclio.

Organizaciones
ciudadaonas.
Gebierncs municipales.
Redes de ONG’S.
Enfidades
gubemamentales.

Instituciones
educativas.

A case in point to illustrate this leadership iscédde’s partnership with the Sociedad de
Produccion Rural (hereafter, SPR) OCIJ Organiza€lampesina Independiente de Jalisco
"Manuel Ramirez”, located in Cuquio. SPRs’ membegsponsibility may vary according

to Mexican law, as follows:

En las[SPRs]de responsabilidad ilimitada cada socio responde$ de todas las
obligaciones sociales de manera solidaria.

En sociedades de responsabilidad limitada hastagbononto de sus aportaciones.
En sociedades de responsabilidad suplementada aldenégesponder con el monto
de su aportacion al capital social, cada socio @spe hasta por una cantidad
determinada en el pacto social, la cual no debedrmenor de dos tantos de su

aportacion iniciaf>.

25 http:/ /www.notarial78.com.mx/Sociedades.htm#SPR
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By engaging in a credit relationship with an SPg transactions costs are substantially
lowered for Accedde, since the OCIJ itself monittssnembers — as the OCIJ is liable to
Accedde. The homogeneity of the members as wetkdses the selection and monitoring
costs for Accedde. The project’s monitoring andofwtup and the credit operations are
also entangled, as Accedde has an office nexttoive OCIJ headquarters making for an

almost symbiotic relationship.

Apart from an institutional (welfarist) ethos anketgovernment policy that binds it,
Accedde’s beneficiaries have also counted on mtelerterest rates — which makes their
loans more affordable and manageable than elsewhkeeTasa de Interés Interbancario
(THE) plus 6 percentage points has been adoptefidogdde since 2004 and is defined as
follows: a plazo de 28 dias, es la tasa lider o de refeeengie la banca ofrece a sus
acreditados, y esta conformada por las tasas derést interbancarias que se dan a

conocer diariamente por el Banco de México en efibiOficial de la Federaci6ff.

The poorest borrowers in Mexico are faced with anber of constraints, of which we
highlight the following for the purpose of this dission:

v" Small plots of land

v Low technology levels

v' An ageing agricultural population: for instance, 2006, 53,47% of
Accedde’s borrowers were over 45 years old. Acowigi this ageing
population has decreasing productivity levels, irew of health
problems. The rural exodus of young people to urdnbaas aggravates
this problem.

v A historical exclusion from the formal financialstgm and an aversion

to risk.

In this sense, in order to “help the poorest” aitrieind will have to go a mile further than
the provision of loans. The ME-407 grant was desigto bring about comprehensive

improvements to the lives of the poor, especidilyse living in rural areas, by increasing

26 http:/lwww.bancomext.com/Bancomext/aplicaciones/glosario/nvglosario jsp?seccion=1828letra=t
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their productive capacity, strengthening their netilg potential and enhancing their
participation in democratic decision-making. Theref any impacts to their lives must be
seen within this comprehensive context, i.e. credit necessary to foster their
entrepreneurship, hence lifting them out of povetbyt other actions have proved
necessary to fight the social and economic exatugiat are so embedded in Mexico —
with which credit has but little reach.

As opposed to minimalist interventions, Accedde la@®opted integrative strategies:
“integrative programs, on the other hand, incorfotae belief that the lack of access to
financial services is only one of the many constsafaced by the very poor, including, for
example, social isolation, lack of self-confidendenited entrepreneurial experience,
illiteracy and major health and nutrition problefs”

Firstly, in order to increase the efficiency of tlwan, Accedde’s strategy focuses on
orienting borrowers about the intricacies of finanas well providing technical assistance
about the specifics of each business or activitye—Accedde advises borrowers upon the
presentation of their project proposal about theqadcy of credit for their strategy, while
also adjusting the loan amount according to thepayment capacity and the needs of their
activity. Accedde develops from the very beginnogheir relationship with their clients a
very intensive relationship, which includes onestw interviews, telephone follow-ups,
technical assistance focusing on management amsuataocy, among others. This has
increased Accedde’s credibility before its clieatsl also ensured better rates of return.

Project ME-407 helped its beneficiaries by idenmtify their main assets and exploiting
them adequately. Given Mexico’s land policy, mospple own small to medium plots of
land, constraining their production levels, henlgeirt ability to increase income. In this
sense, Accedde’s efforts to instill an associaticnfiure in Jalisco are therefore welcome -
cooperatives or agricultural associations have ggath homogeneous groups that know

each other’s problems and potentials. Accedde hlassbeen concerned with a longer-term

2"\Woller and Woodworth (2001).
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strategy, which would ensure the sustainabilityttedir productive capacity, as well as

increasing the area’s social capital.

Mr. Noel Velasquez has taken up

the loan himself to improve his

that he could take up a higher Io
— as “interest rates are not high .
His livelihoods strategy is diverse
aside with his shop, he als :

J
cultivates sugar cane and maize

Mr. Veldsquez at his butcher’s shop
and runs a blacksmith’ shop. He also could notftelsure what his monthly revenue, but

relies on this threefold livelihood sources to kéep family (wife and two children). He
has also taken up loans at the Caja de Ahorro,evherhas a savings account. He is not
aware of the interest rates there, but said thgidig an insurance premium of 500 (US$
46). In his view, credit has made him work more has also improved his financial

situation, as it has made money available for hooisebasic expenses (food, clothing, etc).

Mr. Manoel Serrano Vasquez reports similar impastse tells a familiar story: he had not
had access to credit until Accedde granted himQ2pesos (US$ 1100) in 2004. His first
loan was used to fix equipment in his small shay far from the other beneficiaries. After
repaying this first loan, he has taken 2 other sssive loans. Despite having a low income
of 15,000 pesogUS$ 1382) a month, he has managed to repay hisdod invest some
money in a new house. He also bought a car rectantlyis business. Having easier access

to credit has improved his life considerably.
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As ACCEDDE successfully performed over the yeatshas recognized the need to

specialize in its various segments and promote 1@ syeecific division of labour within the

institution. It can be said that its interventiamanfalls into three broad categories:

v
v

v

Production — capacity building and technical aasist (ideo);

Citizen participation — it has established a LobPa&velopment department as a
result of the great need to strengthen democradictiges. Its main tenet lies on the
citizens’ participation in public management, mginthrough communities’
representation in the participatory budgeti€o);

Credit (ideq).

The institutional outlook and increasing experideAccedde is commensurate with this

challenge:

Accedde, A. C:is the embryo of the remaining organizational grihdevelops
strategies to strengthen capacity of other orgéioizs.

Accedder, S. C. Servicios Tecnicosechnical assistance team.

Vinculamos, S. A. de C. V a platform for commercialization services ie th
agricultural sector.

Accedde Desarrollo Local, A.C.:this team is dedicated to build the capacity of
social actors and to boost local development pseEses

Accedde, S.A. de C.V Provision of financial services.

Institutional specialization

Accedde has progressed a lot since the inceptiats afedit activities. It has increased its

physical capital considerably, with the acquisitarits current office building, computers,

facilities, as well as its human resources. Whaitse, the grantee’s mission and vision are

very clear:

“Promover y acompafiarmediante un servicio de asesoria, capacitaciommacion,

gestion y sistematizacion de experienciabgrnativas que fortalezcan el desarrollo
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integral de la sociedad rural en el ambito local partir de la dptica de los sectores rurales
marginados e inspirados en valores democraticeepativos, de justicia social y de
profesionalismo institucional, asi como por medégodocesos de educacion y capacitacion
contribuir a la formacion de sujetos activos deasito desarrollo con una perspectiva
humanista”.

This mission is also supported by a sound long-tstrategy, which builds on the past
experience of Accedde — which does not seem te@aplacent about its strong progress
and good results. Jade, SA de CV is an ambitioog@rwhich aims to give greater scale
to the Cuquio model, that is, organize a chainrofipction with other Mexican States,
such as Chiapas, for instance. So far, there apaftRers for this initiative, who together
will contribute 5,200,000 pesos. The objectivehiattlade manages its own portfolio in the
long-term, but it is almost certain that at theibagng it will operate Accedde’s. It will rely
on a broader joint venture that will turn Jade imtoSociedade Financiera de Objeto
Multiple.

Jade aims to provide a range of financial servicegroups, mostly from the rural sector to
improve social welfare, introducing a credit teclmgy which makes small loans available
through the targeted selection, promotion, integnatfollow up and credit repayment. Jade
hopes to get into an untapped market: in Mexic&r @6% of the companies are micro-
enterprises, which together contribute to halflef# GDP and generate 7 out of 10 jobs.
Despite this, their access to credit is limited,tlasy still lack administrative structure,

collaterals, and financial information and cred#tbry. Additionally, it is intended that a

Jade will help consolidate production and diversify channels of commercialization.

Furthermore, an underlying important component ofe&lde’s performance also seems to
be the strong values that its staff shares — as® sainthem came from ITESO (Instituto
Tecnologico y de Estudios Superiores de Occidemte¢re Christian tenets are very
prominent. This has given them a distinct sensmis$ion and commitment throughout the
years, providing an important underlying ethos rdigss of the demands and

circumstances of each period.
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Von Pischke (1998:217) proposes that a satisfaderyf financial results should include
measures ofender liquidity (“cash and bank balances, short term investmamdsdabt
service collections)gfficiency (“operating costs as proportions of loans outstanénd
loans issued”)solvency (“capital-to-asset ratios after realistic provissofor bad debts”)

andprofitability (“net profit after tax, return on assets and ouitgt).

Financially, it is safe to assert that Accedde tediged on the IAF donations, since their
inception in 1999 — when it also began managing €ERBA funds. The IAF resources
totaled 200,000 dollars for this guarantee fund #lawed Accedde to access FIRA funds
of up to 2 million dollars, at first. As loans werecovered and the guarantee fund
increased, Accedde can access up to 20 millioradollts financial status (appendix II)
gives an estimate of its financial stability oviee tast 4 years that shows a positive increase
in its equity, which grew by 32% since 2003 (sebl&aelow with Accedde’s financial

situation).
. ., Dic/2003 Dic/2004 Dic/os Dic/2004
Indice Farmula Observaciones
(rillones de 5)
Capit Acti #al - Pasi . . JR— rucli o rimani
apta Activo Total - Pasivo 1472 5,544 7759 18088 dica el monte del poiimonio de lo
Ceontabls Tata ampresa
neCpEndEncla .CGDI'D.| C‘E"C'?" ! 12% 14% 14% 1% Indico =1 % de lo #mpresa gue &5 propic
Financiern Aciivo Tohal)
sal A Actvo Total f Pasivo 1127 T L1EE L19% Himero de vece: que el Activa Total
wElvEnEln e Toda s o : S cubre oz obligaciones @ Corto Plozo
T . Active Crculante § . . - 1 Proporcion en que el Activo Circulante
dice de liquides Pasive Girculante 1nx 1.10% 1.17% = cubre las obligaciones a Corto Plazo
Cagital de Trabajo -"ﬂc"-_'a.: Circu ante — 12,249 1,304 127 12,582 Cisponibdidad "'\"’ediuh:l.m_:'\: la
Pasive Circulonie operacion de lo empresa
~ Bozon de (Pas -_'c c.h:l ,"Acllvo 9% e 7% 3% % fotal d= fondos proporcionodaos por los
Endeuvdamiznto otal] x 100 acreedores
dlidad Heta ngrescs Tatale: - 5310 25814 % 33 Resuitado del ejercicic anakzade
Ejercida Egresas Totales :

Source: Accedde

Accedde has also diversified its portfolio (heneerdasing its risks) and the distribution of
credit along the years. As table below shows, tis&ridution per age groups remained
almost unaltered during this period, with the geeaind slightly increasing share targeting
those over 45 years old since this age group rexdain agricultural activities while
members of younger cohorts often emigrated. Anotimportant change refers to

distribution per gender: men remain the dominantdweer group, but their share of the
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loans have decreased from over 93% to 69%, whileneyo have increased their
participation considerably from just above 6% t&@Bietween 1998-2006.

The absolute number of borrowers varied considgrahiring Accedde’s history — a
variation not entirely disconnected from macroecenitoswings. From 1998 until 2003,
when Mexico economy experienced a good economioghehccedde’s interest rates were
subsidized and its portfolio increased from 57&r to 7011. Since 2004 though, the
number of clients has fallen from 3492 to 1748 W@ — as a result of the end of subsidies
to the interest rates. Interestingly, it is at thasnt in time that an important change in the
amount of loan happens strongly, that is, in 19884 of the loans were of less than 30,000
pesos (US$ 2764), while in 2006 it had fallen t8454 at the same time, loans of over
60,000 pesos had risen from 4% to 33% in the samed Furthermore, the shift occurs
more clearly in 2004 when loans above 60,000 péd@s$ 5529) reach 42,54%. One
should be cautious with these regressive figuriede to the size of the loans distribution
brackets since there is low inflation in the perigdthough the following statement, would
also not describe Accedde’s policy accurately i @so help explain a policy shift:
“emphasis on financial analysis and financial viddpil could logically lead to
subordination of outreach in order to become paifie. One means of doing this, found in
directed agricultural credit, is to abandon the gnal target group (Gonzalez-Vega,
1978). This generally occurs through subtle migmatinot as an abrupt change in course,

possibly through an increase in average subloaessiz

As a result of its credit technology — which ensueéfective targeting and follow-up based
on a productive portfolio - Accedde’s recovery ratenains high: of all the PROCREA
funds managed by Accedde since 1998 totaling 63598 pesos (US$ 60453599),
overdue payments accrued to only 895.482 pesos @ESB2). Therefore, since the
inception, 83% of the credit has been paid, 0,00 %verdue and the remaining amount is

still being managed. The Pronafim experience, tlimgire recent (since 2003), has been

28 \Jon Pischke, J.D. ‘Measuring the performance of small enterprise lenders’ in Kimenyi, M. S. (1998) Strategic Issues in
Microfinance Ashgate, page 227.
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even more rewarding: of a total portfolio of 113(#P4 pesos (US$ 10420267), there has
been full recovery. These indicators hint at thedyquality of its loans that has ensured

Accedde’s solvency and liquidity.

Comparatively, there are the so-called minimalispraaches, where the MFI is more
concerned with the pure provision of microloanse Tlosest case to this approach from the
IAF sample was Fundacion Leon 2000 — which, nores$ise provided some sort of basic
capacity building to its clients. Fundacion Leord@0s a Non Governmental Organization
that develops its activities as a microfinanceitason in Leon since 1993. It was created
by citizens of the city of Leon that gathered witte aim of searching alternatives to
support the socioeconomic and cultural developnretihe western part of Nicaragua. Its

focus is mainly the micro-entrepreneurial actitiyassist the urban sector.

It has concentrated mainly in rendering servicethéourban micro-entrepreneurial sector in
the areas where it operates, reaching part of greupban and practically it does not
operate with micro-credit for farming activities.nd main activities covered by its
programs are small business, small industriesjcgnand consumption and improvement
of housing. Its emphasis is on small businessesnlynéod and grocery shops and
services. Besides favoring the development of mismall and medium entrepreneurs,
through credit services and in management, it Fesldped activities in training and

technical assistance.

10. Fostering Social Capital

Pierre Bourdieu has defined social capital as ‘dlggregate of the actual or potential
resources which are linked to possession of a teraletwork or more or less
institutionalized relationships of mutual acquant@ or recognition.” It might already exist
and may affect the functioning of economic actestias social capital may facilitate access
to economic resources. This notion is so intimalieked to the idea of microcredit that is
easy to be overlooked as an aspect in its own.&tial capital is not a given, but must be

constructed at times for initiatives to prosper dondenable certain mechanisms. The
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guestion that pertains to this study is then ifstrategies adopted by the projects increased

social capital or undermined it.

The presence of social capital may help lower @atisn costs in the case of microcredit,
since community members may give out loans basetrust, decreasing the need for
intricate control procedures that would inevitabdyguire collateral. Aside from using the
available social capital, the project can also h&dp build it. Investing in social

intermediation may improve this process. Sociatrimiediation consists of a "process of
interacting with and engaging prospective borrowersecruit them and make them loan

129

ready™” by building their skills, confidence and necessaustitutions. If cohesion and
collective action are imbued into the process, ttten chances for strengthening social

capital may be greater.

Bennett® makes a distinction between the various rolesttr@MF| clients can have, from
beneficiaries to managers. As she has put it, tiseme necessary evolution toward the full
group ownership and management by beneficiariesebcouraging their participation in

the various activities of the project is highly uable.

Despite these convincing arguments, we strive itagktio this report a more realistic view
of such process. “A more dispassionate stancealldiv analysts to consider all facets of
the event in question and prevent turning the ewsditerature into an unmitigated

celebration of community™®

« Bridging social capital as a result of increased trade

29 Nitin Bhatt and Shui-Yan Tang, "Making Microcredit Work in the United States:
Social, Financial, and Administrative Dimensions," Economic Development Quarterly,
vol. 15, no. 3 (2001), pp. 229-241.

% InVon Pischke et. Al (1998)Strategic issues innsfinance, Ashgate.

3L A. Portes (1998) ‘Social capital: its origins aperspectives in modern sociologynnual Review of
Sociology 243, 1, 1-24.
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Project PU-507 was very successful in overcoming afithe main obstacles to the success
of microcredit programs, namely lack of access tarkats. In the report “Promoting
Market Access for the rural poor in order to achiéive Millennium Development Goafs”

the International Fund for Agricultural Developmé&iAD) has recognized that “in their
participation in agricultural markets, poor producefind themselves at a major
disadvantage (...) they lack the collective orgamrathat can give them the power they
require to interact on equal terms with other, gaihe larger and stronger, market

intermediaries”.

Cotahuasi is located in the La Union province, Imeatst of Arequipa, part of the Andes
Tropicales. La Union presents one of the highestedy levels in Peru, marred by the
terrorism of the 1980s. Despite this, La Union Immy being recovered by a series of

integrated actions that privilege environmentakgcton, as Manuel Tejada explained:

“La primera Agenda 21 Local de La Union, fue forauléh para el periodo 1996-
2001, bajo la perspectiva de que la poblacién dprtavincia posee potencialidades
para emprender un proceso de desarrollo sostenilgiee resultaba necesario una
etapa de formacién de capacidades dando inicio rat@so. Se destacaron dos
aspectos: la gestion planificada, concertada y iggpativa, y; la experiencia de
econstruccion del tejido social, a partir de la procion de la produccion organica,

para la seguridad alimentaria y la agroexportacitt.

Project PU-507 entitled Reforzamiento de las Capacidades en Post Cosecha los
Productores Ecoldgicos de la Provincia de La Uniérrequipa” was thus conceived to
help bring about the improvements foreseen in thentla 21. In fact, the project aimed to
“incrementar el ingreso de 1.000 agricultores y roempresarios de la Provincia de La Unién
mediante la mejora de la calidad de sus producto@dgicos”. Such goal would be achieved

mainly through 3 strands of activities, namely:

%2 Discussion Paper, February 2003.
B "Agenda 21 local De La Unidn - Arequipa, una al&ira para disminuir la pobreza extrema" — Manwghda, Aedes
- http://lwww.condesan.org/e-foros/Municipios2002/jada.htm
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a) Environmentally friendly agriculture
The project'spiece de resistanagiven the favorable conditions for organic prodoti

in Cotahuasi.

b) New alternatives for processing local produce
Includes capacity building ang

Ieadership formation

de Cultivos Organicos “APCQO". "‘ ﬁﬁﬁﬂ ﬁm@ EE ﬁ ﬁ

c) Search for international | = | ;
buyers L) e ?‘E:ﬁﬁ—— 73 IE

-!*n -
were in place, project
beneficiaries and partners could

address the international market_
demand for organic products. Seeds kept by Aedes to ensure the production's dive  rsity

Aproplame is the association for the commercialiraof medicinal herbs and other plants

(including mint, for instance). Aedes has been supmy Aproplame since its beginning,

when it helped to gather producers around the gawject. According to Jaime Vera (33

years old) Aproplame’s president, the challenge we@ssiderable as “it is not easy to

convince people that there is a market for thymemimt” when they are so used to

cultivating maize, potatoes and wheat, mostly fabssstence. Jaime, however, does not

regret his choice to invest his time, energy argbueces in these new cultures, as the

market for quinoa, mint ankiwicha has improved — but the outcomes of this improved

market will only be felt according to the intere$teach farmer, he says.
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In fact, three factors have contributed to Aprop&ampositive trajectory so far. Firstly,
Cotahuasi has a favourable environment for orgamédiuction, as its soil is virtually
uncontaminated. Secondly, allied to this naturalosyment, Aproplame also gained from
its organizational basis, which gathers 120 farntieas help to improve the association’s
stance when discussing prices and accessing mabiketgrtue of the scale of production.
The association stores the produce and searchesuf@rs, decreasing the opportunity
costs of each farmer.

Their relationship with Aedes encompasses techmissistance and credit provision. The
provision of technical assistance has helped Apropl to diversify its production, by
introducing for instance aniseed and other hend ta lower production costs by teaching
new techniques (organic compost) and moving to ahtraction. The provision of credit
for commercialization has improved the relation wesin the producers and their
association and ensured more dynamism in the madeduse “se cosecha y se necesita
gue se les paguen”. If they do not have creditaypfpr the harvest, producers may have to
wait for up to 2 months in order to be paid, beeatiss a long process from the harvest to
the payment: the association has to wait to gatheugh produce to sell in large quantities;
find the buyer and negotiate the price; wait foe thuyers to pay for it. In 2004 the
association got 2,000 dollars in credit to buy #mseed production from its members,
which helped it to have enough available producecéammercialize with important
international clients. At the individual level, théencome is still very little as there is an
average profit of 500 dollars after the harvesttf@ir self-consumption. This is however a
sign of the increase in the price of mint, for amste, which Jaime attributes to the force of
the association before its buyers. One kilogramnioft used to be worth 3 soles, and now it
has increased to 4 soles. In order to decreasesiteeof their survival, producers diversify

their livelihoods not only through different herlbsit also by rearing small animals.

Higher prices, improved production techniques armdased organizational effectiveness
have also helped to yield positive outcomes in seahorganic certification — which is a
strong factor for the independence of the assaociatiosely linked to its bargaining power.
Buyers/brokers used to pay for this certificatidritee association’s farmers, which bound
producers to the buyers’ imposed conditions ofgwjicsales, etc. Therefore, affording its
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own certification has been sine qua noncondition for the association’s good quality
operational growth — which has ensured its autonantd/ ownership. Since the beginning
of this partnership with Aedes, the organic cerdife has been totally assigned to the
association. At first, Aedes sponsored the cediiin process entirely. As Aproplame
increased its capacity, producers began payin§@t of the process by discounting 0,10
soles off the price per each kilogram of productidaime has a very assertive position

about the need to pay for the certification: “Puese pesado, mas é preciso que se

acostumbrem”.

The project PU-507
(Aedes) helped to
establish promising
market linkages in the
region, as its credit and
technical assistance are
allowing beneficiaries
to engage in food

processing (in the case

~ Kiwicha crop SRSTERARE of mills, for instance)
and also to bridge the distance between small-$aateers and traders (like Green Export).
Beneficiaries have been encouraged to enter thdupen associations, whose functioning
has been increasingly improved in order to guaeaeféectiveness. This context forms a
fertile ground for the provision of trader credithich has yielded good results.
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Choice of product

- High nutritional value for home consumption
- Marketable product
- No crowding-out of subsistence production

Incentives to improving the profile of beneficiaries’ production

- Capacity building and technical assistance
- Access to markets
- Credit for commercialization — prompt payment

Association of Producers as the main form of orgamation

- Collective Sale: small landholdings with greatergaéning power with buyers

- Peer pressure: compliance of member with rulesbaadd’s sound financial managem

- Company status: contracts with buyers
- Engagement with other stakeholders: e.g. supplyraais with public authorities.

Impacts

- Increased awareness about health; drop in alcdiusiea
- Decreased vulnerability to shocks (contracts’ segur

- Increased revenue

- Increased consumption

- Increased food security

- Autonomous organic certification, which helps torgmase the
independent growth of association

Risks

- Dependence from kiwicha revenue: oscillations & th
international market
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* Building Trust

Another important example of social capital impastss the case of Espino Blanco in
Nicaragua. In order to increase the efficiency gundrantee good rates of return, it advises
borrowers about all the necessary details to trequacy of credit to their needs and
possibilities and established since the first mamesf relationship, a very intensive
relationship which includes one to one intervietedephone follow-ups, periodical visits,
technical assistance, training on specific isswegmprove their performance. This has
increased Espino Blanco’s credibility before itertis and also ensured better rates of
return. It also has been an important channel faalisfarmers to have access to technical
assistance, one of Espino Blanco’'s strengths ad asl the learning process on

organizational practices and strengthening of $a@ajaital in urban as well as rural areas.

