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REVIEWING THE PROGRESS AND CHARTING
THE PATH AHEAD: THE MICROENTERPRISE
RESULTS AND ACCOUNTABILITY ACT OF
2004

THURSDAY, JULY 27, 2006

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON AFRICA, GLOBAL HUMAN RIGHTS
AND INTERNATIONAL OPERATIONS,
COMMITTEE ON INTERNATIONAL RELATIONS,
Washington, DC.

The Subcommittee met, pursuant to notice, at 2 o’clock p.m. in
room 2200, Rayburn House Office Building, Hon. Christopher H.
Smith (Chairman of the Subcommittee) presiding.

Mr. SMITH. Good afternoon to everyone. I would like to welcome
Members and our witnesses to this hearing of the Subcommittee on
Africa, Global Human Rights and International Operations.

Today we will review a topic which has been of great interest to
me and to other Members of this Subcommittee for many years,
and that is the issue of microenterprise. While the term “foreign
aid” can sometimes assume a rather negative connotation, the tools
of microfinance and microenterprise provide a shining counterpoint
to some other programs that simply don’t perform.

It was not uncommon in the past to see foreign aid delivered in
a top-down manner to corrupt governments and organizations
where it could never realistically reach its intended recipients.
Such programs never delivered the benefits they promised.

Microenterprise, on the other hand, takes advantage of a very
different method. It uses a trickle-up approach that focuses on
helping the most impoverished people in the world build them-
selves up little by little into self-sufficiency by providing them with
access to financial services like small loans and savings accounts.

The sum of $58 does not seem a great deal of money to most of
us in the developed world, but it is precisely the amount that
helped change forever the life of Janet Korutaro, a widow from
Nsike Village, Uganda.

Opportunity International, represented today by its Senior Vice
President, Susy Cheston, who has been a great help over the years
in crafting our legislation, provided Janet with a loan in this
amount so that she could expand the small grocery store that she
runs in her house.

This loan and subsequent loans, of $115 and $171, have allowed
Janet to significantly expand her business, adding sugar, salt, eggs,
and a refrigerator to hold juice, soda and fruits, along with other
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improvements. Janet’s daily net profit is just $1.15, but this goes
very far in Uganda. These three small loans have helped to take
a widow in Africa from barely surviving and not daring to dream
to believing that all of her dreams might actually come true. Today
Janet anticipates being able to educate all of the children in her
care, buy land and build a little house.

Similar microloans have benefited over 5.8 million other clients
of USAID-assisted microprograms in fiscal year 2005.

The result is clear—microenterprise has the power to dramati-
cally change lives for the better.

Success stories like Janet’s are what microfinance and the Micro-
enterprise Results and Accountability Act of 2004, as well as the
legislation we did in 2003, Public Law 108-484, are all about.
When I offered these pieces of legislation we worked very hard in
the House and the Senate and with the Administration and non-
governmental organizations to encourage the best possible micro-
finance programs, allowing us to reach the greatest number of peo-
ple with services that truly have an impact on their lives.

The act directs USAID to report to Congress on the status of the
agency’s microenterprise programs each year at the end of June. I
am pleased to have read and reviewed the first such report which
covers USAID’s activities through 2005. It is a comprehensive,
thorough and informative report that will benefit not just the
United States Congress but the whole industry. While I am sure
that Members will have several questions today concerning the
content of the report, I want to congratulate and thank USAID,
Ms. Schafer, for a very, very high quality product.

The Microenterprise Results and Accountability Act of 2004 also
includes a number of other provisions that we believe will improve
the quality of microfinance initiatives around the globe. Among
these are provisions that mandate the development of more reliable
poverty assessment tools and of systems to measure effectiveness
of for-profit contractors and not-for-profit partners. In addition, we
included directives on USAID’s central funding and on microenter-
prise programs for people afflicted with HIV/AIDS and for victims
of human trafficking.