“Trust has been an essential reference for tieatsli affirmed the Executive Director Julio
Santana in one of the interviews, and this is corgd by Emilo Mundz , small grocer shop
in Nagarote that said “ | have always had crediemvhasked for it because we created a

relation of trust, and he knows exactly what | gahand pay back, and | also know”.

Espino Blanco’s activities promoted an importardrge in the lives of the beneficiaries,
ranging from community engagement to increasesaimihg performance. The grantee
specifically implemented a social investment fupdrallel to its credit operations. The
combination of these two programs had on one $ideetonomic improvement and living
conditions of individual beneficiaries and on ththes the opportunity to aggregate
community members in collectively defined projetctsmprove their quality of life and/or

fulfill specific demands decided by communities.eTdutcomes of the Implementation of
the Local Fund for socio-economic and socio-envirental investment are the main

innovation of the project.

Within this scope 10 projects of Social Investmdfund were implemented and
approximately 1900 families were benefited in ddéf®@ projects, and 8% were
beneficiaries of Espino Blanco. The logic thatduals the available resources is linked to

the borrowing capacity of Espino Blanco, as 2%auftecredit obtained goes to this Fund.
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The projects linked to the Fund for Social Investtm®ocial Investment are guaranteed by
the premise that implies that the larger the nundbaslients the better to guarantee more
funds. During the project the amount spent was @6473,69, being 37% with funds
provided by the Investment Fund, 36% by communité®6 by municipal governments
¥ and 7% by other organizations.
J The projects developed were
: | an outcome of priorities
defined by the communities in
direct interaction with the
R communities and with the
' | assistance of Espino Blanco

members.

The investments supported by

( the project had a varied range:
Espino B lanco’s beneficiaries .
of police in a neighborhood with serious problemshwiolence and lack of safety,

the construction of a substation

benefiting almost 1200 households, the construatiocommunal dwells for 290 families,
the construction of pit latrines for 24 familieetreparation of housing for 26 families, the
installation of public lighting for 80 families, ¢hreparation of two churches for 108
families. They also implied according to the betiafies and leaderships in capacity
building to strengthen institutions and leadership.

According to interviews with beneficiaries the iraetions were very well evaluated.
Manuela Gonzalez and José Jimenez, community keadéreparto Ruben Dario in Leon
consider the outcomes of the process very posiliiey accomplished the construction of
a police station in the neighborhood, something\wes very demanded by the community.
They stress the importance of the alliances and thew helped reduce tensions between
households and municipal authorities. The rol&sgpino Blanco was that of a facilitator
that coordinated meetings, organized the activided gave the input of the building

materials, while the municipality designed the pobjand the community its labor force.
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* The importance of how things are done: Impacts to {fizenship

Maybe if we had to define Project PU-493 (Cedes)oime word, we would say

“integration”. The project tackled the identifiedoplems through an integrated strategy
made up of credit, technical assistance, capadiiigibg, etc. As one of the main goals of
the project was to instill a new mindset among feiaies, the process whereby it would

be achieved becomes as important as the outcomes.

Alejandro Dias Robles used to be the Pichirua maydhne time of the project and as such,
he helped to manage the local aspects of projecd¥3J In his opinion, the credit
experience in his village was good because it wasded (it supported the most needed)
and very opportune (its timing). The project helpbe local population to invest in
animals, fruit farming and to reach the market.

The process of capacity building was a very impursdage of the project. Interestingly, he

noticed that throuh thecapacity building effonspject staff was able to see each

B ﬂ*ﬁ

participant’s own
initiative, character and
whether they had the
necessary ambition and
whether they were
“worthy”  of  this

project. The project
demanded a shift in
thinking  that, by

definition, takes a long

time. Beforehand,
An inscription at a Pichirua wall
decisions based on a short-term horizon and onlhigtdividual factors. Alejandro,

people used to make

however, noticed that the project has instilled oagker-term collective approach to

decisions. People have learned to organize theesebllectively and an association of
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honey producers has originated from this procé%¥ge learn more together than working
alone”, he says. What's more, the association catheg more products, hence being
stronger in the market. As part of this processpje are learning how to store products
together and how to re-invest their gains in ttemestion.

Concomitantly, they have also improved their finahananagement skills and their
responsibility towards each other. Despite thedefrimade towards a more collective
action, Alejandro reveals that producers still preb take individual loans because being
accountable for someone else’s debt is a burdadeAom credit and collective action, he
also reputes technical assistance as crucial tachevement of goals. For instance, he is

now better prepared to manage the irrigation iddns or to plant fruits.

11. The contrast to Social Capital: “bowling alone®*

Sometimes, the structural circumstances may nqt teefoster social capital — as in the
case of Nicaragua. “In Nicaragua, a series of coditpydooms in coffee, cotton, and meat,
together with a set of policy distortions that ememed the accumulation of land, gave,
from the late 19th century, rise to a systematmcess of land concentration (e.g. Paige
1997). This process was accentuated by land atiquishrough A. Somoza, who assumed
the presidency in 1936, and his family. The Samstinievolution in 1979 unseated Somoza
and distributed large tracts of lands to former keos. However, during the Sandinista
period, which lasted from 1979 to 1990, and esfigdia its final phase, the Government
distributed, through its agrarian reform prograargé amounts of land it did not legally

own, thereby laying the seed for continuing insigun the sphere of property rights.

()

The importance of these issues is most strikinljstrated by the case of cooperatives.
The large majority of these cooperatives have Idmgen disbanded ande facto
individualized. However, inability to determine wher or not current members of the

cooperatives are rightful owners of their land, etbgr with an institutional and legal

341n reference to Robert Putnam’s reference work.
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framework unable to resolve the issues, especjaibyision of the 5 legally required
documentation, at the speed required, made it alifuimpossible for members of
cooperatives to formally make tlie jure transition to individual land ownership. The
productive inefficiency of collectives and the needcontinue fighting legal battles for
their land led to a precipitous economic declingh& cooperative sector and a wave of
distress sales (Jonakin 1997), both of which agfégirimarily the poorest groups in the

population.®

Interestingly, two interviews confirm this trendwards individual activities, as the
following excerpts explain. Marlon Valle is one tbe three partners in a cooperative that
borrows from Agrodersa (Project NC-234). Eight weago shares of the hitherto
communal land were raffled among members of thenconity and he was assigned some
3 manzanas. Only three years ago he obtainedtibael&eds. Their involvement with the
grantee began with technical assistance, for igstény introducing “curvas a nivel”, soil
conservation and reforestation and workshops thatording to him, provided the
motivation to carry on working with Agrodersa, as dnd his friends saw good outcomes
from this intervention. Aside with technical asarste, Agrodersa also provided loans at
2,5% monthly interest rates — he took his last [Bamears ago to improve the “ramada” of
chayote and granadilla — both of which he selledly in the markets. Interestingly,
although being a member of a cooperative, he $efisproducts individually and the
advantage of the cooperative is mostly in the wdadke purchase of inputs for production at
lower prices and in their mutual support. The poasi experience of sharing the land and
producing together was rather innocuous becaudeg @plains, each farmer has his own
rhythm and pace, which makes collective work hafeErause some may produce more

than other whilst all reap the same benefits.

Before having access to credit from Agrodersa, toelyced less quantity and only three
types (beans, maize and citrics). After Agrodergarsject, he now has 25 types of

plantation and 3 manzanas in total. “Soy generddoempleo”, he says proudly. His total

% In Investment and income effects of land regularizatio: The case of Nicaragualaus Deininger and
Juan Sebastian Chamorro - World Bank; UniversityAGéconsin, Madison World Bank Policy Research
Working Paper 2752, January 2002
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annual investment is 60,000 cordobas (3240 USDhancevenue may reach 80,000 (4320
USD). Before the project, he only had c. 40% of tamount and did not have enough

resources to sow the land, in which case “que s@car?” — he asks.

Marlon is convinced about the virtues of diversifyihis production: he has products all
year round. His income has increased as a restilhiarfamily has felt the impacts through

a better diet.

Across the road from Marlon’s finca, we met Doms@inio Aguillar — an older member of
the same cooperative. He also used to share tlealadh later obtained his private farm.
Five years ago he began working with Agrodersashi#es Marlon’s opinion about the
benefits of separating the land: it is better beeahey have greater autonomy. Agrodersa
followed in the footsteps of the Campesino Campe€irganization (which helped to build
the terrazas). Agrodersa has been of great helpubechis finca is not considered a
sufficient guarantee to secure a loan elsewhere.nélds the loan to invest in the
plantation. Two years ago, he borrowed 800 cordgbasdollars) to buy the plants. His
production of coffee has grown since the startefproject — but he borrowed far less than
Marlon and has not been able to increase the $ihes dand showing a more conservative

profile maybe reflecting his age (capacity to prosju

12. Empowerment & Decreased Vulnerability

The Grameen Bank experience (especially) set hogledfor microcredit as a development
strategy to empower women who, upon receiving shoafts, may improve their stance in

the family and in the community. Among all the exatbd experiences, we found evidence
in consonance with this expectation. In particullae, case of Project PU-481 - whose logic

model could be thus represented:
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Figure 1. Project’s Logic Model

| STRATEGIES | OUTCOMES | GOAL
Construct an irrigation Improve water resources
system distribution
Increase the income of
Provide micro credit — |1000 families of small
services scale famers

Provide capacity building
and technical assistance tg
enhance the technical Improve profitability of fruits
capacity of farmers. and cattle
Boost management of dynamic
local development processes

We selected a group of interviewed women who boevrom Ceder (whose fund is
managed by Fondesurco) in order to illustrate thpaicts of credit in the specific case of
dairy production. They had already worked with mplioduction before, but their cattle
productivity was low in view of the quality of anais, production techniques and technical
aspects — all of which were duly addressed duraggacity building. They refer to training
as “charlas” (talks), which has also indicated ttegse sessions were very accessible to
them and made them at ease. It was very impordahietachievement of goals to introduce
changes slowly — not only because of their techyiodd challenge, but also because of
their costs. Once the genetic quality of the ligekthad been improved, the productivity
increased to 15 litres a day to some farms, with ithplementation of more effective
techniques. In a group of 5 women, the average Wwesdbetween 5 to 10 animals, which
they buy and sell according to their needs. Thailydactivity involves milking the cows
and taking the milk directly to the “queseras”.r Bas group of women, the consensus was
that credit helped to improve their lives by makig economic activity viable through
training and the provision of capital. They used kbans to buy the cattle. They could not
recall having specific training on financial managgt or other related marketing aspects.
Nonetheless, they became able to buy more land lnohwto plant forage — instead of

buying it from external sellers, which increasedititosts considerable. In addition, they
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have more control over the quality of the foragéjoh ultimately affects the quality of
their products (see “The Milk Route” photos).

As production became more efficient, these womeited the decreasing amount of time
they need to dedicate to cattle rearing. Their oupd economic status has also increased
their autonomy and self-esteem (understood as fegreption about their own capacity
and means to change their status). As a resuleakdsed costs and increased gains, their
families’ food intake has also improved. Despiteitlacknowledgement about the virtues

of credit, they still repute interest rates ashagh vis-a-vis their monthly earnings.

According to her, she could not afford credit eleeve because it is too expensive. Her
financial management and strategy is still verpiinfal though: she could not precise what
her monthly income is, although she reports that mlanaged to repay her loan duly and
that “las cosas estan muy a gusto” — she also doesave a formal savings account.

Accedde has provided her group with basic finanealons as well, and she now feels a
stronger grip on her accounts (“si hay ventase gieede gastar”). For instance, she took a
20,000 pesos (US$ 1843) loan last December, whiehused to purchase new items and
which she plans to repay during this year. The '®#éggest impact for her though has

been a change in household dynamics: as she nowenaource of credit, she no longer

has to ask her husband for money (he cultivatesarsagne). She has become more

independent and he “no longer yells” at her: “nadeemanda, porque nadie me mantiene”.

13. Governance: a crucial winning feature

Two specific cases demonstrated the importancegoioa governance structure: Emucosa
(PU-492) and Apoyo (ME-431). In both cases, the kwgavernance structure was an

important factor to undermine the achievementfiefaroject.

In the years that preceded the IAF-funded proj&s#4B2, the Emucosa had a mixed track
record. The governance structure was weak andyedsihinated by the character of the
manager in the period 1996-02.
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According to some findings in the self-evaluatiangess promoted by CEDEH, “la junta
directive percibia sus sueldos sin consulta a ésghdos de las Ecosas, incumplian con los
estatuos de la empresa y proponian a
sus trabajadores de confianza”.
Afterwards, in subsequent years, the
perception was also that the president

and managers would seek personal

advantages through the organization.

The problems referring to the fund

management almost compromised the
whole project. Shortcomings concerning technicsdistance also constitute one the
greatest limitations of the project, as the benmafies tell about the “falta de equipo tecnico

para operacion del centro de inseminacién artlficia

Governance problems refer not only to possible rargmgement but include also structural
rules, such as the short term for each Emucosdaaga manager to remain ahead of the
organization, which weakened the communication betwthem and their respective

communities. What's more, there have been accuasatigo that the so-called special loans
were given without the prior authorization of thengral assembly. These various factors

influenced the low levels of loan repayment thabale-capitalized the Emucosa.

The project was affected by personal problems bstwidae manager and the project
engineer, who left the project. His departure wasaor loss to the project given the
importance of technical aspects to the succeskeointervention. An audit also found out
that there was mismanagement of project resouhcesew of this, the Ecosas decided for
the substitution of the manager — in order to avb@ltotal interruption of the report.

As the new manager came from Arapa — as oppostr torevious, who was from Chupa
— Chupa inhabitants did not lend him the necessapport. In a report at the time, it was
mentioned that “hubo la necesidad de centrar l#isidades en el distrito de Arapa v,

principalmente, en la comunidad de Quesca, comdrgdaadera”. Given this geographical
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shift, Quesca and surrounding villages receiveatgrebenefits from the project compared
to other project communities instating a sensd being among them.

The Final Report (Juan Carlos
Rheineck) had already pointed out
that “otro de los factores
motivadores de la crisis inicial fue
la poca transparencia y claridad en
el manejo financiero de los recuros
por parte del entonces presidente
de la Emucosa”. The reason for
this high default rate is, according

to the analysis of Cedeh, due not

Sheep by Lake Arapa
only to this lack of mutual trust, but also to thexperience of Emucosa in charging the

debt.

If by one side, the managers did not operate cllyefay another side the members of the
various Ecosas would not inspect or verify thericial statements or management by the
Emucosa management board — in other words, thesdittla project ownership and much

of a passive stance by the beneficiaries. Thilesfias been effectively learned by the
Ecosas, at a high cost (break of trust), and isgoaddressed in conjunction with Cedeh, by
rendering the management more decentralized —tivgtdecision-making assigned to the
Ecosas as well — and increased accountability.mbeéel should be that the Emucosa will
help the Ecosas obtain loans and refine their egratplanning, whereas the Ecosas

themselves should manage their own resources Igirect

Nabal Mamani, who was the Emucosa president in -B®8reckons that the biggest
mistake in the management of the project budget thaisthe boards did not observe the

Emucosa statute and re-assigned credit funds & atttivities (such as operational costs).

After 8 years of operations, and many experiencésl@ssons, the Emucosa started a duly
self-evaluation process in partnership with CEDBHhrough this process, they have

reviewed their mission:
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“Somos una organizacion de 18 empresas comunaléss aéstritos de Arapa y Chupa.

Identificada con la produccion agropecuaria paradelsarrollo regional, que asumiendo la
opcion por los probres, promueve y apoya por medéo la formacibn humana y

capacitacion tecnico administrativa, gestion geiah@ la organizacion. Empresarial y

desarrollar actividades productivas en las difeemtineas, y potenciar la capacidad de
las personas organizadas para mejorar la calidadviga a través del cuidado de su
capital sociat

CEDEH is now working to rebuild their confidencedallective action. During our visit,
the current Emucosa president also accompaniedh uke interviews in the various
communities, re-establishing the ties with the Bsodiealing the finances is also part of
the joint effort by CEDEH and Emucosa called Fetahiento y Gestion del cambio para

la consoidacion de Emucosa — whose report staaés th

“En la actuallidad se espera un acuerdo de delegadoss Ecosas en la que se defina la
tasa de interes uniformizado para Arapa y Chup#p @spedido de los socios y delegados
de las Ecosas, asi como el lugar donde se hardiedeel pago de sus deudas, porque
existe desconfianza en las Juntas adminsitradoras EHinucosa, asimismo existe

desconfianza en sus tesoretos

The Gayangareo Case: How it worked & Why it stopped working

When Apoyo (project ME-431) decided to support Agliores Unidos, given the large
number of farmers, it distinguished between th&#ht types of projects, that is, among
land with and without irrigation and mechanized aot-mechanized. Once these features
were defined, Apoyo could implement a technologpastkage, provide adequate technical

assistance and analyse the soil, according tdHittaptor and nutrients.

Credit was provided according to some basic catemamely, the number of cultivated
hectares, the type of plantation and the type afkage. Therefore, for instance, a

plantation of 3 hectares of maize in irrigated laodld obtain a loan of up to 5,000 pesos
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per hectare. Credit was provided for few hectaceddgin with, in order to verify the

progress.

As credit was individual, many important decisiomsre made by the farmers. Many of
them would buy cheaper inputs and/or apply leslifers in an effort to cut down on
costs, but also compromising the success of thauxenHere, Apoyo faced its first great
challenge, that is, how to monitor the project mdosely and provide technical assistance

to influence better choices.

The solution found was to control the purchasenpiits to avoid future problems during
harvests. Therefore, Apoyo began to distribute sefstilizers and other basic inputs. It
also included in the loan amount, the numbejoafales (the value of daily wages): 60

jornales are necessary to sow 1 hectare of maize.

According to Roberto Ramirez, the situation impibwace Apoyo began controlling the
distribution of inputs — while it gave farmers tif@e needed to adjust to this new learning
process. Apoyo’s first idea was not to interferethas level, but circumstances were
challenging. Likewise, after 2 years, Apoyo alstrdduced an improved seed which
diversified the producion with positive results.r kostance, yellow maize could get better

prices in the market.

Apoyo’s technicians would make systematic assedsnanthe production in order to
estimate the harvest results. Nevertheless, dtrtieeof the harvest, they noticed that some
farmers would sell their produce to other buyeis o their own association). Apoyo felt
that its intervention then should also spread e&odbmmercialization stage, given that this
kind of practice directly affected the farmers’aapato repay their loan — since the group
was responsible for the repayment of each indiVido@an. The fact that farmers were
usually organized in ejidos facilitated the inspmttof obedience to these rules, since in

each ejido one farmer was elected to assist Apdgohicians.

During the first 2 years of the project, groups evee-arranged, as farmers got better
acquainted and chose their partners according éw tiwn criteria of trust. All in all,
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farmers in that area are a cohesive group, givath @ther the necessary support in times

of need, e.g. health problems, according to Apogoector, Roberto Ramirez.

Once the main aspects of the production chain hesh karranged, Apoyo was better
positioned to negotiate with buyers. The price dadiza would be established at the
beginning of the productive cycle in a consensub Wuyers. Then, a meeting with farmers
would assess this cycle, defining hectares andygtanh. This price “assurance” proved to
be attractive, in an environment where uncertagaty be the rule. As Mr. Ramirez told us,
the only drawback is that the benefits of thisaadint commercialization (e.g. 48,000 tons
in 2004) were too obvious and enticing. Outsidedpoers began selling their produce to
the organization, that became de-capitalized, Is=avhen organization members bring
their produce, they are in fact paying off theibtle while outside farmers were paid in
cash for their production. The organization was veoted into a commercialization

business and “un mal sabor de boca comenzo adydiog to Mr. Ramirez\(deo).

This operational shift of the organization, combineith the losses from the 2003
hailstorm, helped to perpetrate overdue paymenmyé&’s mea culpacomes with the
benefit of hindsight. IAF resources were used toeas Fira’s funds, in a 1:10 ratio. As
there was a large number of farmers involved, Apogmed Siacsa (the administrative arm
of Agricultores Unidos) to provide individual crédassess the harvest and control the
pagaré®. Apoyo then began lending money to Siacsa, wholdvbuy the inputs and pass
them on to producers. Since 2005, Apoyo left trmugrentirely and engaged in a judicial
battle to recover the loans, whose overdue amaeexthes 14,000,000 pesos (including
interest rates). Mr. Ramirez reckons that they (&poshould not have distanced

themselves from the producers.
Accede:

In order to meet these beneficiaries, we traveteBtzatlan, a small town two hours away
from Guadalajara. There we Maria Guadalupe Fragustrigues, who belongs to a group

of 10 women and received her most recent loan inebéder, 2006. She owns a small

% “E| pagaré, es un titulo de crédito - o titulo valor que éeme la promesa incondicional de una persona a la
cual se le denomina suscriptora, de que pagara aagunda persona llamada beneficiaria o teneaiaaa,
suma determinada de dinero” (Wikipedia).
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clothes shop in one of Etzatlan’s main roads, wiicthe sole source of income. Before
accessing credit, she could rely on the shop’ssswlemake the necessary inventory
purchases. As sales “became very weak”, she detidask for credit in order to keep the

shop well stocked — “hay que tener algo nuevo pangler”.

14. Increasing effectiveness: Divison of labour

Most grantees did not have a “financial vocationdbpto their engagement with the IAF,
that is, they were purely developmental NGOs thétndt provide financial services. Few
of them had already engaged in microcredit by ime tof their agreement with the IAF
(e.g. Fundacion Leon). As the projects were apgt@rel implemented, the grantees had to
develop their skills in the field of microfinande. this sense, the learning curve occurred
simultaneously to the project implementation. Meexo their relationship with their target
group had been built mostly on the provision ofelegment services free of charge, which

would change dramatically as the credit fund cawdtpreclude the repayment of loans.

As in the case of Agrodersa (NC-234) a shift fromrgly technical activities to
technical+credit services also marked a changehéngrantee’s relationship with their
beneficiaries, as beforehand they would donaten#wessary inputs, whereas afterwards
they would lend resources and expect a repaymés. rEquired a change in the general
culture of relief approach towards a more respdasise and management of resources —
which has been out of the control of the grantezofding to Edwin Padilla the technical
assistance and credit provision have to go in allearbut independent way. “We go
together to a farm and | say: this man does thditcaed | do the technical part. But at the

same time it has to be coordinated.”
Many challenges would arise from this shift, oneéhaf most important being the muddling

of missions within the same organization — thatteghnical assistance and capacity

building v. microcredit.

101



IAF Projects — Impact Evaluation Methodology — GRSV

In order to overcome the resulting problems thaivedd from this institutional dilemma,
successful experiences have moved towards ingemmaels of division of labor: either
through an internal process of institutional dietsiwhere the distinct tasks would be
assigned to different departments, as in the cageaedde (section ##); or by delegating
microcredit activities to a specialized (exterraiyanization, as in the case of Ceder (PU-
481) and Aedes (PU-507) who have established a wenyful relationship with
Fondesurco, Fondo de Desarrollo Regional, a nomgowental organization specialized in

credit for small-scale producers and micro-entnepues in the rural sector.

Credit Technology in Project PU-481

In order to better contextualize Ceder’s effortss iinteresting to see the brief description
on Peru’s previous experience regarding credit. dlidlenge was established: against a
background of poor credit antecedents, Ceder stamplementing microcredit initiatives
in Omate and Puquina, through an alliance with Esadco — which will be described in
more detail now and in the interview with its exieel director in the end of the coutry

report.
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In 1994, Ceder and two other partners founded Faande - an NGO specializing in micro-
finance, providing credit to the agricultural sedto South Peru. Ceder has maintained its
non-profitable status and continues to focus oneld@mental activities. Its role is to
design the project, raise the funds and implemeatinitiative. Fondesurco, in turn, will
manage the fund and offer the microfinance senltas.committed to matching the funds
raised by Ceder in up to 100%. Their institutional
closeness risks some mission muddling, but they
have strived to make the division of labor more
precise, as Ceder will establish the credit pararset
for Fondesurco to implement; and it will also
contribute with the relevant intelligence aboutdloc
production aspects that are important for
Fondesurco to create the most adequate credit
mechanisms. Additionally, Fondesurco founders

play of role of overall guidance without interfagin

. b in its administration.