The final question that we must examine is this: Are these pro-
grams focused enough on directly benefiting the poor and other
groups who would benefit the most from the tools of microfinance?
Our witnesses today, who represent the Administration and the
non-profit, consultant, and academic communities, will help to pro-
vide us with the answers to these vital questions.

I want to conclude with a story. When I went to Uganda just a
few months ago, I visited Mbuya Reach Out, a faith-based organi-
zation under the auspices of Our Lady of Africa Church in Mbuya,
Kampala. This center, like many others around the world, is using
microcredit to transform lives, serving over 1,800 HIV-positive cli-
ents and their families. Not only did these individuals get the anti-
retrovirals that were needed, that were life-sustaining, they also
had the hope that my job brings, and my wife and I and other
members of our delegation all spent several dollars on the items
that were being sold in one of the outlets that was the result of a
microfinancing loan.
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Income generation and self-reliance are encouraged in Mbuya
through Bread for Life, a microfinance program that has provided
more than a thousand small loans for small business investment
and skills training through the Roses of Mbuya, a tailoring work-
shop that targets unemployed HIV-infected women.

Is this exactly how all microfinance programs are focused? No.
But it does illustrate well the profound impact that American for-
eign aid can have on real human lives when the tools of micro-
enterprise are put to work. I hope we can continue the discussion
of this topic constructively today and I can firmly say that this
Subcommittee, and I do believe the Full Committee as well, will re-
main involved in this very important area.

[The prepared statement of Mr. Smith follows:]

PREPARED STATEMENT OF THE HONORABLE CHRISTOPHER H. SMITH, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF NEW JERSEY AND CHAIRMAN, SUB-
COMMITTEE ON AFRICA, GLOBAL HUMAN RIGHTS AND INTERNATIONAL OPERATIONS

Good afternoon. I would like to welcome fellow Members, our witnesses, and other
visitors to this hearing of the Subcommittee on Africa, Global Human Rights and
International Operations. Today we will review a topic of great interest to me and
to other Members of this Subcommittee for many years—microfinance.

While the term “foreign aid” can sometimes assume a rather negative connotation,
the tools of microfinance and microenterprise provide a shining counterpoint to
other programs that just don’t perform.

It was not uncommon in the past to see foreign aid delivered in a top-down man-
ner to corrupt governments and organizations, where it could never realistically
reach its intended recipients. Such programs never delivered the benefits they prom-
ised.

Microenterprise, on the other hand, takes advantage of a very different method.
It uses a “trickle-up” approach that focuses on helping the most impoverished people
of the world build themselves up, little by little, into self-sufficiency by providing
them with access to financial services like small loans and savings accounts.

The sum of $58 does not sound like a great deal to most of us in the developed
world, but this is precisely the amount that helped change forever the life of Janet
Korutaro, a widow from Nsike Village, Uganda.

Opportunity International, represented today at our hearing by its Senior Vice
President, Susy Cheston, provided Janet with a loan in this amount so that she
could expand the small grocery store that she runs in her house. This loan and two
subsequent loans ($115 and $171) have allowed Janet to significantly expand her
business, adding sugar, salt, eggs, and a refrigerator to hold juice, soda, and fruits,
along with other improvements.

Janet’s daily net profit is just $1.15, but this goes far in Uganda. These three
small loans have helped take a widow in Africa from barely surviving and not dar-
ing to dream, to believing that all of her dreams might actually come true. Today,
Janet anticipates being able to educate all of the children in her care, buy land, and
build a little house.

Similar microloans have benefited over 5.8 million other clients of USAID-assisted
micro programs in Fiscal Year 2005. The result is clear—microenterprise has the
power to dramatically change lives for the better.

Success stories like Janet’s are what microfinance and the Microenterprise Re-
sults and Accountability Act of 2004, PL 108-484, are all about. When I authored
that legislation, we worked very hard in the House and the Senate with both the
Administration and with non-governmental organizations to encourage the best pos-
sible microfinance programs, allowing us to reach the greatest possible number of
people with services that truly have an impact on their lives.