Wine producer - Omate
The partnership’s “health”, according to Hector Madga (Fondesurco’s director), has

been ensured through a clear governance strugthexeby Fondesurco keeps its complete
autonomy from its founding partners. In other wordsndesurco’s financial management
is well defined having its long-term sustainabilitymind and it is not subject to Ceder’s
own institutional demands. Hector tells of their utmal trust” as instrumental to the
success of this enterprise. Furthermore, they shafendamental common vision of a
socially oriented management that governs theirratjwms. According to the current
operating model, Fondesurco has established o= off each town, namely in Puquina
and Omate. Despite increasing its operational cadlsts physical presence has improved
Fondesurco’s performance, as the two regions arestdated from Arequipa (it takes up to

4 and a half hours to cover the 120 kilometers betwArequipa and Omate).

In the case of Project PU-481, the main criterion the provision of credit is that the
borrower applies it to a productive activity. Sedlyn that this productive activity focuses

on the fruit or dairy production, depending on lbeation (Omate or Puquina). This sector
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approach has increased Fondesurco’s staff knowledgeh ultimately feeds back into
their procedures in order to provide better sewvilwethe rural farmers. IAF-related funds
are borrowed at 3% interest rates monthly, as aapts other projects where the rate is
3,5%.

In order to tackle the informational constraintattiare so peculiar in the rural financial
market, Fondesurco began its credit operationsrbyiging loans to groups. This strategy
remained for over 5 years, until a “knowledge pd@dl been built and the operations could
be carried out on an individual basis. Accordindgitector Madriaga: “Before, 99% of our
credit functioned through a model of group lendibgt now 99% of our clients have
individual loans and only 1% borrows within a grdu@he individual lending is
functioning really well. If the peasants want tinja group they can, but they do not need

to.

Similarly to the banks, in case of impossibility mdcovering the money, Fondesurco
punishs the client. Until last year it have hadudicial processes. Someone who has been
punished due to credit default is in trouble, sineee, in order to get a job, for instance, the
employer will look at the risk center to find infoation about the person’ credit history.

The cases of default correspond only to 3%.

One of the reasons of Fondesurco’ success islikgtltad been in the area for 13 years.
This long permanence allows them to get to knowpfgewell. Thus, since they know the

people, the activities and the problems that caargenthey are able to provide individual

credit sometimes without collateral. Obviouslythy start in a new area they will not do

that. They start by acting very carefully.

In the meantime, Fondesurco also developed cem@chanisms of credit approval that
encompassed other stakeholders’ information. Fstairce, in order to approve credit for
irrigation systems, Fondesurco would have accesdlisi of farmers who did not pay their
water bill — this would be used as an indicatothair behavior and solvency. Aside from
this consultation, the president of the “Comissida Regante” responsible for the
management of water resources would also give pfgoxal to the loan. Since the

inception of the Central de Riesgos, operationaimecsimpler:
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“Las centrales de riesgo administran sistemas destres que contienen informacién
consolidada y clasificada sobre los deudores. L#tr@lede Riegos de la Superintendencia
de Banca y Seguros (SBS), es la Unica central gaiBkistente y se rige por lo dispuesto
en la Ley N° 26702. Dicha central de riesgos adstiaiinformacion proveniente Gnica y
exclusivamente de entidades financieras, bancgriate seguros, quienes se encuentran
obligadas a reportar mensualmente la informaciérevéluacion y clasificacion del deudor
debidamente actualizada. La informacion de la 3BS puede ser proporcionada de
manera gratuita en la Plataforma de Atencion Ussiate la SBS y el Unico requisito es
tener nuestro Documento Nacional de Identidadr sBqparte, las Centrales Privadas de
Informacion de Riesgos (CEPIRS), tales como INFBEOy CERTICOM, estan
reguladas por la Ley N° 27489, y se dedican a leetay la informacion que administra la
Central Riegos de la SBS, asi como otra infornmadiversa proveniente de fuentes
privadas37”

Currently, 99% of Fondesurco’s loans are now irdiiai — which follows a trend in Peru,
where farmers would rather operate individually oggosed to assuming a group loan
(regardless of whether their past experience wagtive or not), revealing a very

conservative attitude that, in their view, helpgtotect their few assets.

This individual streak also increases Fondesuraogsrational costs relating to credit
follow-up. Nowadays, once the credit is approveds@d on the Central de Riesgo
information and the financial assessment of theadpctive activity, including cash flow
and seasonality) Fondesurco monitoring consista @dan repayment follow-up: if and
when a borrower does not meet the repayment saheduFondesurco agent will be
responsible to visit him, enquire about the readonghe lack of repayment and seek a
flexible solution, which may include reschedulit8pme projects may entitle the borrower
to a longer grace period, where the first paymeilt only occur 5 months after the
concession of the loan. In these cases, the offieesits may be more frequent, since they
lack the mechanism of repayment indicator.

37

http://64.233.169.104/search?q=cache:ejeucQ5wGWod.ascar.gob.pe/interior/notas%2520de%2520interes
/centralesRiesgo.pdf+central+de+riesgo&hl=es&ctk&led=6&gl=pe
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According to Hector Tapia (director of Fondesurtitg recovery of unpaid loans work as
follows: “First of all, we start with a good evatien. Second, we consider one day of delay
as the member being in default. The financial waxdsiders as a criterion for default a
period of one month, but for us the criterion i€ @ay. If an individual does not pay in the
deadline, the next day we are visiting her to cadag the money. If the default is due to a
reason such as the clients having been robed,aimus family problem, or a bad harvest,
that is, something justifiable, we renegotiatedibt. This renegotiation in some cases can
lead to a refinancing, which is not common, butsgas. On the other hand, if a person has
capacity to pay it back, but does not want to, r@aiction is totally different, we pressure
with lawyers, notifications and other serious thséa

A relevant idiosyncrasy, not unrelated to rural gy, in these markets where Fondesurco
operates is the desire of borrowers to repay thams whenever they have “money in their
pockets”. A crucial incentive influencing this befa is that interest rates are discounted
according to the earlier repayment the debts. Tdusor creates a liquidity problem for
Fondesurco, whose safe insurance is limited, bey tinay, for instance, receive up to

300,000 dollars in monthly amortization as a resotitead of the foreseen 120,000 dollars.

Fondesurco’s institutional

strengthening is closely linked to th
project PU-481. According to Mr.
Madariaga, it was difficult for them ta
obtain resources around 1999, wh¢
the IAF approved the grant to Cede
They had access but to a few dong Alternativa

from Japan and Belgium, whic ar de Crédito paral€l :

hampered their capacity to grow. 1A ' Desarrollo Rural® '&l;
funds increased their portfolio helpin ) '

-
. N

them to achieve greater operationa
scale. What's more, the IAF project was Ceder’st fopportunity of providing loans in
soles, overriding the past obstacle of providingnkin dollars in distant areas, given the

exchange rate oscillation. Their institutional léag is also closely attached to their
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operations in Omate and Puquina, which enhancedkhewledge about rural markets. In
addition, this experience shaped their portfoli®¥® focuses on productive activities

(instead of consumption) and 37% are women borrewer

Fondesurco has had a very respectable performartbe ipast few years, according to the
Mix Market database. To begin with, its outreaclalfé 1) has increased in absolute
figures, as the number of borrowers increased figd®4 in 2002 to 1,818 in 2006. This
increase in the number of borrowers has been matohan increase in staff number. Only
20% of the loans in 2005 were below the US$ 300stold — hinting at the dimension of
its outreach to the poorer borrowers in its poidfoGiven this profile, Fondesurco occupies
a different niche in the Peruvian market, compareather similar MFIs (Microfinance
Institutions — Table 2). Fondesurco has got eigjgnaies, if you consider Puquina and
Omate with two thousand clients. Before, everythiras in dollars, but it has changed. At
the moment, for example, 57% of the clients’ pdidfas in soles, and this is important,
since the peasants organize their activity entirelysoles. The average of Fondesurco
clients is 7 loans. It uses progressive lendingtisig from small amounts of, for instance,
300 dollars, which go up progressively and leashdividual lending.

According to Fondesurco Executive Director, Hed#adriaga” Three factors determine
the success of credit: (i) the clients should haheir word; (ii) the financial institutions
should adequate themselves to the local conditianst (iii) the activities should be
profitable.” Before, everything was in dollars, hbuthas changed. At the moment, for
example, 57% of the clients’ portfolio is in solesd this is important, since the peasants

organize their activity entirely in soles.

Fondesurco thinks to raise savings in the long. dimvould have to pay taxes over income
gains. The main benefit is the opportunity of pding this service to people who otherwise
would not have access to it. A second one is tipoipnity of income gains by means of
saving. Whereas the banks give 1%-2%, Fondesuxes ¢o its sources of financing 8%-
9%. It should earn more profits in this way. Todagarns 18% on average. A typical

financial institution earns 35%.
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Fondesurco received for the second time the awardifancial transparency given by
Cgap. What this prize recognizes is the effortitigtitution has been making in showing
the financial information publicly. Besides, thigarmation is audited, and the quality of
this audit is the same of the one of a bank. iasonly a financial audit, but a portfolio
audit as well That is, it analyses client by client. In additidhere is a managing audit.
This one is more dedicated to the issue of whdtieinstitution is managing standards in
what concerns human resources, logistic, proceduties system of control, the
management of risks, etc. In the beginning of taryondesurco had as well a very good

risk qualification: B, which is very high in miciiofance for Latin America parameters.

Aedes & Fondesurco

Aedes has established a very positive alliance Wwidhdesurco. Since 1994, Fondesurco
has focused on feasible models for rural crediiciicurrently include different types of

loans:

« “Libre disponibilidad™: for individuals to cover ets not directly related to
productive activities, such as food, education, duegl costs, household appliances,

etc.

« “Working Capital”: for individuals who want to ingein the following activities:
agriculture, cattle raising and commerce.

+ Fixed Assets: same as above but directly linkegtiegourchase of fixed assets
related to the economic activity.

¢ Infrastructure: working capital related to the rbighing, enlargement of facilities.

Fondesurco provides loans from 350 nuevos sole€35i000 nuevos soles, with interest
rates varying from 2,5 to 3,5% monthly dependingh@currency, product and guarantee.
This rate includes the IGV tax to which Fondesuscoesponsible (Mibanco for instance
may charge up to 4%, even without the incidencth@fiGV). The institution focuses 80%

of its activities on agriculture and cattle. Givigs excellent performance in the last years,
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Fondesurcos has been given a rate “B” for its “pdimientos sofisticados y eficientes,
perspectivas de evolucion a largo plazo. Algunaeras pueden ser aportadas. Los riesgos
a largo plazo estan identificados en el plan esjrab (...) El aumento de la competencia
serd balanceado en el corto plazo por el buenipoaimiento y la capacidad demostrada
de FONDESURCO de adaptarse internamente”.

Fondesurco has strengthened its credit methodadbggincorporating agile information

flows thanks to a new software system. Furthernf@leseguimiento de las actividades se
ha tornado mas agil, con reportes mas detalladosmpletos tanto para el personal de
campo como para la gerencia. A nivel gerencialusmtan con reportes resumidos, siendo

de rapida disponibilidad y permiten monitoreamistitucion desde diversos angulos.

The selection of clients is an initiative of theedit analysts who work in the field — “se
cuenta con criterios prudenciales para filtrarntBeno sobreendeudados (no mayor a 2
préstamos en el sistema financiero) por medidoedifcaciones en las centrals de riesgo”.
They will assess the client’s willingness to replag loan and their cash flow (considering
the seasonality of the rural calendar). If a potérdostumer exceeds certain limits, they
will probably ask for guarantees (collateral). Rermore, decentralized committees speed
up the disbursement of loans. Credit analysts heawd&ed in the organization for a long
time and have gathered the necessary knowledge #isorural sector but the report warns

that “mayor complementariedad cQ

personal técnico en tema
agropecuarios enriqueceria

personal de campo”.

According to Hector Madriaga
Tapia, Fondesurco’s director, th
arrangement with Aedes allows ap&
interest rate of 1,5% with a flexible
deadline stretching up to 5 days
Their experience with interest rate

charging is extensive: in 2006 they

Drying herbs - Omate
decided no to charge interest rates for overduenpays, assuming that beneficiaries would
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meet their payments. This worked, however, as athagincentive as people did not
comply with the schedule. Therefore, they resumargihg interest rate in 2007, which
helped to raise the repayment levels. In this arstance, they observe minimum default —
which, in fact does not reach 5%. Hector Spinozdiiir Industries) illustrates the point:
“The collateral they demand are the title of ouusm and a receipt of the water and light

bills, nothing else.”

The interest rates charged are enough to covepérational costs involved in this alliance
with Aedes. Furthermore, to every input made by e@sedfor instance, Fondesurco is
committed to providing a matching fund. It currgrtis a 1,200,000 dollars capital. There
are gains for both parties, i.e. Fondesurco benéfim Aedes’ local knowledge of the
benefited community and Aedes benefits from Fonaesfinancial expertise. Fondesurco
asserts that, without Aedes, it would have beetualily impossible to reach the Cotahuasi
area given the high costs (distance) and the rarespecialized personnel dealing with the
rural sector demands. Furthermore, Aedes providethar comparative advantage as it has

specialized in organic production.

Fondesurco has treaded a successful path sinéeuitsiation in 1994, when 13% of its
portfolio was considered risky. For them, profielso assessed in terms of the social gains
experienced by their clients — hence their allisnegth organizations whose ethos are

related to development.

Fondesurco’s break-even point used to be an 80@60&r portfolio operating 5 agencies
with fixed costs. Nowadays, with 7 agencies itspbias risen to 2,300,000 dollars. Their
aim is to lower the interest rates and increasentimber of clients, to which it will have to
raise its portfolio to 3,000,000 dollars by the efdhis year. They hope to achieve this by

accessing resources from the international coopearagencies.

Interestingly, the scenario for microcredit in Péas changed considerably since 2000. In
that year, electoral purposes conduced to detrmhemcisions regarding credit, for
instance by exempting overdue repayment from gpeetive penalties. There was some
group lending, but in 2001 with the land titlinggteation, they could ask for real

guarantees, such as mortgages and up to 2003, 9@% loans were guaranteed in this
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fashion. Combined with this, the government alsabéd the functioning of Risk Central
(central de riesgo) where debtors are registeredgnblic database for consultation by the
interested researcher. Mr. Madariaga considers dahisextremely important factor for

change.

In the case of Apco, the previous acquaintance Mgties has helped decrease the number
of guarantees demanded by Fondesurco. Up to 5@ledaans do not require mortgage,
but only that activity is developed in the regiohat Aedes guarantees the loan; and, that

the borrower is not registered in the Risk Central.

The positive trajectory of Fondesurco, Aedes asdbineficiaries/clients have already
shown interesting changes: beforehand farmers waskdfor credit in order to sow their
fields, while nowadays their loans are investedntarging their business (for instance, by

acquiring new land, etc).

15. Microcredit General Lessons
The most important lessons from the evaluated éxpegs could be summarized as:

a. Willingness to borrow is greatly determined by theborrower’s land tenure

and/or access to other resources.

Despite the fact that microcredit has traditiongltgnted access to loans without the
need for collaterals, the greater part of the ldeernces showed that there was a
serious requirement in terms of collaterals. Thaeefbeneficiaries’ promptness to
borrow was not only determined by their financiglls or entrepreneurial profile,
but most importantly, by the existence and siztheir assets that could be given as

collateral.
b. A beneficiary’s repayment capacity should not be uderestimated.

Many experiences showed that poor borrowers wesé @ punctual in their
repayment as higher income clients. In realitywéds not uncommon for these

poorer borrowers to even repay their loans befonedule. In this sense, repayment
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capacity was more a question of proper planninglaad adjustment according to
the client’s profile, rather than inconper se In view of this, many grantees found
that it was more important to establish and enfofe& rules without

underestimating the borrower’s ability to repayt imstead to know his/her profile

better to instill a responsible credit culture.
Diversification of the portfolio

The initiatives that have lasted longer, as in ¢hse of Fondesurco (Aedes and
Ceder, Peru) were careful in spreading the risksftem associated with agricultural

activities either by lending to other sectors (umbar by tackling different areas

concomitantly.

Social intermediation costs are worthwhile.

Social intermediation involves efforts to build tb@pacity, skills and confidence of
potential borrowers. In all initiatives, without eeption, there was the need for
addressing these constraints and enhancing thesesao that the project would
yield a good result. In some cases, unfortunatklyg,lesson had to be learned at the
expense of the project’s success. Grantees thitaoaextra stride to build up the
capacity of their clients, such as Accedde, haveyed better results of their

projects not only in terms of microcredit, but alsdroader terms (wider impacts).
Ensuring good repayment ratesresponsibly

Aside from this social intermediation, the finaricimanagement skills of
beneficiaries should also be enhanced through fapecapacity building, if
possible, prior to the provision of loans — so asta burden beneficiaries with debt.
Successful experiences have also carried out a toedit profile” assessment

before the loan in order to tailor the repaymemtditoons to the borrower’s profile.

Joint provision of capacity building and technicalassistance
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Capacity building and technical assistance veame qua norconditions to improve

the efficient use of resources. The constraintpdor people go beyond the mere
lack of liquidity and encompass also the lack oflitds to escape the trap of
poverty. Providing credit alone, without identifgintheir other needs might

implicate in greater burden or debt to the clients.

g. Improve access to markets

Access to markets constitutes one of the condueiem®rs for an increase in income

and, consequently, in raising living standardspimorer farmers.

As small size landholdings prevail in rural argag, scale of production is usually not

enough to reach distant markets and the local eogns not so well developed as to

absorb a larger scale production, so farmers termmtdduce for subsistence. Gathering
in an association or a cooperative not only heypsohvey each small-scale production,
but also helps to enhance social capital — if ahémthese organizations have a good
governance structure, clear rules, strategies, etc.

h. Lower monitoring costs

If breadth of outreach cannot be achieved at fitsiill be necessary to lower costs,
without compromising the quality of the service,arder to keep a sound financial
balance. It is clear that social intermediationte@se worthwhile and should not be cut,
especially in a context of poorer borrowers whosdile may need to be lifted up to a
sound repayment capacity. Therefore, using créptoduld lower other costs. In some
cases, the grantees took advantage of availabtemation to infer a borrower’'s
repayment capacity — e.g. based on the public vgat@ice payment record.

i. Paying serious attention to community-building effots

Individual methodology has prevailed over solidargroups among the evaluated
projects. The exceptions have been loans givemootoperatives, which have worked
well. As we explained before, dispensing with tmeup methodology may hinder the
access of borrowers who lack physical assets tageas collateral. More importantly,

however, the prevailing methodological choice asyever, undermined the gains that
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derive from group loans, which include greater abwiteraction, empowerment, etc.
Individual loans tend to yield good results but a@nstrained to the household

(increase in income and consumption, decreasecrability, etc).
] Improving the focus

Obviously, some borrowers are poorer than othewviéting credit alone to allegedly

poor borrowers may help to stress power and wehffarences among the destitute
group, as some of them have previous existing aigset those assets not provided by
the project such as human capital, land, etc.) thay entitle them to take better

advantage of the loan. The box below indicates sointigese assets:

Box 1. Reaping the Benefits of Credit in a Constraied Setting.

1. Accessa alternativelFor instance, access to pensions may help inctbe
income affordability of credit while it “buys” the time #1
some productions may demand in order to be
ripe and produce gains.

2. Previous financiallt helps to focus the choice of production and
and manageriamanagement (including knowledge about cg
knowledge diminishing the risks of failure.

3. Good quality land |Land is for most beneficiaries their main resouese
as such, it needs to be productive.

4. AssociatiofThose who join productive associations may
membership increased access to markets.
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16. Special Recommendation: Timing and Structure athe Grant

When faced with a grant proposal, the IAF repregerg may not have much time or
access to all the relevant data (sometimes eveaubecthe grantee does not have it) to
make a fully informed decision. Given these comstsaa rapid appraisal is called upon. In
the case of projects involving microcredit compdeesome indicators may help in this
decision because they will demonstrate the reasliobthe grantee in implementing such a

project.

To begin with, the grantee may not have substaexipérience with financial management.
In this case, the institution may need to be stteerged before accessing the donation in
order to better use the money. This challenge shoot be underestimated as creating
“viable institutions can be a project in its owghi and building strong organizations can
be even more important than the swift disbursemoérhtinds.” (Schmidt and Zeitinger &
Kimenyi, Wileand and Von Pieschke, 1998).

As it has been argued, “it is by no means certhat tational donors (in particular,
governments who “remain committed to poverty aléen well after international
agencies have moved on to the next Big Idea”) abhndon microfinance “if subsidized
microfinance proves to deliver more bank for butlant other social investments”
(Morduch, p. 1998c, p. 4#) This perspective sheds some light on the dilenaiaut
subsidized programs. The IAF has traditionally ifiglfl its role in Latin America by
investing in promising, but somewhat risky programbere the grantee usually climbs a
steep learning curve as the project unfolds — btihea same time, the grantee finds itself
stronger at the end of this process. In order Her microcredit project to deliver “more
bank for buck” in the case of the typical IAF grt social intermediation costs, for
instance, are crucial because the role of the geawbn’t be simply to provide credit but to

change the behavior of the beneficiary so thahhrssituation improves. Social mediation

38 Where to microfinance?- Woller, Gary M.; Dunford, Christopher; and Warner
Woodworth 1999 Published International Journal of Economic Developmgviol. 1,
No. 1, pp. 29-64.
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costs, however, will affect the budget and compeenthe pure self-sufficiency of a project
almost inevitably — because the aim will not begbufinancial, but above all, social. As a
result, the project can truly serve the IAF valuas,described at the beginning of this
paper. Subsidies are not necessarily evil, but im&gct help to place the grantee at a more

stable path towards sustainability.

This path may be long, however, exceeding the U3ual4 years of the IAF grant. In this
sense, the strategy does not necessarily neealtalencredit immediately, but include it
half way through the project, once the granteeasenprepared to deal with the demands of
fund management intricacies. The initial analysistiee project should be absolutely
realistic about the feasibility of the strategyeTihiggest risk in microcredit projects are not
the poor borrowers’ repayment capacity, but theeetqtions about what might be achieved

with such a service.

If on one side, the capacity of the grantee shaehkr be ignored at this first appraisal of
the project (regardless of its intentions), on baoside, the strategy of the project should
not overlook the capacities of the potential ckerdr beneficiaries of the project.
Microcredit may not be always the appropriate respofor poverty reduction. “For
microcredit to be appropriate, a pre-existing lewdl on-going economic activity,
entrepreneurial capacity and managerial taleneedad®. As we have seen, the level of
economic activity may not be sufficient to provielgough income, so access to markets is
essential. Moreover, entrepreneurial capacity amghagerial skills may need to be
improved — through capacity building efforts angheence. Aside from these, we could

also mention social capital as one important camdlifior the project.

The poorest of the poor have pressing needs whictoanedit cannot address isolately — at
least without burdening them - such as health alhutaion. In this case, the grantee may
need to take its target group through a processrevbasic needs are met and other
capacities are built. “This progression of suppsetvices— from grants to training to

savings to self-employment—appears to be suffidiemitreak down the barriers of extreme

39 http://www.cgap.org/docs/FocusNote _20.html
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poverty, social isolation, lack of productive s&jland poor self-confidence that previously
kept this population from self-employmetif.”

The IAF will need to distinguish between each geardnd its capacity, strategy and aim, in
order to define the appropriate response, or @ffemstruments for different cycles in the
life of the MFF%. This should not detract from the IAF’s risk-tagsiathos. One of the main
merits of the IAF is to tread where other donorswwdo until the path has been paved.
Nevertheless, learning from the past risks is kewill increase the effectiveness of the
IAF interventions.

“0'In Donor Brief, CGap, May 2002, “Water water ewehgre, but not a drop to drink.”
41
Idem.
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17. Overall Conclusions (Executive Summary)

Presentation

The Inter-American Foundation (IAF) has hired thente for Social Policy of the Getulio
Vargas Foundation in Rio de Janeiro, Brazil, toryasut the evaluation of several
development projects in Latin America, entirelypartially funded by the IAF. Throughout
2007, FGV evaluators carried out the assessmeslewén IAF-sponsored projects spread

out around Latin America.

The ex-post evaluations assessed the long-termcisipéthe projects on the lives of their
beneficiaries, through the use of qualitative amdngitative methods of research. The
evaluation findings will help the IAF consolidatacadisseminate its knowledge on the

strengths and weaknesses of microcredit-relatatesgiies.

The evaluation has been carried out by a teamsefarehers led by Marcelo Neri from the
Center for Social Policies at Fundacao Getulio Yarim Brazil. The following description
concerns the fourth year of the project. The evadnaaddresses eleven microcredit related
projects in three countries: one in South Americ®eru - one in Central America —
Nicaragua - and one in North America - Mexico. Bebjgoals ranged from an increase in
the income of small-scale producers Guadalajatderico, to help for low-income, rural
Nicaraguans affected by Hurricane Mitch to recqueductive capacity, and prevent future

environmental disasters.
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A Study of Micro-Credit

11 projectsin 3 countries

Mexico (ME-):
407 (Accedde), 419 (GCK), 426 (CDPZ) & 431 (APOYO)
Peru (PU-).
481 (CEDER), 492 (AEDES), 493 (CEDES) & 507
(Emucosa)

Nicaragua (NC-).
227 (Fundacion Leon) , 230 (Espino Blanco) & 234
(Agrodersa)

Objectives

The objective of this microcredit evaluation ishelp the IAF to set a vision on how to
support microfinance and microcredit programs iway that is consistent with IAF
philosophy and mission, which is to allow peopledntrol their own circumstances.

Methodology

With respect to the evaluation methodology, thiarye few changes were introduced. First
an organizational assessment of the institution ease, through document analysis and
interviews with grantees and the main stakeholdgirsce mid-2007 the evaluation started
to emphasize the beneficiaries’ impacts, in order understand the beneficiaries’

perspective, through open-ended interviews. Giventopic at hand, microcredit, which

has many specific related issues, an institutiamal regulatory analysis was also carried
out. Another novelty in this year's evaluation wae financial data analysis and some
credit related macroeconomics analysis, which eaflyr essential, because the framework
and the regulatory and the macroeconomic contextseach country can impact

considerably on the institution’s performance.
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The report is divided in three countries, and elaab a macroeconomic background and
regulatory framework.The evaluation included anivitiial report for each of the 11
experiences evaluated. While last year they hadtis#ve pages on average, this year this
length increased to forty-five pages each with a&ecative summary to facilitate the
introduction to each report. The report is dividedthree countries, and each has a
macroeconomic background and regulatory framewbhlere are videos of all evaluation
fieldtrips, with the inclusion of twelve DVD setas well as photos so that everything is
historically documented. There are also relevaetriiews with specialists in each country:
Hector Madariaga and Alipio Montes from Fondesurcd’eru, from Accede in Mexico
and Roberto from Nicaragua. Besides, interviewsewaped and put within the country
report together with a summary. Microfinance issaes very rich, so restricting it to the
evaluator’s own words would detract from the rickmef the audio-visual material that is

linked at specific points of the report. All infoation is available on the website.

Evaluation Methodology

v Organizational Assessment from Focal Groups
v' More Emphasis on the Beneficiaries

v'Analysis of Institutional & Regulatory Credit-
related Mechanism Design

v Financial Data & Macroeconomic Analysis

v Reports*, Websites*, Videos, Photos, Monograph

Typology and Ranking

Credit itself does not create opportunities, bubved people and institutions to take

advantage of the existing opportunities. If therapenal/development side of the initiative
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is not working well, you may still have a very niceedit component, but it won’t work.
The credit is just a means, not an end. The typotbgt follows is based mainly on two
criteria: the grantee’s level of credit speciali@at which was the main characteristic
considered, and the potential of the grantee’s Idpwgent activities. We tried to rank

theses institutions from a microcredit perspecfivee basic classification was

() Advanced level grantees have a good microcredit and developrseategy. One

lesson learned is that when an institution triesldoboth microcredit and other activities
together, the results can be quite limited. Cregiecialization is key, there are many
different ways to achieve that, and as a result dhentee experiences transparency,

outreach, self-sufficiency, growth potential, andial return.

ACCEDE was chosen as the top institution, dueddimtancial and social results and the
fact, that although not knowing much about crettiey evolved and ended up creating

different enterprises. It personifies very muchtype of the ideal IAF approach.

The second is a pair of Peruvian institutions, CRD&d AEDES. They are linked to

Fondesurco, which is a very strong credit insttutiThey have different ways of doing

this division of labor. ACCEDE divided its operat® internally, whereas CEDER and
Aedes delegated fund management to Fondesurco. Wéhatally observe in some cases,
in some cities, is zero percent default. The tling is Fundacion Leon, in Nicaragua, a
purely and strong microcredit institution.

(i) Intermediate group. Grantees have good development projects, bute tlzee
competing interests between microcredit and otk@wities within the institutions. They
are not able to disentangle these two parts. Famele, if you provide technical assistance
and credit at the same time, the borrowers may twdinstitution responsible for any
failures in their production and will not be wilgirto repay the loan. About five institutions
are in this intermediary level. Another very sysaétim problem that we find is scarce

financial records, which are key. If you are noeao see the records then you really have
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a problem. Some institutions present growth, beytbould leverage this growth if they

solve this problem.

Starting in this second level, we have Espino Bbangith a good focus, and that has
decided to do the hardest thing, which is to prevmhns to agriculture, while Fundacion
Leon, for instance, does loans for commerce andrudreas, which are easier. Espino

Blanco is excellent in terms of transparency.

Apoyo is a big organization, very successful, argtyvinteresting with respect to
microfinance and to immigrant’s remittances. It fitery well the type of profile IAF is
looking for. It is an institution that produces baocial and institutional innovation. But it
had problems with the microcredit provision, spigieoncerning the division of labor.
Then we have CEDES, from Peru, a very serious @aghaon, but which has also problems
referring to these competing interests. They hakatviRoberto Garcia saw as a “poverty

relief approach”, instead of a “structural susthiraapproach” to lending

At last we have CDPZ, a small institution that does have an activity that will generate

income to the community and that is not very transpt.

(iif) Basic Level. These projects have a weak credit component,these competing

interests may degenerate into a poor governancklgmo The point here is that the
division of labor between the credit and the otpart not only allows to manage risks,
these competing interests bias downward the expeeterrn and the expected impact of

theses institutions. It takes the strength froeitistitution.
In the third level, we first have Agrodersa, fronmicé&fagua, which is a very serious
institution. However, its staff is not specialized finance, but by agronomists without

experience on credit.

Emucosa and Knan Choch have both a serious govemaablem If an institution starts in

the wrong path, it is hard to recover, especidiit is a small institution. The type of
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problems they both experience are similar. In Emacthey had theaja-chicatype. Each
small community enterprise managed credit by thérasethen they decided to form a
single organization, the Emucosa, but after thisegoance problem, they went back to the
caja-chica arrangementThese institutions ended up not recovering th@ns and not

covering operational costs.

Types of Organizations
(from a micro-credit perspective)

v'Advanced connected with a strategy, credit
specialization, transparency, good outreach, self-
sufficiency, growth potential, sound social return.

v Intermediate: good real projects, competing interest,
learns from experience, applies knowledge to new
projects, scarce financial records, reasonable growth,
opportunity to leverage.

v'Basic: weak credit componentpoor governance
structure, difficulties in recovering loans & covering
operational costs, low impacts on the beneficiaries and
unsustainability.
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Types of Organizations

(from a micro-credit perspective)

Type/Country [Mexico  Peru Nicaragua
Advanced Accedde Ceder Leon 2000
Aedes
Intermediary |Apoyo Cedes Espino Blanco
CDP-Z
Basic GKC Emucosa Agrodersa
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Macro Environment

What the evaluation shows as well is that, although the litersays that the framework
and macro conditions are key to the performance ofditamdated organization, they are
not the sole determinants of it. There are institutions inst#me environment that show
different performances, and institutions in different envinents with similar performance.
It means that they are not so dependent on the environAreirtteresting fact is that there
are advanced, intermediary, and basic level organizaiiorthe three countries. The

environment does not affect the institutions, but only theedegf success they experience.

A Challenged Myth

The regulatory framework & macro conditions are
paramount to the performance of -credit-related
organizations”

* Evidence 1. institutions within the same regulat
environment with very different performances.

e Evidence 2: institutions in different environmenisth
similar qualitative performances.

IAF’s Role

According to an IAF representative, based on AgrodarghlLeon’s example, IAF has a
role in making the financial institution to advance thoroughveréous levels, but one has
to be very careful with the ones in the basic levelse ®tommends a focus on higher
institutions that already do credit. The basic level instituticeagehsuch a long learning

curve. Another commented issue is the timing of thetgrad the length of time spent with

the grantee.
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Specificities and Similarities of the Countries

The selection of the projects was considered very gawst.d¥ all, all the countries are in a
post-stabilization period. The problem was not only highation, but that you interfere
with contracts when you do these stabilization planslaeme is a very small chance that a
credit institution could prosper during those times. In ak¢heountries there were recently
natural shocks and it is remarkable that people realy dell with this uncertainty, as well
as the ability to restart and the way they adapt to atwporate it in their practice. In all
of these countries, although they are in different siegyesal safety nets are expanding, so
there is a new income source reaching the poor thatrhlgpcredit institutions to go
where they did not go before.

With respect to the legal framework, there are changesongtsnes they don’t happen as
fast and not always in the best direction for the institgti®@ut, still, in all these countries,
we had low credit for GDP ratios, very low compareattrer regions. And it is not only a
problem of quantity of credit, but also the quality of ttredit. There is a lot of state
lending, and a lot on institutions complain as dumping, ieree, in investing political

interests. When a state bank forgives loans, it really nthlkeesnvironment for microcredit

more sterile.

The other thing is that in Latin America there is a traditammicrocredit, but more for the
upper income, more for the short term, and more dosamer credit, instead of long-term,
lending to institutions, to the poor, and for productiveppges, which really represents the

frontier of microcredit in the continent.

Plus you have specific problems in these countries, vdrelall very present in our report.
For example, immigration is an important issue, and thexefe produced a section on
that on the Knanchoch report. In Nicaragua, there waetand reform, as well as a
Sandinista revolution, and it is a beautiful experience é¢ohsev this affects credit and the
incentives for people to produce. People have reveadadpteferences, for instance, when
they say that “when I divide the land with other peopler'dwork as much, now | work

more.”. Besides, there is a serious energy shortage mradgjga, which affects a lot the
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producers. There are small businesses, however,ulia generator, and therefore beat all
the competition. The lesson here is that in adversitieshgme opportunities, and some

entrepreneurs are really looking ahead.

In Peru, for example, Sendero affected places in Watys. Some regions, like Abancay,
people immigrated to towns because of Sendero, whil€otahuasy there were people

fleeing towns.

Transparency

AEDES, CEDER and Fundacién are in the MixMarket dataepao everyone is able to
compare them, and realize that they both got prizesgrdosparency. Their balance is on
the Internet, and it is clear that transparency makefesethce. Lack of transparency is a
serious problem present in most the institutions. But theeedifferent reasons for it.
Agrodersa, for example, is a very open institution, bessdwt have sound records because
the managers did not know how to make them. But mogteofjtantees promised to send
the data, but did not. Most of the time it has always laesinuggle to get routine financial

information.

Propoorness and Women

Finally, an interesting point is that all these microcredits esay@men. Although most of
the entrepreneurs and farmers are not women, most afithecredit’s clients are women.
Besides, the study found suggestions that the moreqmotpe institution is, the more pro-
women it is, according to the small amounts of loans,th@dact that for each male there
are three females, a rate which increases for the toprpesfs: the ration is 0.75.

Another finding is that the advance institutions are usuatiy very pro-poor. It is a
limitation they have and assume it. According to them, ting peor would not repay the

loan.
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Winning Features

v Clear vision, mission, focus.
v" Good alliances or Internal division of labor: credit @piens distinct from others.
v Financial ethos (interest rates, recovery)
v High level of information disclosure
v Self-critical organizations: re-evaluating strategies.
v Generally pro-women
Challenges

Willingness to borrow is determined by the borrower’seascto collateral (land
with and without title (induvidual X communal).

There is no such thing as the best credit model (e.g.ichdivor group lending or
still institutional lending)

A beneficiary’s repayment capacity should not be uestenated.

Diversification of the portfolio — spreading risks soteof associated with
agricultural activities.

The commercialization-credit nexus.

Capacity building and technical assistance: sine qua noditmn to improve the
efficient use of resources.
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18. Individual Microcredit Experiences: Lessons Learned

1. Accedde, Jalisco, Mexico

There is no doubt that Accion Ciudadana para la Eduta@democracia y el Desarrollo
(Accedde) is the most successful microcredit experienceng those four experiences
visited in Mexico within the course of this year evaluation mtojéccedde pursues an
integral way of providing credit funds which is close in is@nd practice to the so-called
grass-root development approach. Its main characterssgcsummarized below.

History of the project

Accedde was formed in 1995 by an interdisciplinaryugrownith a background in
participatory local projects. Its history with the Inter-Amand-oundation goes as far back
as 1998. The agreement was extended in Septembert@0@%t until July 2004. The
project (ME-407) implemented a diversified development with following features:
Management of guarantee credit fund; Promotion ofn&tic and socio-political
development in the target communities; Support technichlcation and regional
integration; Promote sustainable agricultural practices; Ingonaynicipal management and
Promote citizen patrticipation, learning and disseminationcommunity development
issues.

The environment

In Mexico, over 95% of the companies are micro-enterprigtich together contribute to
half of the GDP and generate 7 out of 10 jobs. Despise their access to credit is limited,
as they still lack administrative
structure, collaterals, and financial
information and credit history.

Macroeconomic crises in Mexico
also affected the grantee’s ability
to keep its supply of credit. For
example, as the Mexican
government withdraws the subsidy
to Accedde’s interest rates, the
grantee had to increase it by 6
percentage points — rates that
hitherto had been at TIIE +0. As a
consequence, there followed a
sharp decrease in the number of
Nopal plantation — Cuquio, Jalisco credits between 2003 and 2004.

Accedde faced a complex mix of resistance to innovatiamany levels: incipient credit
“culture”. Accedde also struggled against established toaditimodels in different fronts.
For instance, some beneficiaries have shown resistaratofing bio-fertilizers, afraid of
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changing old ways of cultivating maize. Some of Acceddetsrventions were thus
progressive, introducing changes slowly and gainipgpstt as results were shown.

The role of the grant

Project ME-407 relied on a comprehensive strategy, wivieht beyond the provision of
credit alone, whereby Accedde had an integral involvemetht & beneficiaries (from
selection to loan repayment). Project ME-407 helped its lweaeds by identifying their
main assets and exploiting them adequately. Neverthelesgrdject had a strong focus on
credit, as 41% of the IAF donation was used to leveaagedit fund.

In total, the IAF donated US$ 586,729 for Accedde. IRfedonation enabled Accedde to
leverage a guarantee fund to access FIRA’s resourstblished by the federal
government, whose main objectives are to concede cigdhirantee, capacity building,
technical assistance and technology transfer to the sexdbr. Accedde fund grow in
number of loans beneficiaries from 573 in 1998 to 1892006. The IAF donation was
instrumental in “taking Accedde to the next level and sustginithere”.

Accedde gained excellent experience during this time andwit provides support to 40

towns in the region. Accedde believes that the IAF donatimaibled the conditions for

people to organize themselves. Accedde has also sudbesshinaged Pronafim funds

(micro-entrepreneurs). Once the requirement is appra@redps are organized and a loan
is given — although each beneficiary is responsible forapayment of the whole group. In

this sense, trust is the biggest asset at stake.

Financially, it is safe to assert that Accedde capitalizethenAF donations, since their
inception in 1999. The IAF resources totaled 200,00Gaofor this guarantee fund that
allowed Accedde to access FIRA funds of up to 2 milliofiagls, at first. As loans were
recovered and the guarantee fund increased, Accedidaeccess up to 20 million dollars.

Credit History

The absolute number of borrowers varied considerablynd Accedde’s history — a

variation not entirely disconnected from macroeconomiagsvi From 1998 until 2003,

when Mexico economy experienced a good economicghedocedde’s interest rates were
subsidized and its portfolio increased from 573 clients #817Since 2004 though, the
number of clients has fallen 50% until 2006 — as a rexduthe end of subsidies to the
interest rates as the graph illustrates.

ACCEDDE staff has observed other marked improvemintkeir clients as a result of
access to credit, such as an encouragement to gotdawhool, incentive to search for
other sources of finance and an increase in self-est®am.can also observe a shift in
investment: the first loan is usually applied to buyingnary inputs for the businesav(o).
As the production/business becomes more stable and plefitgierating costs are more
easily covered, and the second loan will be probablgduso buy machinery
(refaccionarig.
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Accedde’s beneficiaries have also counted on modetatresh rates — which makes their
loans more affordable and manageable than elsewhegel aBa de Interés Interbancério
(THE) plus 6 percentage points has been adopted bgdde since 2004.

Accedde manages two large funds — namely, PROCREAR@NAFIM — that also have

historically being designed for the lowest income segmdrttsegoopulation, or those who
are not included in the formal financial system. Acceddetovery rate remains high:
since the inception, 83% of the credit has been paid, @409 bverdue and the remaining
amount is still being managed with PROCREA. The Pronafinemspce, albeit more

recent (since 2003), has been even more rewarding:tofal portfolio of 113,059, 894
pesos (US$ 10420267), there has been full recovery.

Nimero de socios % Femenino

6,46

1998 1999 2000 2001 2002 2003 2004 2005 2006

1998 1999 2000 2001 2002 2003 2004 2005 2006
—&— Numero de socios

Source: Accedde

Profile of Borrowers

In 1998, 76% of the loans were of less than 30,000983S$ 2764), while in 2006 it had
fallen to 54% - at the same time, loans of over 60,&3@p (US$ 5529) had risen from 4%
to 33% in the same period. Furthermore, the shift oaoan® clearly in 2004 when loans
above 60,000 pesos (US$ 5529) reach 42,54%.

Accedde has also increasingly targeted women whosecfadastatus in Mexico rural areas
is notoriously weak. Men remain the dominant borroweupr but women share of the
loans have increased considerably from just above 698186 between 1998-2006,
although there is a downward trend in the process starti2p® as the graph above
illustrates.

An ageing agricultural population: for instance, in 2088,47% of Accedde’s borrowers
were over 45 years old aggravated by the rural exoflysung people to urban areas in
Mexico and elsewhere.

Reaching the poorest

There is a strong poverty focus in Accedde’s operatignidelines. Accedde has focused
its activities on beneficiaries with up to 4 region-specificimum, who do not have access
to credit and rely on subsistence. Accedde has adoptgtative strategies where the lack
of access to financial services is only one of the meanystraints faced by the poor.
Accedde’s strategy focuses on orienting borrowers alblogt intricacies of finance,
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providing technical assistance. Accedde develops from vty beginning of their
relationship with their clients a very intensive relationshipich has ensured better rates
of return and repayment.

IAF credit funds pursue ideally three main requisitésth@t credit is accessible - provide
diverse loans from 1,000 ((US$ 92,17) to 10,000 (93$) pesos — reaching the lowest
income segments, who demand smaller credits and carovad@rcollateral.; (ii) that credit
is cheaper than in other funds - in Pronafim’s caseinkiance, interest rates of 3,5% are
applied on remaining overdue balance — as opposedédo fothncial operators that charge
interest rates over the total amount of the loan; andh@t its repayment period is adapted
to each project’s needs - ie. spread over a periogh &b & months — hence covering most
beneficiaries’ business cycle. All this characteristidemheine the ability of credit to reach
the poorest segments of the Jalisco society where Aecgulerates.

The role of technical assistance

The participation in Accedde’s credit schemes and technissistance has helped
producers to decrease costs of production, for instadmaaigh the use of biofertilizers and
improved seeds and also helped them to maximize the sdtelpurchase of inputs, which
has dropped their prices. And also organizing thearketing schemes (bypassing
intermediaries) all have enhanced poor farmers’ income.

Technological improvements have increased production aondsequently, income.
Likewise, the use of machinery has decreased the foeaghildren to help in the family
land, and they can now attend school. Credit also allgweducers to better manage their
finance. Previously, any profit from maize cultivation wobk spent on inputs for the next
cycle of production — thus leaving little income for the fafsilynmediate needs.
Nowadays, any profit can be used to meet their inmededds) as they have learned how
to manage credit for production.

Maize has an additional advantage because it can el stprto 6 months, which may help
secure better prices, as it becomes more capitalized. Defoamaize has been steady
(and high) as it accounts for a great share of Mexitan Despite advances, Cuquio could
improve its land productivity - which currently is 7 s88ha on average, whereas other parts
of Jalisco produce up to 10 tons/ha and the United Stgiee,18 tons/ha.

Institutional features

The management of credit funds strengthened Acceddenany ways. Accedde’s
organizational capacity has only increased over thesydtahas recognized the need to
specialize in its various segments and promote a mefispdivision of labour within the
institution into three broad categories: Production — capdmiiiding and technical
assistance; Citizen participation — it has established a Local@®went department; and
Credit.

Given this institutional division of labor, Accedde has investaasiderably in specialized

personnel to assess perform the main functions in iitaspdrations, such as: assessment
of borrower profiles, give financial and technical adyeesure adequate follow-up.

132



IAF Projects — Impact Evaluation Methodology — GRSV

Accedde’s efforts with cooperatives or agricultural asd®mns have gathered
homogeneous groups that know each other’s problempatedtials, as well as increasing
the area’s social capital. Accedde has also driveriftafigim a concern with survival to a
focus on community potential. Project ME-407 reliedaocomprehensive strategy, which
went beyond the provision of credit alone, wherebyefide had an integral involvement
with its beneficiaries (from selection to loan repayment).

Overall Accedde’s institutional features are: Good riskhagement; Robust repayment
collection system; Good geographical coverage; Good ywagets; Strong administrative
experience; Sound organizational structure: credit commitieal technical experts and
good governance.

2. Apoyo, Mexico City, Mexico

Access to Financial Services

Usually there are no schemes of savings in the Mexicarepbareas such as those where
Apoyo operates. But not because there are no peogilengdt. The poor areas are the ones
with more difficulties in access to infrastructure and thesglit. The credit business in rural
areas is rather risky. The very existence of socialrpromes in rural areas generates a
culture of assistance. The economic principle becomesrihot pay a credit because | am
poor. If you want to give me, so give me assistances gie money and do not ask me to
pay back!” There is also the issue of the interest ratdsceedit programs that become
donations in the course of the process. The Mexican gment insists to work only with
individuals, not with organizations. What happens is that petipleot remain in programs
like the ones supported by Apoyo and leave it for assistarograms.

Apart from lacking experience, Apoyo also felt the lackaatgulatory framework on the
criteria for selecting its borrowers. Apoyo objective i$ the credit in itself. Credit is only
perceived as a tool and may benefite by a division ofrlabth other more specialized
institutions . In the words of Roberto Ramirez, Apoyo Etive: “when we see there are
intuitions like ACCEDDE, that are dedicated to credit, werneom them and it is

interesting for us to expand working relations with themu o better the credit part, |1 do
better the trade and the technical part”.

The macro-economic context also helped during the grojglementation but since 2005
the economic environment has been “adverse” for metico, as the leading party is
urban-based and public policy tackling the countrysidee hehanged. The interest rates
have also increased to 16% a year for productive activifeditionally, Mexico only
produces 15% of the fertilizers it consumes — hence riimgocan raise the costs of
production. Apoyo have become more selective about thHegsoand more aware about
evaluation and control. The main lesson here is to haderstood that it is more rewarding
and effective to focus on projects of community develepinthat are associated with, but
not exclusively concerning, credit.
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On average loans paid 2,5% interest a month to lendem\A8leed about repayment rates
on outstanting debts Ms Eleonora Occhoa, Apoyo Administraiieector says:
“Sometimes it (debt) grows so much that we needed tauocdgted the debts, because they
could not pay in the right time. But then it was restructamed then they paid.”

Apoyo closed some of its offices in Zacatecas, for it&abecause there was not sufficient
margin to keep it especially in view of low interestemt(7 or 8% per year). Besides,
production levels were low and beneficiaries were goamtiyrers but did not have a

entrepreneur profile. Apoyo has welcomed this scalingndm its operations, as a means
for better quality services.

Ms Eleonora Occhoa adds: “The projects are differenthé rural zone we work mainly

with young people, young people coming from migratidhey have some problems

because they are not so responsible, organized asthobnFor instance, the women are
always more constant.

Other Financial Services

Apoyo credit scheme involves the provision of insurangechv lowers the risk of the
operation. But beneficiaries usually see insuranceaeihing very costly, “If we do not
use we will lose it”. And there is a feeling that is where government should work a bit
more.

The greatest advantage of the IAF's funds is that they ccanplement supports and
schemes of saving and financing that legislation doesalfww. In other words, IAF funds

have the virtue that they can create schemes of innovalionthe other hand, it was
challenging to enforce some rules and apply more cbmir the use of resources. In
Ramirez view, there were not enough basic rules about dmagament of these funds, so
it became necessary to orient people towards a protesstainability.

Accountancy Services and Fiscal Incentives

The projects in rural Mexico, which are Apoyo main targetefa serious a lack of
accounting knowledge, and therefore rural enterprises pablems in developing it. They
have a lot of potential fiscal benefits.

Apoyo is submitted every year to an auditory by theetary of finance in order to review
if we remain susceptible to be considered a non-profitnizgdon. They help Apoyo as an
accounting enterprise. Apoyo started to work with grotgeyrganize their accounting, in
order to improve their control. The IVA recovery is omedkof fiscal gain due to improved
accountance practises. But there other kinds. suppomh fthe government due to
integration to Unibn Campesina, provides subsidies for eadfivated area. The
government, gives subsidies between 12 and 20%. Espegtadly agricultures cultivated
fields they were given by the government.
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The institution presented the records to track the finpaegormance and outstanding
campesinodebt. Despite of the merits in organization and innomatb Apoyo, the
conditions for a sound financial evaluation were just natthe

In sum Project ME-431 achievements are diverse andlynassitive (logic model, page
7). It managed to increase people’s income and to ire@asluctivity in the countryside,
albeit only temporarily in some cases. It is importantdte that the aim of working with
expatriate Mexican citizens has been reviewed by the grahterefore, Apoyo continued
implementing the project focusing on its remaining aspedtde improving its bi-national

strategy which only now starts to bear more fruits (repesjects).

Positive Outcomes

* Increased efficiency

* Increased production

* Increased income

* Increased organizational coherence

» Fostered entrepreneurship

* Women’s autonomy

» Better spending, insurance and saving patterns
» Better use of subsides and fiscal incentives

» Better investment decisions

» Better access to communication and educational services
* Induced technological diffussion

* Reduced incentives to emigrate to the US

Constraints to the Achievement of Outcomes

» Old-fashioned detrimental farming practices

* Natural disasters (e.g. hailstorm)

* Financial Mismanagement

» Lack of trust

» Lack of Financial Accountability and Independence

* lll-information and lack of ownership of projects
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3. CDPZ, Zaragoza, Veracruz, México

Overview

The project ME-426 was implemented in
Zaragoza, a small town of 9000 inhabitants,
mostly rural, located in the Las Selvas
region in the State of Veracruz, Mexicggs
IAF funds totaling $ 423,596 would be useg
for training workshops, technical assistanc
start-up capital for infrastructure and
operating expenses for the micro-enterpriség
as well as some administrative expensgs
The organization CDP-Z would contributg
financial and in-kind resources for traini
and workshops.The project aimed to CDPZ's cattle

address: the lack of adequate housing and health serapds;low income levels by
integrating training, technical assistance and investmen#tpgrcapital to allow the
community to construct and operate a traditional public heafttegeestablish and begin
operation of a housing micro-enterprise, and establisitoagnterprise to raise cows for
both meat and milk consumption.

Although housing funding is the fundamental part ofghegect. CDP-Z did not provide the

evaluation team with any financial record related topittgect which is an indication of its

status looking from a microcredit perspective. This seeime a common feature of small
projects that ask for a revolving fund to complement iteoas (and do not borrow this

expertise from other specialized credit institution). ME-42€sents valuable lessons by
contrast with the role played by a typical microcredstittion.

Sustainability of impacts

One key aspect is the need of Mexican social policieshemge from transferring
compensatory poverty alleviation resources to policies ditaimpt to enhance the poor
income generating potential and their ability of self-inageinst adverse shocks, through
assets accumulation and grass-root development. Non-ag@étulitages and public
income transfers, like Oportunidades, have increased paeticipation in the income
sources of the rural population between 2000 and 2004e specifically for villages with
2,500 to 14,299 inhabitants in the South-East Region (whathdes the state of Veracruz)
income from work has decreased from 87% to 76%, whildip transfers have increased
their participation from 2% to 19%.

136



IAF Projects — Impact Evaluation Methodology — GRSV

Three broad types of capital enhancing policies are imgiéed by CDP-Z with the grant
support: housing, health and cattle breeding, but the eftEot is probably to enhance the
creation of social capital through the organization itself

The possibility of offering the possibility of housing fire at affordable interest rates and
prices satisfies not only the demand for affordable hguservices but also the need to
supply life-cycle assets for the old age. The compearaechnological advantages found in
housing building activities using local knowledge and @dpcible physical resources (e.g.
palm trees) also justifies the intervention as a way of refagiisting credit constraints.
The main financial issue here is not to distort too mucttusing funding conditions in
order to avoid the incentives for the diversion of thejgrt funds into other financial
applications. Of course, the final outcome depends aliycon how strong is the
commitment of the organization filling its housing supply moiss

SN e S s wmmee e ur ol The  preventive  health  approach
' pursued in the project is atypical
and may also justify the type of
intervention as a result of financial
markets failures. Recent studies
have shown that the main source of
the probability of entering poverty
(narrowly defined as insufficiency
; of per capita income with respect
_ [ to a poverty line) are health shocks.
% Health services are seriously
precarious in Saragoza, where
there was only onegrimer nivel
F S medical unit and 3 doctors in 2000.
Volunteers at the alternative medical centre In the area of health, CDP-Z and
community members would establish and operate a traditipublic health center,
complete with hydrothermal baths and botanical gardemdtural medicine production.
This innovative center would operate on the basis of e¥gmy administrative and
operational costs while providing service to the municipal@®00 residents.

Although there is a component of cattle breeding and stngls in the project. This is
certainly not the emphasis of CDP-Z or the project at hahd component of the project
would provide more for subsistence needs than sellingptbduction in the market.

Although the health component of the project attempt to titimcategory, it will probably

generate more external impacts to the wellbeing of indal&lin the community than a
possibility of generating sustainable incomes. The Heynents of the project at hand
namely housing and health are very much in line withirect welfare effect of the project,
boosting the community well being. Overall this raises astian about the capacity of
maintaining these effects in the long run or perhaps maikealying reproducing this type
of project in other areas in a sustainable manner.
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Housing funding environment

The housing funding part is the key component of ME-426ject budget and it is
worthwhile looking at the environment of official projectattattempt textend access to
the formal housing sector, in particular for the lowepome sections of the population with
an eye in: Overcrowded housing, Housing expenditure sbfatetal expenditure, the
physical state of the houses and property rights asstciate

There is a widespread shortage of adequate housirigdqroor around the world. Many
microfinance institutionsMFIs) have started providing housing financial services. The
main constraint of official housing projects has beenttiet have not been able to reach
scale, the main microlending programs for housing are:

Mibanco’s Micasa credit program where the income cap is 3 vsmd DFE @tgnes the
Federal District minimum wage). The benefited family necaynt on credits ranging from
18,000 pesos (US$ 1658) to purchase a plot of land bafliic services to 25,000 pesos
(US$ 2300) to build a basic rural housing unit, amotigers. Interestingly, “few projects
are completed with a first loan and financing 'stages’'groject with multiple, shorter-term
loans rather than a larger, long-term loan reduces intmesisk”.

Fideicomisso Fondo Nacional de Habitaciones Popul&@8&HAPO) focuses mostly on
non-salaried families with individual incomes ranging from @, 4 times vsmd and helps
them to improve, acquire or build housing. It offers igese portfolio of financial
products. Fonhapo will provide up to 90% of the total cesigreas the beneficiary will
respond to 10%. The beneficiary will have to pay up to 2B%s personal income per
month or up to 30% of its family income.

ProgramaVivienda Rural targets the rural poor homeless or living in bad conditions
areas with less than 5,000 inhabitants, are entitled to satlsissprogram. Among many
requirements, the beneficiary is expected to demonstratedanre. Families may receive
up to 24,000 pesos (US$ 2211) (subsidized) in ordenitd their house.

Housing funding implementation
R ; TUHY

In the area of housing, the grantee would
establish and manage a building
materials fund and oversee the
construction of at least 100 new homes.
CDP-Z would manage a revolving loan
fund to finance housing construction
with repayments set at 33% of the cost
of the home. Approximately 100 loans
would be provided for up to $2,500 at
below market rates of interest. In
addition, the project will establish three
sustainable community micro-enterprises
s e i and manage a revolving loan fund. After

Native housing an initial budget adjustment, CDP-Z
managed to build 97 houses. At that time, 16 to 18 jolvs ereated in order to build each
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house, hence exceeding the initial target (around 8). TB&people were reported to have
been trained on subjects as diverse as constructiedit,ceavings and natural resources.
The project was originally designed as to allow theneyofrom loan repayments to help

establish a rotating fund for the construction of additionakke. CDP-Z managers indeed
established a retailer of construction materials— a micteqgnse that has been operating
commercially for the past two years, but it has notgefun to provide credit for additional

housing as a social enterprizer se

Each house cost a total of 32,000 pesos (US$ 285@hich IAF donated 19,057 pesos
(US$ 1756) that would be partially recovered by the @ittee (33%). This amount should
cover the costs of building the “lower part” of the hoyusemch beneficiary would be

responsible for the costs and workforce of the rooferadbalm leaves. Beneficiaries also
attended courses on housing and credit related issuesfini$teed houses measure 42
square meters building homes took 2 months on averagmtérest rate of 9% would be
applied on the total loan amount. The interest paymentsrandization would be used to

capitalize a construction material low prices shop. In tesfgayment while some took

nearly two years to pay off their debt, some were #éblpay it all before. The CDP-Z

reported that only 3 people did not pay up the whole.loa

After the IAF withdrawal there have been no credit sadseand no more houses have been
built. Loan recovery money has been used to stocknataction material shop, buy a
delivery car and form the fund. The shop generatesnsdirect jobs, from the salesperson
to a brick-molder. Their goal iS==gw

to build 6 houses per year, with
interest rates of 5% per year
despite this increase in intereg
rates, the demand is still strong™
for this kind of scheme.

key strengths,
accessible
sustainable use of
resources, speedy constructiof§”
housing structural robustness
the use of social capital to
achieve low lending risks,
reinforcing social cohesion.

Project -sponsored housing

Health Centre

The Health Centre opens every Monday, Wednesday eddyFRwhere c. 10 volunteers

provide traditional therapies at low prices. The main dbjecf the Health Centre is to

prevent diseases through herbal medicines and hygienevierpent measures — thanks to
their preventive actions, there have been great stridesducing cholera and intestinal
illnesses. These volunteers have worked there for @verears, showing a strong
commitment to this initiative. They have attended capaaifjdimg on how to prepare

herbal medicine — which they sell to help cover the cddtsecclinic.
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Livestock

Through the IAF donation, the Comite could buy 20 cows &im of the cattle farm was
not only to raise the income of participants, but atsortprove the quality of local cattle.
We had the opportunity to visit part of the farm, wheréZ cows were kept. There were
20 cows initially (bought with IAF funds) which have incsed to 45 nowadays. Their
main problem is the shortage of pasture. They havéedtaeplicating the project, by
providing assistance to a similar group in neighboring Coatdeo.

Recommendations

i) The houses lack bathrooms for instance or an induaesfor hygiene. As most of them
also lack piped water. Most beneficiaries are still unabtatoy on improvements to their
houses that they repute important, mostly due to the laeknployment opportunities in
that region that hinder an increase in their income andama#ss to credit.

i) It is reasonable to expect that the various project acsviiee better integrated, in order
to achieve greater advances. The livestock strateggms out of place in this context,
where initiatives to improve human capital for instance woaletbeen welcomer.

iii) The project design also contemplated two main effaimsing to improve the health of
the population in Zaragoza with a Health Centre and a kitdBathering efforts would be
more productive than scattering initiatives. There couldehbeen more integration
between the grantee and the public authorities in order tee rbath initiatives more
effective.

iv) For future lending programs, interest rates shoulkdpt at the market level taking into
consideration the cost of capital, expected loan lossesrefated administrative costs.
Imposing low interest rate levels is limiting the institution to §ielnce its growth and
creates donor dependency. Pricing is the fundamengaktainability.

v) There was little acknowledgement of the need for gsrorrement in the capacity of the
grantee to manage financial funds. The institution diipresent the records to represent
its credit repayment performance and its financial st&likough, the IAF “strict audits
and monitoring” gave them opportunities to correct any hestaand impose more
discipline on them. We could also not have access to tlefibi@anies’ database.

The main question is: What did the project really tried toesel? What was its main
intent? Was it a donation? Or was it intended as a stgyting for a revolving fund that
would generate enough resources to make the grantediopsrsustainable? None of these
guestions could be clearly inferred from the projectudoents, or through interviews with
CDP-Z personnel.
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4. Knan Choch, Motozintla, Chiapas, Mexico

The situation observed four years after IAF grant éo@Gnoup Knan Choch (GCK) expired
was of low economic and social activiti€ampesinosiowdays rarely gather around the

institution.

If one abstracts from subsistence crops,intisétution is neither fostering

cultivation for commercialization nor processing agriculturabdpicts. It is worth
mentioning an ongoing attempt at recovery on both frontkiyation and processing)
previously associated with Centro de Agroecologia Samdisco de Asis A.C (CASFA)
intervention. Through interviews, we noticed a steep legraimve derived from the past
years’ difficulties but it is too soon to say whether GKAl be restored to its previous
tiempos de arriba

(LAt ||H”HHHH |
| | ||
I I

GKC does not present a successful credit
history since loans seldom reached
agricultural producers — of which only
“| 5% repaid their outstanding debt. Here,
| we synthesize the lessons learned from
.| the microcredit component of the grant.
To make sound inferences about credit
performance, one must first look at the
environment around GKC and the
specifics of its production process. In the
second part of the lessons below, we
il i move on to organizational issues more
S : directly related with credit arrangements.

HHHHIH IW l Hm\lll M .

L

GKC's warehouse

A. Microcredit and the Real Side
Surrounding Environment
1. Chiapas status as most underdeveloped Mexican State wgttds illiteracy,

extreme poverty, malnutrition - just to mention a few —kesasustainable
agricultural credit schemes harder to implement but at thes game more
necessary.

. Similarly, local conditions such high geographical disppers&nd Sierra Madre

soil conditions that demands fertilizers, also make crethermes harder to
sustain. On the other hand, about 70% of the agriculamd in Chiapas are in
the hands of rural producers leading to a concenti@dgedand for investment
and credit

. There is no established tradition of organic agriculture i@as, which would

not require fertilizers thus sparing producers from thisrclpase.
Complementarily, the erosion found in the mountains arddatbzintla points
towards the lack of environmental sustainability. In thissee funding organic
production efforts may allow the establishment of an innesatearning
process that may lead in the long run to a more auton®rand sustainable
production process.
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4. Adverse climatic shocks associated with Hurricane St Hfe grant expired
may also have contributed to the collapse of the produetnd organizational
activities.

5. The main social problem found there is the emigrationoofg males towards
the US creating a vicious cycle, whereby agricultural tradii® lost and
families do not have perspectives to earn a living there.

6. Increasing religious and political fragmentation also hiedehe accumulation
of social capital that is crucial for GKC institution building.

B. Production Choices

7. The initial choice of crops cultivated relied more intensively potatoes
production. This created a dependency on relatively rasidy expensive seeds
percuerdaof land cultivated. In the case of papas people daultivate their
own seeds.

8. Chayotte and papas delivered presented heterogenealisy due to lack of
adequate production planning which by itself raised coroiaération barriers
and disappointment of the initial idea of paying micro-loansnd.

9. The machines bought to cut Chayotte and papas in slecda francesa
presented technical problems —oxidized razors that didesist a larger scale
production process and the required reliability to supplypscale market.

10. Opportunities to reach an upscale market occurred at pomebut the lack of
capacity to regularly supply the quantity and qualityuresf closed the
“commercialization doors” that had just opened.

C. Microcredit and Organizational Issues:

11.Neither the institution nor the IAF audit reported presgiite records to track
the financial performance and outstandinogmpesinosdebt. Changes in
management may have compromised the availability of finhrecords and, as
a result, the conditions for a sound financial evaluatiore\uest not there.

12.The difficulty in accessing financial credit records neiggest the need for
relying on IAF audit reports as a basic source of granfaencial information.
It would facilitate the comparison between different instingioacross
countries, which is especially useful for a meta-analysis

13.During the grant period, GKC implemented another projectthay with IAF’'s
without previous planning, decreasing the transparencyhef monitoring
process.

14.Following up the grantee after the grant expired - oftentimeed during the
interviews - indicates one of two alternatives for the IAF:egithe IAF should
be prepared to monitor and interact on a more pernabhasis in the
undertaking, or the process of selecting grants shoulchpte emphasis on the
initial level of social capital and the internal organization thdk allow for
greater sustainability after the grant expires.

15. Although Motozintla private interest rates for loans randiegween 7% and
25% per month are prohibitive, public policies that doerdbrce the repayment
of official loans makes it highly unlikely the repaymentiadns by NGOs and
of Campesinos to the institution.
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16.As the IAF grant is a donation, this may have limited itiges for second-level
borrowers to repay their loan. . There is, accordinditi@rent interviews, an
intrinsic difficulty to ensure that resources reach thklfi

17.0verall, GKC experience is consistent with the idea that Irsatg that finance
a small revolving fund may be a less effective way tonfbeamicrocredit for
agricultural activities than supporting specialized secondr fla@rofinance
institutions. This is of course just one case also obddwyehe lack of financial
data, and operational difficulties occurred during théegtts implementation.

5. Ceder, Arequipa, Peru

Background
In Omate and Puquina districts, a farming development prodmanced by IAF was
launched in 1999, in the province of Nazanticero. This ptdjad many components, but
one its main objectives was to increase the profits of gasants. It involved around one
thousand peasant families dedicated to cattle, productianilkfand fruit culture. For
them, there was as basic components the building of tioiganfra-structure, such as
channels, reservoirs, etc. Another strand was the dawelat of pisoforajero, with the
introduction of new species, such palpa, avena, dartilesetc. A third strand was
everything that concerns the genetic improvement of thke cs |
through artificial insemination.

Besides, there was a component which was vital:
implementation of credit services oriented to the constitut
of assets and working capital assets in milk cattle andiitsfr § 2
and working capital for inputs and for commercializatidhe %
methodology consisted on the project being proposed byjthe =
possible clients, and Fondersurco was in charge dbiavag |
with criteria of credit recovering. This fund has enlakgand =8

nowadays it has about 100 thousand dollars.

Project Description -
Project “Desarrollo Agropecuario de la Provincia Gah

Sanchez Cerro mediante la gestion local concertada” aimet
increase the income of 1000 families of small farmers
dedicated to livestock raising and fruit farming. Thejgub | H
was implemented from 1999 to 2004 and could be sumnaarjz

as follows: : -
Milk producer — Puquina, Arequipa
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Project’s Logic Model

ISTRATEGIES [OUTCOMES | |GoAL

Construct an irrigatigimprove water resourc

system distribution
Increase the income
Provide micro cred ———— > 1000 families of smg
services scale famers

Provide capacity buildin
and technical assistance
enhance the technifilmprove profitability of fruitg
capacity of farmers. and cattle

Boost management of dynar
local development processes

The project aimed to address the region’s main probleraiding: scarce arable land and
water resources; insufficient technology applied to fruit@mdy production; fruit plagues;
cattle vitamin deficiency; difficult dairy and fruit marketidgw social capital among small
scale farmers (hampering access to credit and markét). aWiew to counter-balancing
these issues, the grantee capitalized on the region’s ssetsanamely: natural resources
and adequate environment for fruit and cattle farming; Iqualducers’ experience;
Omate’s good reputation for avocado and lime; and anasitrg demand for cheese,
yogurt and butter in the market.

Ceder provided both capacity building and technical assmistaregarding cattle
management and fruit production

The project’s central hypothesis was thus that the fa'niecreased technical capacity,
allied to a larger supply of capital and an improved astitucture, would increase
productivity and profitability — hence, ultimately, increagimcome. This was not an
exclusive microcredit project, but included other actions #na just as important to the
achievement of the outcomes — and which will be congideceordingly.

Microcredit

In 1994, Ceder and two other partners founded Fondeswan NGO specializing in micro-
finance, providing credit to the agricultural sector in SoutluP€eder has maintained its
non-profitable status and continues to focus on develo@heastivities. Its role is to
design the project, raise the funds and implement the imiigEondesurco, in turn, will
manage the fund and offer the microfinance servics. dbmmitted to matching the funds
raised by Ceder in up to 100%. Their institutional closenisks some mission muddling,
but they have strived to make the division of laborermecise, as Ceder will establish the
credit parameters for Fondesurco to implement; and it veid abntribute with the relevant
intelligence about local production aspects that are importaridiedesurco to create the
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most adequate credit mechanisms. Additionally, Fondeswuadérs play of role of
overall guidance without interfering in its administration.

In order to tackle the informational constraints that are solige in the rural financial
market, Fondesurco began its credit operations by prayidens to groups. This strategy
remained for over 5 years, until a “knowledge pool” badn built and the operations could
be carried out on an individual basis. The individual lenanfyinctioning really well. If
the peasants want to join a group they can, but they doeedt to. One of the reasons of
Fondesurco’ success is that they had been in thef@rd® years. This long permanence
allows them to get to know people well. The cases ofultefarrespond only to 3%.

Currently, 99% of Fondesurco’s loans are now individualhich follows a trend in Peru,

where farmers would rather operate individually as opgpdseassuming a group loan
Fondesurco monitoring consists of a loan repayment fallpwd and when a borrower
does not meet the repayment schedule, a Fondesurcovathdre responsible to visit him,

enquire about the reasons for the lack of repaymeahseek a flexible solution, which may
include rescheduling. Their institutional learning is alsoatipattached to their operations
in Omate and Puquina, which enhanced their knowledget abmal markets. In addition,

this experience shaped their portfolio: 95% focuses radlystive activities (instead of
consumption) and 37% are women borrowers.

Fondesurco has had a very respectable performartbe past few years, according to the
Mix Market database. Its outreach has increased, asutmber of borrowers increased
from 1,094 in 2002 to 1,818 in 2006. Only 20% of lb&ns in 2005 were below the US$
300 threshold — hinting at the dimension of its outreach @optbhorer borrowers in its
portfolio. Given this profile, Fondesurco occupies a dé#ife niche in the Peruvian market,
compared to other similar MFIs.

Three factors determine the success of credit: (i) thetslghould honor their word; (ii) the
financial institutions should adequate themselves to the lamaditoons; and (iii) the
activities should be profitable.” Before, everything wasdollars, but it has changed. At the
moment, for example, 57% of the clients’ portfolio issoles, and this is important, since
the peasants organize their activity entirely in soles.

Winning Features:
The main contributing factors to the project achievemieane been:
* Ceder’'s partnerships: good stakeholder assessment.
» Farmers’ subjective values: a personal drive to growtla@dendency to risk.

* Farmers’ financial management: ability to save and inwvasely in between
harvests.

* Low default rates: farmers tend to be very committed tolyinoan repayment as a
way to avoid denting their reputation.

» Collective action: given the diminished size of farmsmirs who sell their
products together experience better bargaining power.
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» Profile of the investment: the use of loan should be prppemeted to have a long
lasting effect for the beneficiary.

» Establishment of productive chain.

Recommendations:
Here are some brief recommendations to be incorporathitar projects:

a)

b)

c)

d)

)

Strengthen capacity building aspects regarding farmersandial
management and not only the production technical aspects.

Foster the formation of cooperatives of producers.

Assess and increase effective access to markets, atcthile regional and
national levels.

Monitor the use of loans to detect if and how incomeneased and
savings are generated — hence understanding importaatibethat directly
will affect the project’s impacts (beyond the control of ghantee).

Establish targets for the main activities of the project deoto improve the
monitoring of its progress and enhance the mechanisatsallow for the
timely correction of mistakes. The Grassroots developritamework is a
useful aggregate database, but it is not adequatelittaia the achievement
of project-specific short-, medium- and long-term outpund outcomes.

Devise loans that are better suited for the cash flow afolwers,
considering particularly their production cycle (harveBg§rmers appreciate
longer repayment periods that spread the costs of intatest and that also
frees more monthly income for other expenses (incydood). Heavier
installments may also increase their vulnerability to exteshatks (prices,
earthquake, etc.).
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6. AEDES, La Union, Peru

Project Background

Cotahuasi is located in the La Union province, northeagtrefuipa, part of the Andes
Tropicales. La Union presents one of the highest poveusls in Peru, marred by the
terrorism of the 1980s. Despite this, La Union is slowlynbeiecovered by a series of
integrated actions that privilege environmental protecti®noject PU-507 entitled
“Reforzamiento de las Capacidades en Post Cosecha de Ryoductores Ecoldgicos de
la Provincia de La Unidon, Arequipd was conceived to help bring about the
improvements foreseen in the Agenda 21. In fact, tlogegr aimed td‘incrementar el
ingreso de 1.000 agricultores y microempresariosaderovincia de La Union mediante la
mejora de la calidad de sus productos ecologic&lich goal would be achieved mainly
through 3 strands of activities, namely:

d) Environmentally friendly
agriculture
The project’'spiece de resistancgiven
the favorable conditions for organic
production in Cotahuasi.

e) New alternatives for processing
local produce
Includes  capacity  building and
g S T g : leadership formation to consolidate
R : initiatives such as the Asociacion de
Productores de Cultivos Orgéanicos
“APCO".

= T
Lo,

Kiwicha plantation - Cotahuasi

f) Search for international buyers
Once the previous two factors were in place, project b@aeés and partners could
address the international market demand for organdugtse.

The interesting result is a rich mix of accounts that — alle#mtgodiverse enough to inform

us on the different livelihoods strategies - still allows asniake certain generalizations
about the impacts of project PU-507, which include:

¢ More Dynamic Markets

¢ Increased Income: improved consumption patterns
¢ Effective Enterprises: Increased opportunities

+« Food security

+« New financial habits: Increased Savings
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+» Women: increased self-confidence

«» Business Growth

Sendero

Manoel Tejada (Director of AEDES) : “Around 1995 we e/éving a period of war, it was
madness! If one just asked: “How many kids have yot?"ghe would listen as an
answer:"What do you want to know? Do you belong to ttielligence of the government
or the one of Sendero?” We had Sendero Luminoso,eaad/one had to choose sides,
either the one of the government or the one of Sendérre were no roads and therefore
it was a abandoned place, without any possibilities to wéokvadays, many of those who
had left are regressing, and are finding many opportsniienong the APCO members,
for example, there are many who had lived out of hara fong time and, once back and
had seen the organic system have decided to stay and tsjo

The Credit Modd

Aedes has established a very positive alliance with Fondges&ando de Desarrollo
Regional, a non-governmental organization specializextadit for small-scale producers
and micro-entrepreneurs in the rural sector which ctlyrérclude different types of loans:

+« “Libre disponibilidad™ for individuals to cover costsonn directly related to
productive activities, such as food, education, weddintscbsusehold appliances,
etc.

« “Working Capital”: for individuals who want to invest in thealowing activities:
agriculture, cattle raising and commerce.

+ Fixed Assets: same as above but directly linked to thhehpse of fixed assets
related to the economic activity.

¢ Infrastructure: working capital related to the refurbishin¢arg@ment of facilities.

Fondesurco provides loans from 350 nuevos soles @085nuevos soles, with interest
rates varying from 2,5 to 3,5% monthly depending onctireency, product and guarantee.
This rate includes the IGV tax to which Fondesurco ipassible (Mibanco for instance

may charge up to 4%, even without the incidence of the).IEGNe institution focuses 80%

of its activities on agriculture and cattle. Given its exoglfgerformance in the last years,
Fondesurcos has been given a rate “B” for its “pdoneentos sofisticados y eficientes,
perspectivas de evolucion a largo plazo.

According to Hector Madriaga Tapia, Fondesurco’s ¢liredhe arrangement with Aedes
allows an interest rate of 1,5% with a flexible deadline stmgchip to 5 days. Their

experience with interest rates charging is extensive: 06 20ey decided no to charge
interest rates for overdue payments, assuming thatibiamiefs would meet their payments.
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This worked, however, as a negative incentive as pedgleod comply with the schedule.
Therefore, they resume charging interest rate in 208ihahelped to raise the repayment
levels. In this circumstance, they observe minimum defauthich, in fact does not reach
5%. Hector Spinoza (Estamir Industries) illustrates the ptiie collateral they demand
are the title of our house and a receipt of the watetightbills, nothing else.”

The interest rates charged are enough to cover thatapel costs involved in this alliance
with Aedes. Furthermore, to every input made by Aedes,instance, Fondesurco is
committed to providing a matching fund. It currently has29Q@,000 dollars capital. There
are gains for both parties, i.e. Fondesurco benefits #eabes’ local knowledge of the
benefited community and Aedes benefits from Fondesiimencial expertise. Fondesurco
asserts that, without Aedes, it would have been virtualposgible to reach the Cotahuasi
area given the high costs (distance) and the need foiaiped personnel dealing with the
rural sector demands. Furthermore, Aedes provides armih®parative advantage as it has
specialized in organic production.

In the case of Apco, the previous acquaintance witredés helped decrease the number
of guarantees demanded by Fondesurco. Up to 5,000cswmis do not require mortgage,
but only that activity is developed in the region; that Aedearantees the loan; and, that
the borrower is not registered in the Risk Central. Thdéipedrajectory of Fondesurco,
Aedes and its beneficiaries/clients have already shownestieg changes: beforehand
farmers would ask for credit in order to sow their field&ile nowadays their loans are
invested in enlarging their business (for instance, byieog new land, etc).

Recommendations
a) Long-term vision: the IAF intervention must be part of a longer-term projeat
will continue even after its exit from the area. On sifpee note, the IAF still funds
Aedes’ projects that are trying to replicate the Cotalexgserience.

b) Credit ethos Ensure that the grantee is committed to credit beyontif¢hef the
IAF intervention — which could be demonstrated by itsngotment to credit
services or the quality of its credit-related alliancesndlse case of Fondesurco.

c) Autonomy of beneficiaries The sustainability vision of the grantee has been very
strong, orienting the project towards its autonomy, thatyigpbusing on products
that are demanded by the international market. Good indscatdahis achievement
are that Apco is now able to negotiate with other furgbueces; that the local
government is hiring local micro-enterprises; and thatoApod Aproplame are
signing important contracts in conjunction with each othenjrjg their forces to
respond to the demand.

d) Strong institutions: Moreover, institutions such as Apco are more able to
experience further gains given sound institutional arnaueges, such as:

* Good administrative organization;
* Solid export market;

* Annual renewal of board.
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» Accurate weighing of the product delivered ensures ohnganization
accountability and it helps to strengthen trust.

e) Market focus: Since engaging in the project, Aedes has faced varialkeobes,
of which the most striking has been the “tough rules efrttarket”. As part of the
initiative’s sustainability, the grantee had to improve its ntargestrategy by
diversifying the supply of products (alternating kiwichards and wheat, for
instance) and also reaching out to possible buyers. aey also mainly learned
that the demand for one product may generate the defoaadother and that the
producers must grab such opportunities.

f) Productive chain: Perhaps, however, Manuel Tejada, Cedes directonnswiaes
the most important and yet simplest lesson: “Hay que termingudchaces”. This
has meant a pragmatic concern about every stage groldective chain and its
development effects on those involved by meeting theidshaad building on their
capacities and assets.

Progress monitoring The GDF could also incorporate specific indicators #natrelevant
to assess the achievement of certain outcomes in the c#ss kind of project, such as:
productivity growth (plants per hectare); productive arearease in the number of
association members, etc. Additionally, in order to helpdith rank” beneficiaries (is the
project helping the poorest?) monitoring should also incladerief profile of each
beneficiary, including its assets, for longitudinal studies.
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7. Cedes, Abancay, Peru

Background

This impact evaluation aimed to assess the long-term impadtghe lessons learned from
project PU-493 that could also help in the design adr&isimilar interventions. Project
PU-493 was implemented in a highly poor area calledifighnear Abancay in the
Apurimac State in Peru. Loans were provided to urbahraral borrowers alike, but who
were both excluded not only from the financial systenvises but also from the
opportunities that could help them improve their productigtich as technical assistance
and capacity building.

Small-scale farmers still face: (a) the formal financial sy&e‘lack of imagination” to
meet rural small-scale clients’ needs; as well as (bytvernment’s resistance to validate
micro-credit initiatives. Rural activities of small-scale proghscare beset with unattractive
features for commercial banks, such as lack of collatessdd for training and close-up
monitoring, low profitability and climate variation. Cedesswanaginative in seeking
solutions to minimize these problems, for instance, through:

- The introduction of fruit farming;

- Support to integral agricultural management and infrastreictitigation systems,
livestock and family support.

- The provision of micro-loans.

Once credit is approved, a payment schedule is desigmsdhé&r with the borrower
according to their monthly income — after an assessnfemsiner income and expenses
including the revenue from the sale of their productortter to help them comply with
credit requirements, beneficiaries have also had acoebe tfollowing services provided
by Cedes:

a. Technical assistance on their plantations in order ¢aldosses.

b. Capacity building for an adequate production and comaiezation.

c. Constant presence of the credit officer in the field tofoup the recover loans.
d

Interest rates varied from 2,1% (compensatory, in d&)lkar2,5% (default, overdue
payment also in dollars).
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Credit

Credit wasone of the instruments deployed by Cedes to enhance thefitianes’ skills
that could increase their autonomy and self-reliance infuhee, thus improving their
quality of life either individually or collectively. Despite maefforts, it was particularly
difficult for Cedes to instill a credit tradition among its bBaaries towards a mindset
where credit is an opportunity for growth and developmestead of a donation. financial
services were never in Cedes’ “DNA” as they see craslian instrument of social and
economic change, but never intended to become aypurahcial entity. financial services
were never in Cedes’ “DNA” as they see credit as atrument of social and economic
change, but never intended to become a purely finandisy.e

Natural disasters, such as drought are a constant thriet beneficiaries’ survival. Credit
may help to afford a shift in their economic activity, hernecreasing the beneficiaries’
security

Although beneficiaries have had

access to important factors of
production (labor, for instance)

through credit, its impacts may have
been limited due to the region’s

characteristics, such as: weak
markets and infrastructure.

Furthermore, fixed repayment

schedules can make them especially
vulnerable in view of the dynamics

and timing of harvest (the main

source of income for a great deal of
beneficiaries).

Rl W The project tackled the identified
Meeting with beneficiaries problems through an integrated
strategy made up of credit, technical assistance, itgpmaclding, etc. As one of the main
goals of the project was to instill a new mindset amonmgeti@aries, the process whereby
it would be achieved becomes as important as the ouscome

*

+ Reach, Depth and Sustainability: credit fund as a devepment strategy.

Project PU-493 was designed to target poor and mdimgdagroups in Abancay, Peru.
During project implementation, the grantee reached the sob@iRegional Context”)
through a number of activities that included capacity mglénd provision of credit. The
extent to which credit provision helped those beneficiaraaged considerably, according
to the type of market, available assets and strategies dd@ptedit has definitely helped
the poor in terms of increased capacity to producaramdased access to important factors
of production, among others. With modest loan amounts,itheg experienced life quality
gains, such as improvements in housing, food secamitiyeducation to their children. The
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sustainability of such interventions, however, should leectire question. Why outcomes
do not last? What factors are at play?

« Long-Term Impacts: Related issueg‘Impacts” ).

Strategies v. Impacts

In this section, a blend of interviews will show the diversityhe livelihoods strategies of
the beneficiaries and how their chosen strategies niiegt diie outcomes of credit.
Constraints: Commercialization, Harvest Timing and Infrastructure.

Although beneficiaries have had access to importanbriaabf production (labor, for
instance) through credit, its impacts may have been limited @ the region’s
characteristics, such as: weak markets and infrastaictu

Credit: An Opportunity to Shift Activities

Natural disasters, such as drought are a constant thriet b@neficiaries’ survival. Credit
may help to afford a shift in their economic activity, hemuaeasing the beneficiaries’
security.

The importance of how things are done: Impacts to Cizenship

Maybe if we had to define Project PU-493 in one wavd,would say “integration”. The
project tackled the identified problems through an integrastrategy made up of credit,
technical assistance, capacity building, etc.

% Grantee: Institutional Challenges

The grantee has faced various obstacles in order tevacthe outcomes outlined above,
namely:

- Low financial culture among beneficiaries;

- Weak local markets;

- Infrastructural constraints to commercialization;

- Lack of consistent public policies;

- Grantee’s lack of tradition in the financial services market.

Recommendations:

a) For the impacts of micro-loans to last longérseems appropriate to improve the
analysis of each business proposal prior to the conecessicredit, including the capacity
of each borrower to perform the required activities. Bhisuld increase the likelihood of
sustained benefits for the borrower, while also avoidixgrae burdens on already
constrained resources.

b) In very deprived regions, the diverse needs gorxktive provision of credit andclude
the widespread lack oincreased capacity; stronger and connected marketsjitbsocial
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networks; increased self-confidence, and the like. Toerehot only an equally diversified
strategy will be required, but also one that lasts longer tisaal (i.e. more than 4 years) in

order to address the basic needs.

¢) Within this longer and diversified strategy, the extem@ironment to the project

should not be overlooked as it can also help to enhance (or mitigate) outcdoyesrtue
of improved infrastructure, for instance. The “bridgetvileen the grassroots level and the
regional government need to be worked on, in ordensure long lasting results: public
policies should be consistent with the efforts at the grasstevel — since that is where the
innovations and initiatives are. A broader stakeholdetysisaand strategy needs to be
designed to prevent mitigating effects against the effoftsthe grantee and the
beneficiaries. In this sense, the grantee should engage public policy debate especially

concerning trade issues.

d) Instill an entrepreneurial and profit-oriented mindSdte capacity of the grantee to

perform financial tasks is important for the achievement ¢¢ames because it includes
the selection of beneficiaries, follow-up, expertise in investimetc. Therefore, it needs to
be valued and enhanced accordingly - if outcomes irfigitsare to be attained.

e) Capacity building could be improved and monitored spedlij in view of the

following:

“The provision of market and price information can dsgiducers with farm-gate
marketing decisions: linked to training both to help them jmé&trand act upon that
information, and to organize collectively, it can also helpnthie understand marketing
processes more fully and to develop strategies to achietver and more stable prices for

their agricultural produce”.

8. Emucosa, Arapa and Chupa, Peru

Background

After a drought in 1983, the Puno bishop organized tegdanunales to help alleviate the
extreme poverty in_the region. In 1992, the tiendaArapa and Chupa got independent

Lake Arapa

from the Puno-CASOP
organization and
established a “caja
intercomunal” with an
input of 1,000 soles from
each tienda in order to
attract  savings  and
concede credit to the
tiendas members — in the
void left by the demise
of Banco Agrario de
Peru. The tiendas would
buy supply from
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wholesalers and sell it at low costs to the local consumers.

These small tiendas already had a vocation for indepeedas in 1995 they formed the
Empresas Comunales (hereafter, Ecosas). Apart frarketing produce (as in the tiendas)
they also engaged in trout fishing and organized creditigioov and savings. Eighteen
Ecosas have formed the Empresa Comunal de Servicimpéguarios Arapa Chupa Ltda.
— which is dedicated to the rural development in Arapa @hdpa. Following the
incorporation of this Emucosa, an agreement was estatbigitie the IAF in January 2001,
to be carried out for two years. The original agreemauit ihthat the project would last
from January 2001 to 2003, with a total budget of 1188,950. At the end of 2003, an
extension was agreed upon for the project to last untialgr2004 with an additional
budget of US$ 37,000.

The main objective of the project was to: “Elevar la caatadquisitiva de la poblacion
beneficiaria mediante el mejoramiento genético del hato uiieo® de los pequefios
productores, transfiriendo conocimientos técnicos sobislado y proveyendo créditos
para la producciéon de avena forrajera.”

Project Outputs

a) Atrtificial Insemination

b) Improvement of breed

c) Animal Health

d) Credit fund for Forage Production

Credit

Exact information about the figures relating to the craditls is seriously blurred by the
lack of records, but we managed to compile some datagdaur trip to Peru, in an effort
to draw a clearer picture of the overall situation of tleelicfund.

As the sheep quality
was improved, they
also needed a better
diet — which would be
achieved by
implementing more
hectares of forage.
Firstly, the Ecosas
decided to hand out
100 soles for each
member for this end.
High default rates
hindered this scheme
after the first year and
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there are no reliable records about the total capital thdidesrecovered. After the second
cycle of the project, given this episode, the money graen to each Ecosa that would
decide how to assess and provide loans. Each Eecasargeed the loans with its own
capital. By January 2003, 23% of the loans had bemveeed (of the 46,000 soles from
the previous cycle). The report also mentions that inynastances, only the interests had
been paid back and that the main capital amount had bbaeted over again. In 2003, new
loans were given by the Emucosa to the 18 Ecosaotarafcommunal y equitativa por el
valor de 5,590 soles to each Ecosa” which in turalevprovide loans to its members. The
Ecosa would be responsible for the overall amount ofadhe and would also oversee the
forage production. In total, 127 hectares of oat haa Ippanted in 2002/03.

The IAF would initially provide US$ 39,660 (c. 134,84dles) for forage production
activities. As mentioned above, however, a total of U$812.00 was distributed among
the Ecosas, or 5,796 nuevos soles to each of thentheAgnd of the project, the fund had
104,328 soles. This reduction of the initial amount was dtleetdow recovery rates of the
first periods of the project, as the final report mentions:disminucion del fondo se debio
a que en la primera rotacion del crédito, no se tiemenrecion exacta de los créditos que
fueron entregados por lo que la recuperaciéon fue basidftié y con lo que se consiguid
recuperar se decidi6 mantener la actividad aunqueoyae entregaron los créditos a
personas sino a las empresas comunales para que eHasioga la devolucion de los
fondos con sus aportes en el capital social de EMUCOSA”.

We had access to only one financial statement, kindlyenaadilable by CEDEH, which
comprises the budget items and its allocation by the gragt&eptember 2001 and shows
that some of the credit fund had been re-allocated to expemses of a different nature:

According to the records to which we had access, thHecb8as still owed to the Emucosa a
total of 107878,51 nuevos soles by December 2006 — wtitansidering the interest rates.
Some of the Ecosas have already formed their own fwadled Cajas Chicas, where they
capture their members’ capital and form petty cash fuiedsinternal loans. CEDEH
officers explained that Ecosas’ members have paid sdrteeir loans back to the Ecosas,
but in view of the Emucosa’s break of trust, the Ecdssot pay their group loans back —
retaining the resources and thus forming these fundshvitvy prefer to manage. We had
only access to anecdotal data on the amount of thesecpstt funds, which in some cases
range between 7,000 and 12,000 soles.

The existence of Sendero and its activities — and hette ibs presence as well as the
resistance (specially the one played by the church) dgtimas very strong - has affected
the economic activity of such communities, in particular rifierocredit, because people
we afraid of gathering, of planning, of taking risksg &0 on.

Governance

According to some findings in the self-evaluation progessnoted by CEDEH, “la junta
directive percibia sus sueldos sin consulta a los delegidies Ecosas, incumplian con los
estatuos de la empresa y proponian a sus trabajadoresnflanza”. Afterwards, in
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subsequent years, the perception was also that the presidé managers would seek
personal advantages through the organization. The preblesferring to the fund
management almost compromised the whole project Thegbnwas affected by personal
problems between the manager and the project engineeigetft the project. His departure
was a major loss to the project given the importanceabinieal aspects to the success of
the intervention. An audit also found out that there wasmaggement of project
resources. In view of this, the Ecosas decided fostibstitution of the manager — in order
to avoid the total interruption of the report.

If by one side, the managers did not operate caretojlygnother side the members of the
various Ecosas would not inspect or verify the finandetesnents or management by the
Emucosa management board — in other words, there tl@$plioject ownership and much
of a passive stance by the beneficiaries. These lessanbeen effectively learned by the
Ecosas, at a high cost (break of trust), and is beingessield in conjunction with Cedeh, by
rendering the management more decentralized — with theiateenaking assigned to the
Ecosas as well — and increased accountability. CEDEHWs waorking to rebuild their
confidence in collective action.

Recommendations

Project PU492 was designed to achieve an improvemeieimncome of farmers in the
regions of Arapa and Chupa, Puno, Peru. The impronemehe quality of the livestock
allied with the higher quality of pastures formed the stsategraise living standards for
these farmers. The financial support of the IAF is idemwtifie one of the factors that gave a
boost to the grantee in its first — and more importastages. As the intervention by the
IAF coincided with these initial phases of the organization,nMie learning curve is
steeper, an almost intuitive assumption is that the profmdd face difficulties given its
unprecedented character for the stakeholders — leavpaytamt lessons to be learned.

The project was implemented with some difficulty, particylavith regard to the grantee’s
management - based on the reports, observations amtl @ieunts of the beneficiaries
and of CEDEH officers. More specifically, these proldeconcern the poor governance
structure of Emucosa that found a risky match in the ypassss of most Ecosa members.
There have been suggestions that the Emucosa mamagersnismanaged resources, thus
weakening the organization’s financial stance. This led byeak of trust by the various
Ecosas’ members, so that the Ecosas started defatllérigan payments — which left the
Emucosa even more vulnerable financially speaking.

As each Ecosa would have the autonomy to manage its loams, some peculiar

inequitable situations could also be observed there. We hated that the ownership of
certain assets, such as houses and land, grantesk @ochigher loans for some people;
while those with fewer resources could not provide trerelé collateral, hence accessing
smaller loans. This may have perpetrated the inequalitpaofy communities, as those
beneficiaries who accessed higher loans have pragréssactivities such as trout fishing,
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which require more capital. Other limitations faced the sbeweficiaries concern their
geographical location that was distant from the inseminagatecs.

Despite these constraints, beneficiaries at large have wadebssed the projects’ inputs,
such as training, credit, animal health centres, etc. Ewese who accessed smaller loans
still tell of the benefits experienced as a result of tlogept activities, which include:

Box 1. Summarized Impacts of the Project
v' Sustained livestock raising from better breed enabled by the project|the
beneficiaries still have good livestock.

v" Increased income from the sale of milk, meat and wool.

v Increased patterns of consumption
As a result of income increase: improving food intakee(rsugar, etc)

And as a result of better quality animals: products foné consumption

v Increased savingsfrom better financial management of extra income.

The formation of tiendas comunales and, later on, ef Ecosas have re-affirmed the
Andean tradition of social capital. As a result, even dfterbreak of trust between the
Emucosa and the Ecosas, these have continued implemetivgies in their own
communities capitalizing on the social capital that had beén b is almost as if they had
gone back to their roots after experiencing a largeritcesdtem. The formation of the
Cajas Chicas may indicate some important points abouethefibiaries’ capacity:

Box 2. Indicators of Beneficiaries’ Capacities

v' Loan repayment:

It helped to form these cajas: capacity to manage loan dEm@merest rate
deadlines). The only constraint to a more successpiyment rate was the lack|of
trust in the Emucosa’s management board.

Uy

v" A vocation for saving:

After the repayment of loans, which indicates sound igemant of their resources.
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v" Sound internal organization:

As they decide in a general assembly who shall receardotins, whose range
not discrepant as the “special credit” by the previous &aosngements.

S

v' Equitable participation:

Loans shall be given to all members before someone @aavbfor a consecutive
time.

Albeit there were good impacts for the beneficiaries, it sebatshe project’s governance
shortcomings have compromised the sustainability of tbgegt. Once beneficiaries lost
access to the larger loans, they had to start selling ¢heir assets to buy forage, for
instance. This can weaken their situation in the longer taness they are able to re-
organize themselves and reclaim their right to the Emigtsads.

Therefore, in the future, similar projects should payaased attention not just to the
design of the strategy in what concerns the beneficiacegsacity to repay the debt, but
also look further to the ability of the grantee to propemBnage the funds. The leadership
of each community should be enhanced to own the prdjente becoming more involved
in the decisions made by the general assembly at Emuicidgavise, managers’ skills
could also be enhanced. Beyond that, the long-term gyrafebridging the producers with
feasible markets should also be factored in the projegttienm strategy.
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9. Agrodersa, La Concepcion, Nicaragua

Background:

Through the IAF project, AGRODERSA would help low-incgnraeral Nicaraguans
affected by Hurricane Mitch recover productive capaeitd prevent future environmental
disasters, by implementing activities in agricultural productend natural resource
conservation. AGRODERSA would accomplish this by promoti@gonomic
diversification, improving crop yields, lowering agricultural gwetion costs, increasing
the use of agro-forestry practices and promoting varither matural resource conservation
measures in the low-income communities. The initial project stasctured under four
components: organization, qualification, technical assistande naaterial delivering —
inputs in general.

AGRODERSA would provide the farm families with vegetabid Eegume seeds, and baby
chicks, to improve their agricultural production and emleatheir economic security. As a
direct result of project activities, it is anticipated that o460 families of small-scale
farmers would be able to recover from the crop lossegfered as a result of Hurricane
Mitch and take major steps towards decreasing future eme@otal damage.

Fig. 1. Project Flowchart (initial design)

Strategies Expected Outcomes
Economic diversification Recover productive capacity
Improving crops [“:” Prevent future environmental disasters
Lower costs of agricultural production Increase food security
Improve natural resource conservation Improve income

Increase employment rate

The initial agreement did not foresee credit fund. Acogydio a timely mid-term

evaluation, however, there was a clear demand fortdrgdhe beneficiary families. Based
on this diagnosis, an amendment was requested. Thegreeguested additional US$
89,960.00 and an extra year for the completion of togegt. With an adjustment in the
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initial budget allocation, the Revolving Credit Fund was dstadd with US$106,488.00.
The fund would finance productive activities and would supthe establishment of small
businesses.

The conditions for accessing loans included: a) The créditild be used for project-
related activities; b) Provision of a collateral: as most pedpleot have a title deed, the
grantee would accept a letter from the municipality guaeing the solvency based on the
land tax that the beneficiary paid; c) Interest rates wept &t 2,5% over the balance of the
debt (not on the whole capital). capital). The majoritycrEdit was individually granted.
Most loans were destined to agriculture or services.

The beginning of credit activities was difficult because s$teaff lacked the necessary
experience with financial issues to implement it. Interestintlis shift also marked a
change in their relationship with their beneficiaries, as k&Bmd they would donate
project inputs, whereas now they would lend it and chérdpack. According to Julio

Cardenas from Agrodersa: “... It was hard for us @atdugh with them. We are neither
bankers nor financial men, we are agronomists, weti&eountryside.”

Credit Constraints

Officers and beneficiaries alike blame low repaymetasran the macroeconomic situation
in Nicaragua. Some circumstances have indeed affecteplep® ability to repay their
loans. For instance, as coffee prices plummeted, tiare been high migration rates from
the countryside. Public policies did not address suthastd small-scale farmers were left
helpless. Few public resources are allocated to thé sector that comprises most of the
poor in the country. There are 1.6 million rural poo68r5% of the total rural population
(1998) but more worryingly c. 30% of the total populatidmd access to productive
resources is difficult: arable land makes up 15.9% of theé taea in 2002, while irrigated
land was 4.4% of cropland in the same year.

The number of loans has dropped considerably sineébdiginning of the credit fund —
from almost 200 loans between June 2002 and May #0@3 in 2006 (albeit on a rather
positive note, there has been a greater balance in theemgealistribution of loans).
Conversely, the average loan amount has increaséé same period from 1130 cordobas
to 4550 cordobas,

As a result of subsequent defaults and the end of thRealfkeement, the Credit Fund is
virtually inactive. In order to recover the fund, they VWbliave to implement a serious and
costly strategy of personal visits and legal demands.
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Credit-Related Lessons

Firstly, there is a strong perception in Agrodersa theditis not efficient for small-scale
activities, which need subsidies instead. Agrodersa stedeatat separating credit from
agricultural operations would have been desirable to inerdas effectiveness of both
strands of activities.

Evaluating the beneficiaries’ business profile before tgrgnthe loan. They would be
stricter in their assessment of beneficiaries even ththugimight increase their costs.

The soil conservation was the central aspect of the priojgelly and worked well, albeit
being costly, laying the foundation for the later stages eg thanaged to diversify the
production in thdincas Credit thus is important as it ran parallel to or in the fopsstd
the improvements in the productive structure. Agrodersagréres the conflict of interest
inherent to this dual operation of credit provision and teethnassistance/capacity
building. This creates a certain degree of confusi@t the producer himself does not
appreciate. The necessity of credit is paramount, but teesevoid in public regulatory
policy referring to this theme.

Likewise, one of the main indicators of the benefic&rgogress as a result of the project
was the evolution in their demand, according to Agrodeasdirst, they would require
productive inputs; in the last year of the project, theyeddbr credit (demonstrating an
increased ability to repay).

The macroeconomic situation in Nicaragua has shown sligletter indicators, but rural

poverty is still prevalent. This has made Agrodersa’setarg more important, but its

effectiveness harder in view of the wide needs of tha population in terms of access to
resources, markets, etc.

10. Espino Blanco, Leon Nicaragua

Overview

Espino Blanco is a institution focused in the provisiorcr@dit mainly for low income
borrowers in the rural areas of Nicaragua. It initialperated a credit fund, but in very
primitive manner, without the necessary tools to handle evitdit in a efficient manner.
IAF project allowed them to hire advisors — among whi@s WRoberto Garcia (LLAS) —
that fortunately managed to tackle most of its fragilities. Hfiswed it to remain until
today and developed into a sustainable institution. Espino @&l&@an institution of
intermediary level of development and carries out operabbesemmerce and services as
well as agriculture and cattle raising.

It is a very clear example of an institution which receigeflind from IAF, managed it
well, made it grow a little bit and it is still providing seregcto the people. It is far from
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well develop as Leon 2000, in size as well as in profaagm, but it carries a clear
mission of micro-credit which is not the case in other institigtisuch as Agrodersa, for
instance. Besides, the fact that it extends its services atgpitwulture and cattle raising is
very valuable as well, since those activities are far nabifeculty than to deal with
commerce and services.

History of the project

The Sociedad de Servicios Integralggmra el Desarrollo Rural “Espino Blanco” y
CompaniaLimitada was constituted legally on June 6, 1996arasagro-forestry
organization. ESPINO BLANCO is created as a private instiiutibose main goals are to
provide technical services, advice, training, technical assistananage and intermediate
credit funds, as to also formulate, execute and follow-Liprojects with community
participation. Its philosophy and methodology is focusediralparticipatory intervention
towards the development and empowerment of local capateasmmit themselves in the
process of planning and execution of activities.

The project NC 230 is focused on the strengthening afymtive systems of the peripheral
areas (urban and rural) of four - Ledn, Telica, la Zentro and Nagarote, of the ten
municipalities that compose the department of Leon. Thiecdlga of the Project was to
improve the economic situation of farmers and small ergnsurs, reactivation of their
economies alter the dramatic effects of Hurricane Mitdlabkng improvement in living
conditions, reducing environmental degradation, increaserofluctivity and mainly
enlarging the entrepreneurial capacity of small and medintreggeneurs through the
implementation of a credit fund and a fund of social is\er, what is the main innovation
and exemplarity of the project, notwithstanding its reduesdurces but relevant impacts.

Financial Environment
The financial system is highly concentrated in three largekd®¥ and favors corporate
clients and offshore activity, and most institutions thateretheir activities in micro-
financé? emerged during the 1990s based strongly on suppant ifieernational donors,
for which microfinance is a tool to reduce poverty. Aftturricane Mitch, in 1998 many
donor agencies increased their support to the countey.niibro-finance growth is being
led by 2 regulated finance companies, 21 non-governinamganizations (NGOs), and 12
finance cooperatives. Presently the number of orgaoimathat provide financial services
to people that have very limited access or no accesettratitional banking represents
around 300 institutions, which are composed of 2 reguléitehce companies and
approximately 7 private unregulated corporations, 10@/afg NGOs, and 190
cooperatives, around 300 organizations with a combinetfoporof US $240 million
(ASOMIF, 2007).

Micro-credit providers have increased the number of icretients they serve by
approximately 26 percent per year since 1999. This throhas, however, been
concentrated in a few institutions: 12 out of the 35 largeBtsMincluding 2 finance
companies and ASOMIF affiliates) accounted for 80 peroé the increase in number of
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credit clients and 90 percent of the growth in outstandintfglios between 1999 and
2004.

Within this context, microfinance emerged as an alternativiaclude those that are not
reached by formal financial market, and accordingetent studies nearly 20 percent of the
Nicaraguan population is either a direct or indirect usemiofofinance services.

Role of the grants

The project relied on a comprehensive strategy, which b&ydand the provision of credit
alone, as they had an involvement with its beneficiariesngimg from from selection to
loan repayment. The projects helped their beneficiyadentifying their main potentials,
but it had a strong focus on credit, as in the cagspino Blanco 71%.

In total, the IAF donated US$ 308,151.92 to Espino Blan@his donation enabled the
institution to leverage a credit fund whose main objectivi® isoncede credit, guarantee,
capacity building, technical assistance and technology trarisfeurban and rural

borrowers. Espino Blanco fund did not grow significaiml number of loans beneficiaries.

It is safe to say tha Espino Blanco capitalized on the d8Rations and it enabled
activities that in the case of Espino Blanco stimulated timentunities to organize within

the Social Investment Fund premises, and as to the individaas both institutions

developed specific processes of dissemination of the egestef credit for low income

families and micro-entrepreneurship.

Credit History and Profile of Borrowers

Espino Blanco had a rate of 1.5% monthly for a termi®fmonths for borrowers at the
rural areas and for the other the average loan wa2 ofdhths at 1.5%. Most of the clients
have a story of continuity. Most of the clients are womepresenting 54% in Espino
Blanco.

Reaching the poorest

There is a strong poverty focus in both institutions operatiguidelines.

Espino Blanco focused its activities on beneficiaries whonot have access to formal
credit. It has adopted integrative strategies where thkeoaaccess to financial services is
only one of the many constraints faced by the poorstitstegy focuses on orienting
borrowers about the intricacies of finance, providing nézd assistance. It develops from
the very beginning of their relationship with their clieatsvery intensive relationship,
which has ensured better rates of return and repayment

Role of technical assistance

The participation in both institutions credit programs and tieahmassistance has helped
clients to obtain better outcomes and make a more adeeatd# the resources, and in the
case of the farmers and small industries it also helpeddanize their merchandising

schemes.

Institutional features

Both institutions had an important development with IAF gnaterms of strengthening of
their organizational capacity. The fact that both projeeteed on a comprehensive
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strategy, which went beyond the provision of credit to gadficiaries, implied in the
development of institutional strategies. Both institutions, atemdint levels invested
considerably in specialized personnel to assess petoermmain functions in it credit
operations, such as: assessment of borrower profiies,financial and technical advice,
ensure adequate follow-up.

The overall the institutional features have been: adequdtentemagement; adequate
repayment collection system; focused geographical covegage but organizational small
administrative experience; credit committee, experimentetitagianical assistance.

11. Fundacion Leon 2000, Leon, Nicaragua

History of the project

Fundacion Ledn 2000 is a Non Governmental Organizatidrdthaelops its activities as a
microfinance institution in Leon since 1993. It is createdibiyens of the city of Leon that
gather with the finality of searching alternatives to supfi@tsocioeconomic and cultural
development in the western part of Nicaragua. Its focosisly the micro-entrepreneurial
activity to assist the urban sector.

It has concentrated mainly in rendering services to thaumicro-entrepreneurial sector in
the areas where it operates, reaching part of the gmmnruand practically it does not
operate with micro-credit for farming activities. The main actgiticovered by its
programs are small business, small industries, servicescgsdimption and improvement
of housing. Its emphasis is in the small business, maimhestbles and grocery shops and
services. Besides favoring the development of micro,llsamal medium entrepreneurs,
through credit services and in management, it has desctlaptivities in training and
technical assistance.

The covenant between IAF and Fundacion Ledén 2000 —2RIC was to establish and
manage a small loan fund that will provide credit, technicak&sice, and training to rural
and urban participants, the majority of them women, in bbeth and established micro-
enterprises in Leodn, benefiting directly 5,040 persons fdsources were destined to
award approximately 1.800 loans within an average $$ @.500,00 for solidarity groups,
cooperatives and individual small businesses.

History of Leon 2000

According to Marcos Hernandez, the executive direztdreon 2000, as well as one of the
founders. “Our institution started in 1994, after a peribavar we went through in our
country and a transition for a left-wing to a right-wingvgmment. The government
created The Program for Support of Small and Mediurnterfarises (PAMIC), which
fostered the beginning of many of the microfinance insbiis that exist today in the
country. It was based on funds from Norway and HadlldRAMIC then started to give
place to international institutions, such as the IDB, the. I8&me funds were based on
donations, others in credit.”

Nowadays, Leon 2000 has many projects with internationgdnisms, such as Global
Partnership, Micafon, with IMF we have a project involviegmewable energy, and with
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Proder - an institution from here - we have a projeablviig housing improvement. Leon
2000 is carrying out at the moment 7 projects. Its focasdjective has always been to
finance the very poor and rural sectors, because tdéidraal banks do not think it is

worth to reach them. Fundacion Leon 2000 focus its @iparan the provision of credit

mainly for low income borrowers concentrated in the nré@as

Financial Environment

The financial system is highly concentrated in three lam@ek® and favors corporate
clients and offshore activity, and most institutions thatesetheir activities in micro-
financé”® emerged during the 1990s based strongly on suppent ifiternational donors,
for which microfinance is a tool to reduce poverty. Afterrricane Mitch, in 1998 many
donor agencies increased their support to the countey.niibro-finance growth is being
led by 2 regulated finance companies, 21 non-governinemganizations (NGOs), and 12
finance cooperatives. Presently the number of orgaoimathat provide financial services
to people that have very limited access or no accesettratitional banking represents
around 300 institutions, which are composed of 2 regulditemhce companies and
approximately 7 private unregulated corporations, 10@vafg NGOs, and 190
cooperatives, around 300 organizations with a combinetfoporof US $240 million
(ASOMIF, 2007).

Micro-credit providers have increased the number of icretients they serve by
approximately 26 percent per year since 1999. This throhas, however, been
concentrated in a few institutions: 12 out of the 35 largeBtsMincluding 2 finance
companies and ASOMIF affiliates) accounted for 80 peroé the increase in number of
credit clients and 90 percent of the growth in outstandinmtfgios between 1999 and
2004.

Within this context, microfinance emerged as an alternativiaclude those that are not
reached by formal financial market, and accordingetent studies nearly 20 percent of the
Nicaraguan population is either a direct or indirect usemiofofinance services.

Role of the grant

The IAF donated U$ 367.580.00 to Leon 2000. Thesetitums enabled to leverage a
credit fund whose main objectives are to concede crgdayantee, capacity building,

technical assistance and technology transfer to urbarruaatlborrowers. Leon 2000 is

80% to leverage a credit fund. Leon 2000 fund damigsignificantly in number of loans

beneficiaries from 2,904 in 1999 and at the end o620feaches 9,430. The IAF donation
was instrumental in strengthening the organization institatibasis.

Credit Methodology

Leon 2000 started to work at the same time with the methogloliogroup lending as well
as individual lending. It also had an experience with teéhodology of communal banks
with 5 communal banks at the same time. The communal Warik is determined by its
statute, involving the issues of control, savings, associdtians, etc. To give an example,
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it is common that non-members should borrow at highterest rates than members. But it
was discontinued due to transportation problems theydaet back to work with group
lending. Others, in turn, start to work individually. Bidtea all the methodology was a
steeping stone to other methodologies.

According to Maria Dolores, from Leon 2000 staff, teigperience with communal banks
has been a key source of knowledge and producedveosssults. The clients have done
well and many of them still work within groups.

The combination between individual with group lending is dettioh the field. The credit
assessor offers both type of products and the cliembses which one she will have. It
depends as well on certain pre-conditions. If onegef@mple, has neither collateral nor
bailer, he has to borrow within a group. . The issue dfatewal depends on the
methodology of the loan. Individual loans involve clients thatehbetter conditions of
repayment, because their businesses are larger, arefoteethey can borrow higher
amounts. They can use as mortgage collateral, pignosatmliateral or fiduciary
collateral. Those who borrow with the methodology of griamgling are the ones that have
fewer resources. They borrow using only pignoratiougdiduciary collateral, since they
cannot provide any property as collateral. In Nicaragus guite slow, a judicial process
takes usually from eight months to more than one yaacover the collateral. The loan
conditions have exactly the same conditions, the same intates, the same payment
periods independently on it being provided within a graujmdividually.

Leon 2000 is an institution that lives up to the History efchy that it carries in its name.
Leon 2000 developed the ability of allowing people t@mvec from the climatic and other
types of natural shocks. For example in the casexofjenous events such as climatic
shocks — one might think also about the constant switches iardgiga’s political
pendulum - there is a fund destined to help with shocksidBg, in such cases Leon 2000
provides loans at smoother conditions than the usualamksgefinance the old loans. This
winning feature is a source of knowledge for IAF padredsewhere.

Credit History and Profile of Borrowers

Leon 2000 has in 2007, nine offices distributed in thetavegegion of Nicaragua, with a
directive board composed of seven members and a piafies body of 73 persons. An
important issue presented by the interviewed from thectitre is the stability of its

employees, who stay an average of six years. The nuaibdients per credit agent is
around 300. The percentage women promoters reprek&itef 29 (ASOMIF, 2006),

In 2005, according to data from MicroRate, it is rankedith place within microfinance
institutions belonging to the Nicaraguan network ASOMIF.

Leon 2000 average loan was seven months at 1.2% q@ethmates of interest ratéhe
interest rates are at the moment 1,76% per month Most eofclients are women,
representing 72% in Leon 2000. The report of Fundat@éon 2000 indicates that the
annual rotation rate for urban microentrepreneurshipZswhile for housing it reaches 0.5.
As in many cases the loan brings very small profitabitity, small shop owners have to
make two loans per year, so that their business canveuiThe indicators of very small
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delay in the payment of installments indicate the fact thabémeficiaries carry on their
agreements.

According to data obtained from Mix Market Repontwiv.mixmarket.org/en/demand -
23/6/2007 the number of borrowers in 1998 was 2,310, in 91@8en the grant by IAF
was obtained it had 2,904, at the end of the projectditreached more than 6.000 clients
and at the end of 2006 it reaches 9,430. Only 8,%%salidary borrowers. During the
period of IAF grant it practically doubled the number ehéficiaries. Presently the average
duration of loans is around 9 months, and interest amg=an average of 2.0%/month.

Reaching the poorest

There is a poverty focus in Leon 2000 operational dumeg Leon 2000 activities are
oriented to provide credit to urban households and smsihbsses and industries. Its logic
of action centers in orienting clients and giving technical &sgie, and strengthening a
method of strong control to avoid delays, keeping alwather warrants to guarantee a
pressure of collection on clients as to reduce risks.

SOCIAL PROJECTS

Leon 2000 focus and strength has always been thecfimg of microfinance
industry, but they have also contributed to the fields oftcoct$on, culture, sports|
It has been carrying out a ten years a program to tuefd poor children to get
clothing and material to school. These children arrivenadteschool without shoes.
Leon 2000 does not give money to them, but get thedfatters that will give
money to buy material as well as clothing to be used aoscBesides, Leon 200
gives donations from our resources to schools andiistaLeon has been carrying
out for 8 years a project call Happy Christmas, whichsists in giving toys ang
games to poor rural children in Christmas. Last year tfhstributed around §
thousand toys. Every Leon 2000 sets a target aboatidas to give. At the momer
they have been through some natural disasters, and20i§his donating goods t
some of its clients.

O

O

Poverty and Gender Biases

The average value of loans was during the project ard®# 450,00 and nowadays
around US$ 600,00. There is no information about barsvbelow poverty line nor of
clients in bottom half of the population below the poveme.l Data from Asociacion
Nicaraguense de Instituciones de Microfinanzas (ASQNtiHm December 2005, indicate
that the average loan per client is U$ 505,67 , that delaysrtfolio are less than 2%, and
that 60% of the borrowers are women with an averagedbai$ 421,39 , while the loan
for men is U$ 722,39. The number of women borroweas 78,3% in 1999 and 68,5% in
2004. Women are the majority of clients this happens edlyeicidhe low amount ranges
where the ratio of women to men is around 3 in both nurab®ans and the size of the
loans, the women to men ratio falls gradually as we nowgper brackets reaching 1,01
in the case of number of loans and to 0,75 in the aak®ns size in the upper bracket.
The bias in favor of women in the access is mostlyrvesein low loans levels which may
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imply — to be tested - that micro-credit programs that aveerpro poor have also a gender
bias favorable to women.

Role of technical assistance

The participation in both institutions credit programs and tieahmassistance has helped
clients to obtain better outcomes and make a more adeggeatd the resources, and in the
case of the farmers and small industries it also helpeddganze their merchandising

schemes.

Institutional features

Leon 2000 invested considerably in specialized perdommnassess perform the main
functions in it credit operations, such as: assessmehorobwer profiles, give financial
and technical advice, ensure adequate follow-up. Theeabvinstitutional features have
been: adequate risk management; robust repayment amilesyistem; urban focused
geographical coverage; good organizational and admitvgtraexperience; credit
committee.

The evaluation of Leon 2000 indicates that the IAF graat @ssential to its functioning
and expansion. Almost all loans are for individuals. C8\%% are solidary borrowers.
During the period of IAF grant it practically doubled thember of beneficiaries. The
relevant outcomes of Leon 2000 performance are linkebleteefits obtained from jobs
creation, income improvement and capacity building anticgaatory learning benefits.

In the following week of our last interview Leon staff wgsng to Guatemala to receive a
prize for our transparency from the IDB. They also wélteive a certificate from Mix
Market, Leon 2000 has won The Five Diamond prize foarfcial transparency. The
organization just made a business plan for the next fiaesyén which expect to have a
growth of approximately 30% in its portfolio and a cumulkatgrowth of 20% in the
number of clients.
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Interview Il - Roberto Garcia on IAF microcredit proj ects in Nicaragua
http://www3.fgv.br/ibrecps/VIDEOS/iaf_nc/ROBERTO_TUDO_v.1.wmv

v Personal experience and the beginning of microfinance iNicaragua
Roberto Garcia is The Inter-American Foundation LLASNitaragua and given his
experience he provides support to credit activities. Rolf&soworked with micro-credit
for more than twenty years. He was the founder offitlsé micro-credit experiences in
Nicaragua starting with a Canadian religious organizationolwed in economic
development projects that launched the first project in mnance in Nicaragua. When it
had around six thousand clients and one million dollargsirportfolio it evolved to a
microfinance bank named ProCredit. This interview closes2007 evaluation project
which fulfills perhaps the main role of FGV as a messerige the IAF while also

gathering a pool of project-specific knowledge.

v History of microfinance in Nicaragua and IAF projects

Neri: Could you talk in general about micro-credit experiencesere in Nicaragua?

In the Eighties, during the revolution, both the economy #e financial market were
severely affected. The financial market was nationalized| the revolution bank gave
many benefits to the peasants, which were not sustainabky provided credit as
donations and in at least two different moments a maskivation took place. People
received credit, land and tractors, did not pay it bacl the government was not
concerned about it. It damaged the economy but espeitialihat refers to the economic
culture, destroying the culture of responsibility towardsreia duties.The paradigm of
the nineties was to provide technical qualification, technigapsrt and credit. But, as long
as the institutions developed, it become clear the need &wasegdinancial services form

non-financial services.

Therefore in the nineties we started to implemented micriitaegperiences such as those
that already existed in other South American and Africamtc@s, seeking to rebuild a
culture of repayment among the microentrepreneurs sasr@mong the peasant and the
rural population in general. Then we launched around gigects with cooperation of
European Union, USA, Netherlands, Switzerland and Deamét that time, we had a
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parallel development of two different approaches. Onlara we representedbaisiness
approach aiming to teach people how to make business and toaeirtte a culture of
repayment. On the other hand we have entities carryihg celief approach based on
donations, gifts and assistance. These strands devedepedately from each other, and
obviously the second one turned out not to be sustainBiideones that have evolved and

succeeded in consolidating themselves were the onebacha focus on business.
http://www3.fgv.br/ibrecps/VIDEOS/iaf_nc/ROBERTO _1-Hist.Microfin_experiencia.wmv

Neri: How would you classify these institutions we are intested in concerning these

two approaches you mentioned before?

Roberto: | would say Espino Blanco is in the intersectharpdersa would belong to the

relief approach and Leon 2000 to the business approach
http://www3.fgv.br/ibrecps/VIDEOS/iaf_nc/ROBERTO_3-inst_evaluadas.wmv

Neri: We found quite different economic perceptions and pepectives across the

different projects. Could you compare the projects egions in economic terms.

Roberto: There is not much regional inequality. Althougkre is more poverty in Leon
and Chilandea where are Espino Blanco and Leon 2000, tharLanconcha de La
Conceicién where is Agrodersa. | think this difference is due top@pple’s attitude

towards credit; (ii) the capacity to organize in order teett#p this sort of activity.
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Micro-credit Issues

v Credit for Commercialization
Neri: Do you think the issue of commercialization is importat? How do you see credit

linking with commercialization, for example, to achievebetter prices?

Roberto: | see this as the formula of success. Ifroddoes not succeed at the end in
strengthening its organization in helping the producers taregialize its products, the
chances of success are very small. Lack of accasattkets is one of the main difficulties
faced by the producers. Ten years ago the problemagksof money to produce and in
reaction to that there was an effort by development anstasse institutions to overcome
this problem by providing technical qualification and cre@iten, when they managed to
overcome this production problem, the main problem wastbdhannels to the markets.
Otherwise they would either produce and stay with thdumroon, or produce and have the
production bought by a very low price, because the intdianes would be the ones to
appropriate the aggregated value. Therefore now the ismir is marketing and there are

even those who speak of exporting towards global etsrk

v" Land Reform
Neri: The basis of a micro-credit industry involve the queson of collateral and
property rights. How these issues evolved during Nicagua recent history and how
theses changes have affected the micro-credit indug? What is the situation of land

distribution in the country and the use of land as collagral?

Roberto: The revolution at the Eighties, by means of a Ienge reform, redistributed
millions of hectares of land among the peasants and @asapts as well. However, since
the government in power expected to be forever in powetid not worry about the
juridical aspect of it. Therefore, when there was a chamgfee ruling power, many people
were in a situation that they occupied a piece of landowithaving the property title , and

this is a huge problem in Nicaragua. Among the small lanéos, the large majority,
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surely above 80%, does not have the property titteeaf lands which would allow them to
use it as collateral.

Before we used to have a lot of land belonging to theicmpalities, but nowadays it is
very rare to find communal or collective land, becauselahd reform gave them all to
individual peasants. A lot of land was confiscated, but tiopeyty was not transferred.
This problem is not so present currently, but it is dlemm which is latent, since it is not
solved. There are many people who still demand their lac#, but this land are being

used by someone else.

v" The Juridical System
Neri: What about the judicial system of Nicaragua? Does it hae enough speed to
make the micro-credit system to function? For examplewith respect to the use of

housing as collateral and enforcement of property rightsdoes it work well?

Roberto: Yes, it has been working perfectly for more thae century with individual
credit. Social credit — in this group we have group lendimy@mmunal lending — exists
then as an alternative to the poor people who have no pibgsib offer a collateral and
whose business are really small, without even a fixedepldte chosen lending
methodology is directly linked to the poverty level of tegreent it serves. For example, in
the nineties, the moment when we had the boom of micrafeahe step system we had
was: (i) communal bank — between 15 and 20 memberthe tpoorest, (i) group lending —
between 5 and 7 members - to the a little bit less podr(iahindividual lending to the
even less poor. The three are poor, the three ar@enicepreneurs, but at different levels

of poverty and business structure.
http://www3.fgv.br/ibrecps/VIDEOS/iaf_nc/ROBERTO_4-Reforma_agraria_colaterales.wmv

The role of the Inter-American Foundation

Neri: Do you see a contradiction between donations and midiance? | mean, IAF
provide grants, which are a kind of donations, whereast the same time seeking to
develop micro-credit projects.
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Roberto: Yes, there is a contradiction. However, in the waymanage it in Nicaragua,
IAF provides donation, but which is not supposed todbiectly consumed. It is not a
donation to be given away but, instead, to strength institytgrosips and communities. It
works very well and people understand it well. Of couiesomeone arrives at a
community and asks if they want to receive helicoptersd finputs or whatsoever they
would be glad, and will support the idea, but they know tieye to make an input. 1AF
supports development projects, not assistance projeasefdhe, in order to succeed in its
mission, IAF has to identify institutions that have this kindmbroach.

In my opinion, institutions such as Leon 2000 should ao¢ive support from IAF, since
they already have a volume of resources and a pregetioe market large enough to raise
funds from the capital market. Therefore, the moneynfidF, which is relatively not
much — between 12 and 14 millions dollars per year @éosplit among around sixty
institutions — should finance institutions that really neethé,small ones. The role of IAF
should not be to develop the sector of microfinance, butgpat the development of the

territory from the level of localities.

It is true that then IAF is one of the institutions that has leggirements with respect to
the presentation of proposals and also one of the institutih@tsintervenes less in the
projects executions. In my opinion, this is a good thihgwever, it does not mean that the
fund is free to be used anyhow. Everyday, thousangeople are doing thousand of
business, without the need of IAF or whatsoever. Whitd&es when it supports this kind
of initiative is to try to organize these relations and capitatiiee best ways of doing

business to show to the small microentrepreneurs theefficsent way of doing it.
http://www3.fgv.br/ibrecps/VIDEOS/iaf_nc/ROBERTO_5-IAF.wmv

Il. Recommendations at Programs, Institutional and Cantry Level
http://www3.fgv.br/ibrecps/VIDEOS/iaf_nc/ROBERTO_2-evolucion.problemas.soluciones.wmv

IAF-supported credit funds fit into the country context amdsting legislation and micro-
lending institutions. The examples of the two grants to FUoddecon and Espino Blanco

indicate this adequacy. Agrodersa presented limitationsrimstef the vocation of the
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institution for credit services, but even in this circumsgamicro-credit helped its clients
to meet some basic needs and defend against risks. the tinpact of IAF-supported
credit funds it will depend basically on the existing infotiora network. The existence of
ASSOMIF is an important reference as to the potential nhyiltigp factor vis-a-vis other in-
country micro-finance institutions. Its network could be usexl an extraordinary

multiplicator of better practices and of innovation.

IFfuture IAF grants should consider the importance ahing associated to market needs,
and their chances to increase production and basically waprbeneficiaries
entrepreneurial skills. This may allow them to look for othgpasfunities, and in most

cases this has not occurred because their range of actrarch reduced.

The 1AF should strengthen its project monitoring, as ittgitutions consider it having
more feedback on their activities, the gaps and advaheesre to be evaluated so as to
reduce shortcomings. The importance of strong finameg@brting cannot be too stressed
here either: it both helps to ensure accountability as weédl belp train the grantees in the
financial routines that will help in the future management wid§, once the IAF

withdraws.

It is also important to stress the important role of the “$aarestment fund”, and
although not very significant in monetary terms, its out®nin social and socio-
environmental terms have been considered relevanis HEn important and creative
innovation to strengthen community based developmergrarelevant aspect to consider
in IAF projects. The more initiatives within this framework there social aggregation of
local stakeholders and the aggregation of social capital, vidhiebsential to reduce social
exclusion and increase social participation and co-resphbtysilm the formulation,
implementation and management of collective goods. Thisiesmm creation effective
conditionalities within projects to allow the implementation of timeovative way to
articulate individual financing performance to collectivetcomes converted in social

investments according to the amount generated.
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In spite of the high participation of women in MFIs,alatdicate that they receive 42% of
the funds in the urban sector and 17% in the rural(Deegd, 2002), and the amount per

women client is much lower than for men, indicating lop@yment capacity.

We agree with Marulanda and Otero(2005), that micro-lendingrams have the potential
to cover their own costs. The interest each borrowgs eelps to finance the cost of
lending to another. In most poverty alleviation efforts,reveerson helped brings the
program closer to its financial limits. Successful micro-lagdprograms, on the other
hand, generate more resources with each individual telgy As a result, well-managed
micro-lending programs generate more income than theyndspOnce they become
economically viable financial institutions, they have the abith access a virtually

unlimited source of lending capital.

It is also important to stress that technology—both se#twand hardware—will be
fundamental to improve the quality of the financial servici#sred to low-income people
in the region because they will allow microfinance institutionsrprove their efficiency
and expand their services to unserved markets, with loste and risks that are reasonable.
This is already to be seen in both cases evaluated yhidkve the means to develop the

follow-up of its clients and to reduce the delay of payments.

Micro-credit can only be provided to those people @pytation segments) that have an

established minimum capacity to repay a loan.

Therefore, in the next years, there should be a foosys@viding financial services to the

poorest people , to result in the deepening of efforedfectively reach unserved markets.

Nicaragua has the lowest commercialized microfinance rhamkkatin America, where
institutions that seek profit represent only 6% of the totallients and 16% of the funds.
NGOs are responsible for the expansion of coveragmesenting 75% of the total of

clients and 60% of the funds invested. These data shoutthiadhat given this situation
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the coverage to the low income groups would be signifiddat.this is not necessarily
occurring to reach the poorest, between US$ 100,00&$d150,00 (Lanuza, 2004). These
data are relevant to analyze the fact that it is one big dlgall® reach the poorest and that
the best way could be through solidary loans, but tresphaoved very little effective and
most beneficiaries oppose to it. Presently from most NGOsery small number is
reaching efficiently with an average amount of US$300dhd this could mean that the
techniques of loans are inadequately used (ASOMIF6R0he changes that occurred at
the beginning of 2004, when ASOMIF was successful tespa law at the National
Congress, where spaces are created within banking tieguta allow the functioning of
microfinance institutions, that due to their size cannot becdimance institutions,
particularly most of NGOs. The law eliminates the ceilingmerest rates and establishes a
specific legislation designed for small microfinance institutiofise challenge now is to
reach an adequate scale as well as to be able to indoeaseto reach the poorest, and

particularly through group loans.
http://www3.fgv.br/ibrecps/VIDEOS/iaf_nc/ROBERTO_6-conclusion.wmv
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19. Additional references:

Videos — Index:

The Centre for Social Policies team registeredidie@ the visits done to the projects site and uters with its stakeholders. These
videos are an integral part of this evaluation igravailable on the project websitép:// www3.fgv.br/ibrecps/iaf2_website/index.asp
together with the main outputs and inputs usechis évaluation. The electronic version of this mepaill provide links to these

resources at specific points of the text.

Videos Nicaragua

AGRODERSA — NC-234 http://www3.fgv.br/ibrecps/VIDEOS/iaf_nc/agrodersa_TUDO_V.2.wmv
http://www3.fgv.br/ibrecps/VIDEOS/iaf_ nc/AGRODERSA_1-
1- Abertura abertura.wmv
http://www3.fgv.br/ibrecps/VIDEOS/iaf_nc/AGRODERSA_2-
2- Historico de la instituicion hist_inst.wmv
http://www3.fgv.br/ibrecps/VIDEOS/iaf_nc/AGRODERSA_3-
3- Atividad/Credito credito_atividades.wmv

) ) . http://www3.fgv.br/ibrecps/VIDEOS/iaf_ nc/AGRODERSA_4-
4- Credito x assistencia técnica cred_assistencia.wmv

5- Uso de credito/Credito-Monto/ hp: jmmwwa.fgv.briibrecps/VIDEOS/iaf_nc/AGRODERSA_5-

Grupos/Cooperativismo uso.cred_monto_grupo_cooper.wmv
) 6- ) http://www3.fgv.br/ibrecps/VIDEOS/iaf_ nc/AGRODERSA_6-

Garantias/Interes/Plazos/Morosidad garantia_interes_prazo_mora_futuro.wmv
ESPINO BLANCO - NC-230 http://www3.fgv.br/ibrecps/VIDEOS/iaf_nc/ESPINO_TUDO_V.1.wmv

1- Abertura http://www3.fgv.br/ibrecps/VIDEOS/iaf_nc/ESPINO_1-abertura.wmv
o _,2‘ Historico/atividad de la http://www3.fgv.br/ibrecps/VIDEOS/iaf_nc/ESPINO_2-
Instituicion historic_inst_cred.uso_iaf atuacao.wmv

3- Monto de
Cred|t0/M0ra/C0nven|(_3 de cooperacion http://www3.fgv.br/ibrecps/VIDEOS/iaf_nc/ESPINO_3-
mutua/Grupos/Garantia cred.monto_mora_convenio_grupo_garantia.wmv
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http://www3.fgv.br/ibrecps/VIDEOS/iaf_nc/ESPINO_4-

4- Interes/Plazo/Forma organizativa interes_prazo_SA_ass.tec_comp_fut.wmv

LEON 2000 NC-277 http://www3.fgv.br/ibrecps/VIDEOS/iaf_nc/Leon_tudo_v.2.wmv
1- Abertura http://www3.fgv.br/ibrecps/VIDEOS/iaf_nc/LEON_1-abertura.wmv
2- Historia y atividad de la

instituicion http://www3.fgv.br/ibrecps/VIDEOS/iaf_nc/LEON_2-hist_inst.wmv
3-

Cre_ditO/ MOI?ItO/ MinOﬁn_anZ_af“:'/ Proyecto http://www3.fgv.br/ibrecps/VIDEOS/iaf_nc/LEON_3-

social/Credito grupal x individual cred_monto_microfin_proj.soc_grupo_indiv.wmv

_ . http:/lwww3.fgv.br/ibrecps/VIDEOS/iaf_nc/LEON_4-
4- Tasa de Interes/competéncia interes_competencia.wmv

5- Asistencia
tecnica/Garantias/Mora/Transparencia/Usoi: /www3.fgv.briibrecps/VIDEOS/iaf_nc/LEON_6-
credito assit.tec_garantia_moroso_transparencia_cred.uso.wmv

ROBERTO GARCIA http://www3.fgv.br/ibrecps/VIDEOS/iaf_nc/ROBERTO_TUDO_v.1.wmv

1- Historia de las microfinanzas efp:/mww3.fgv.br/ibrecps/VIDEOS/iaf_nc/ROBERTO_1-

Nicaragua/Experiéncia Hist.Microfin_experiencia.wmv
~ 2- Evolucion de los problemas y ity /wwwa.fgv.briibrecps/VIDEOS/iaf_nc/ROBERTO_2-
respectivas soluciones evolucion.problemas.soluciones.wmv
o http://www3.fgv.br/ibrecps/VIDEOS/iaf nc/ROBERTO_3-
3- Instituiciones evaluadas inst_evaluadas.wmv

http://www3.fgv.br/ibrecps/VIDEOS/iaf_nc/ROBERTO_4-

4- Reforma agraria y colaterales Reforma_agraria_colaterales.wmv

5- IAF http://www3.fgv.br/ibrecps/VIDEOS/iaf_nc/ROBERTO_5-IAF.wmv
» http://lwww3.fgv.br/ibrecps/VIDEOS/iaf_nc/ROBERTO_6-

6- Conclusion conclusion.wmv
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http://www3.fgv.br/ibrecps/VIDEOS/iaf_nc/LEON_1-abertura.wmv
http://www3.fgv.br/ibrecps/VIDEOS/iaf_nc/LEON_2-hist_inst.wmv
http://www3.fgv.br/ibrecps/VIDEOS/iaf_nc/ROBERTO_TUDO_v.1.wmv
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Videos Peru
CEDER - PU-481 http://www3.fgv.br/ibrecps/videos/iaf pu/ceder_filme_v.3.wmv
1- Abertura http://www3.fgv.br/ibrecps/VIDEOS/iaf pu/CEDER_1-abertura.wmv
2- Historico local/La instituicion/Fondesurco/Usel d http://www3.fgv.br/ibrecps/VIDEOS/iaf_pu/CEDER_2-
credito/ hist_inst_fondesurco_cred.uso_cred.grupo.indiv_mercado.wmv

Credito individual x grupal/Aceso a Mercados
3-Grupos asociativos/Riego/Credito x asistencia

tecnica/Genero http://www3.fgv.br/ibrecps/VIDEOS/iaf pu/CEDER_3-assoc_rieqgo credxxassist.tec_genero.wmv
4- Migracion/Fondesurco/Tasas de
Interes/Competéncia http://iwww3.fgv.br/ibrecps/VIDEOS/iaf pu/CEDER_4-migra_fondesurco_interes _compet.wmyv

5- Resistencia al credito/Inseminacion artificial/  http://mww3.fgv.br/ibrecps/VIDEOS/iaf pu/CEDER_5-cred.receo_insem.art_mora_garantia.wmyv
morosidad/garantias

6- Resumen http://mww3.fgv.br/ibrecps/VIDEOS/iaf pu/CEDER_6-conclusion.wmv
AEDES - PU-507 http://www3.fgv.br/ibrecps/VIDEOS/iaf_pu/AEDES_TUDO_V.3.wmv
1-Abertura http://mww3.fgv.br/ibrecps/VIDEOS/iaf_pu/AEDES_1-abertura.wmv
2- Sendero/Historia/Imigracion/Credito http://www3.fgv.br/ibrecps/VIDEOS/iaf_pu/AEDES_2-Sendero_hist_migra_cred.grupo_cred.inst_comerc.wmyv
3- Aceso a Mercado/Grupos
asociativos/Fondesurco/Uso del credito/ http://www3.fgv.br/ibrecps/VIDEOS/iaf _pu/AEDES_3-mercado_assosciacion_fondesurco_cred.uso_garantias_tit.propr.wmyv

Garantias/Titulos de propriedad

4- Ventas governamentales/Genero/Credito/Interesitp://www3.fgv.br/ibrecps/VIDEOS/iaf_pu/AEDES_4-vendas.gov_genero_cred.interes.wmy
5- Credito solidario x asociativo/Comercializacion http://www3.fqv.br/ibrecps/VIDEOS/iaf pu/AEDES 5-cred.solid cred.assoc_comerc.wmv
6- Produtos organicos/Asistencia tecnica/Caja rurahttp://www3.fgv.br/ibrecps/VIDEOS/iaf_pu/AEDES_6-organicos_assist.tec_caja.rural.wmv

FONDESURCO http://www3.fgv.br/ibrecps/VIDEOS/iaf pu/Fondesurco_tudo V.1.wmv

1- Historia/La instituicion/Morosidad http://www3.fgv.br/ibrecps/VIDEOS/iaf pu/FONDESURCO 1-abertura.wmv

2- Fondesurco y sus parceros http://www3.fgv.br/ibrecps/VIDEOS/iaf pu/FONDESURCO_2-fondesurco_y parceiros.wmv

3- Prestamos http://www3.fgv.br/ibrecps/VIDEOS/iaf pu/FONDESURCQO_3-prestamos.wmv

4- Tasa de Interes/Individuo x grupo http://www3.fgv.br/ibrecps/VIDEOS/iaf pu/FONDESURCO 4-interes individuo grupo.wmv

5- Criterio de Prestamo/Morosidad http://www3.fgv.br/ibrecps/VIDEOS/iaf pu/FONDESURCO_5-criterios.prestamo_morosidad.wmv
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EMUCOSA PU-492 http://www3.fgv.br/ibrecps/VIDEOS/iaf

pu/EMUCOSA TUDO_V.4.wmv

1- Abertura http://www3.fgv.br/ibrecps/VIDEOS/iaf

pu/EMUCOSA 1-abertura.wmv

2-  Historia local/La instituicion/Morosidad  http://www3.fgv.br/ibrecps/VIDEOS/iaf

pu/EMUCOSA _2-hist_inst_morosidad.wmv

3- Inseminacion artificial/Mercado/Ineres/Credito/ http://www3.fgv.br/ibrecps/VIDEOS/iaf

pu/EMUCOSA 3-insem_mercado_interes cred divisao.emucosa_caja.chica.wmyv

Division de Emucosa/Caja Chica
4- Sendero/Huelga/Proyectos/ http://www3.fgv.br/ibrecps/VIDEOS/iaf

pu/EMUCOSA 4-cendero_huelga proyectos reunion.ecosas.wmyv

Reunion con las enpresas comunales (Ecosas)

pu/CEDES_2-historico_inst_cred.monto_grupo.wmv

pu/CEDES_3-garantias_prop.comunales _competencia_morosidad.wmv

pu/CEDES 4-cred uso parcerias_organizacao _mercados.wmv

CEDES - PU-493 http://www3.fgv.br/ibrecps/VIDEOS/iaf pu/CEDES TUDO V.1.wmv
1- Abertura http://www3.fgv.br/ibrecps/VIDEOS/iaf pu/CEDES_1-abertura.wmv
2-  Historia local /Instituicion/Creditos-
monto/Grupo http://www3.fgv.br/ibrecps/VIDEOS/iaf
3- Garantia/Propiedad
comunal/Competencia/Morosidad http://www3.fgv.br/ibrecps/VIDEOS/iaf
4 -Uso de los
creditos/Parcerias/Organizacion/Mercado http://www3.fgv.br/ibrecps/VIDEOS/iaf
5- Gobierno/Morosidad/Sendero/Migracién/Credito-
monto/Credito http://www3.fgv.br/ibrecps/VIDEOS/iaf

pu/CEDES 5-governo_morosidad sendero migra cred quant pobres ass.tec resumo.wm\

para los pobres/Assisténcia técnica/RESUMEN
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http://www4.fqv.br/cps/simulador/VIDEOS/IAF/MX/accede/accede todos.wmv

http://www4.fgv.br/cps/simulador/VIDEOS/IAF/MX/accede/accede_Jorge_director.wmv
http://www4.fgv.br/cps/simulador/VIDEOS/IAF/MX/accede/acceder _humberto_coordinador.wmv
http://www4.fgv.br/cps/simulador/VIDEOS/IAF/MX/accede/campesino_herculano.wmv
http://www4.fgv.br/cps/simulador/VIDEOS/IAF/MX/accede/campesino_javier.wmv
http://www4.fgv.br/cps/simulador/VIDEOS/IAF/MX/accede/campesino_maria.wmv
http://www4.fgv.br/cps/simulador/VIDEOS/IAF/MX/accede/campesino _norberto.wmv

http://mwww4.fgv.br/cps/simulador/VIDEOS/IAF/MX/accede/accede_fernando_financeiro.wmv
http://www4.fgv.br/cps/simulador/VIDEOS/IAF/MX/accede/campesino_martins.wmv
http://www4.fgv.br/cps/simulador/VIDEOS/IAF/MX/accede/campesino_hilario.wmv
http://www4.fgv.br/cps/simulador/VIDEOS/IAF/MX/accede/nikutli_jorge.wmv
http://www4.fgv.br/cps/simulador/VIDEOS/IAF/MX/accede/accede_fidel_des_local_cuquio.wmv
http://www4.fgv.br/cps/simulador/VIDEOS/IAF/MX/accede/accede_guilhermo_consejo_directivo.wmv
http://mww4.fgv.br/cps/simulador/VIDEOS/IAF/MX/accede/accede_ignacio_desarollo_local.wmv

http://www3.fgv.br/ibrecps/VIDEQOS/iaf

mx/apoyo/roberto_ramirez.wmv

http://www3.fgv.br/ibrecps/VIDEQOS/iaf

mx/apoyo/agricultores _unidos.wmv

http://www3.fgv.br/ibrecps/VIDEOS/iaf

mx/apoyo/eleonora_ochoa.wmv

http://www3.fgv.br/ibrecps/VIDEOS/iaf

mx/apoyo/mena.wmv

http://www3.fgv.br/ibrecps/VIDEQOS/iaf

mx/apoyo/sergio _garnero.wmv

http://www3.fgv.br/ibrecps/VIDEOS/iaf |
http://mww3.fgv.br/ibrecps/VIDEOS/iaf_|
http://www3.fgv.br/ibrecps/VIDEOS/iaf_|
http://www3.fgv.br/ibrecps/VIDEOS/iaf

mx/cdpz_presidiente.wmv
mx/cdpz_casa_salud.wmv
mx/cdpz_rancho_plantacion.wmv
mx/cdpz credito viviendas.wmv
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<http://www4.fqv.br/cps/simulador/videos/iaf/mx/William Gamboa.wmv>

<http://www4.fgv.br/cps/simulador/videos/iaf/mx/Gerardo Ernandez.wmv>

<http://www4.fqv.br/cps/simulador/videos/iaf/mx/Jose Cervantes.wmv>

<http://www4.fqv.br/cps/simulador/videos/iaf/mx/Jorge _de la Reina.wmv>

<http://www4.fqv.br/cps/simulador/videos/iaf/mx/Cornelio.wmv>

<http://www4.fgv.br/cps/simulador/videos/iaf/mx/Jaime Gonzalez.wmv>

<http://www4.fqv.br/cps/simulador/videos/iaf/mx/Epifanio_Velazques.wmv>

<http://www4.fqv.br/cps/simulador/videos/iafimx/UNICACH Fernando Castellano Jose Luiz.wmv>

<http://www4.fgv.br/cps/simulador/videos/iaf/mx/huracan _stan.wmv>

<http://www4.fqv.br/cps/simulador/videos/iaf/mx/hijos _campesinos.wmv>

<http://www4.fqv.br/cps/simulador/videos/iaf/mx/instalaciones gkc.wmv>

<http://www4.fgv.br/cps/simulador/videos/iaf/mx/tapachula motozintla.wmv>

<http://www4.fgv.br/cps/simulador/videos/iaf/mx/ninos_sierra_madre.wmv>

<http://www4.fgv.br/cps/simulador/videos/iaf/mx/william completo.wmv>

<http://www4.fgv.br/cps/simulador/videos/iaf/mx/gerardo_hernandez_completo.wmv>
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