The Act directs USAID to report to Congress on the status of the Agency’s micro-
enterprise programs each year at the end of June, and I am pleased to have read
and reviewed the first such report, which covers USAID’s activities through FY
2005. It is a comprehensive, thorough and informative report that will benefit not
just the United States Congress, but the whole industry. While I'm sure that Mem-
bers will have several questions today concerning the content of the report, I want
to congratulate and thank USAID for such a quality product.
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The Microenterprise Results and Accountability Act of 2004 also includes a num-
ber of other provisions that we believe will improve the quality of microfinance ini-
tiatives around the globe.

Among these are provisions that mandate the development of more reliable pov-
erty assessment tools and of systems to measure the effectiveness of for-profit con-
tractors and not-for-profit partners. In addition, we included directives on USAID
central funding and on microenterprise programs for people afflicted with HIV/AIDS
and for victims of human trafficking.

The final question that we must examine is this: Are these programs focused
enough on directly benefiting the poor and other groups who would benefit the most
from the tools of microfinance? Our witnesses today, who represent the Administra-
tion and the non-profit, consultant, and academic communities, will help to provide
us with answers to this vital question.

I will conclude with a story. When I went to Uganda just a few months ago, I
visited Mbuya Reach Out, a faith-based organization under the auspices of Our
Lady of Africa Church in Mbuya, Kampala. This center, like many others around
the world, is using microcredit to transform lives, serving over 1,800 HIV-positive
clients and their families.

Income generation and self reliance are encouraged at Mbuya through “Bread for
Life,” a microfinance program that has provided more than 1,000 small loans to cli-
ents for small business investment, and skills training through “Roses of Mbuya,”
a tailoring workshop that targets unemployed HIV-infected women.

Is this exactly how all microcredit programs are focused? No, but it illustrates
well the profound impact that American foreign aid can have on real human lives
when the tools of microenterprise are put to work. I hope that we can continue the
discussion of this topic constructively today, and I can firmly say that this Sub-
committee will certainly remain involved in this very important area. Thank you.

I now yield to my good friend and colleague from New Jersey, the Ranking Mem-
ber Mr. Payne.

Mr. SMITH. And having said that, I would like to now introduce
our very distinguished witnesses. We will begin first with the Hon-
orable Jacqueline Schafer, who is Assistant Administrator of the
Bureau for Economic Growth, Agriculture and Trade of the U.S.
Agency for International Development since November 2005. Prior
to joining USAID, Ms. Schafer served as Director of the Arizona
Department of Environmental Quality, as Assistant Secretary of
the Navy, and a member of President Ronald Reagan’s Council on
Environmental Quality. And I would also point out that she has
lived in New dJersey, in Haddon Heights, and went to school in Tea-
neck, New Jersey.

So, my fellow New Jerseyan, welcome and please proceed as you
would like.

STATEMENT OF THE HONORABLE JACQUELINE E. SCHAFER,
ASSISTANT ADMINISTRATOR, BUREAU FOR ECONOMIC
GROWTH, AGRICULTURE AND TRADE, U.S. AGENCY FOR
INTERNATIONAL DEVELOPMENT

Ms. SCHAFER. Thank you, Mr. Chairman, and Members of the
Subcommittee, for the opportunity to appear before you today to re-
port on USAID’s progress in implementing the Microenterprise Re-
sults and Accountability Act of 2004. I respectfully request, Mr.
Chairman, that my entire written statement be included in the offi-
cial record of this hearing.

Mr. SMITH. Without objection, so ordered.

Ms. SCHAFER. In fiscal year 2005, USAID obligated $211 million
for microenterprise development, which supported 435 institutions
in 68 countries throughout the developing world. USAID-assisted
microfinance institutions served 5.8 million loan clients as well as
6.4 million savings clients. Enterprise development support reached
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more than 690,000 clients. In Africa and Asia in particular, institu-
tions serving these clients also implement programs that aim to in-
crease the productivity and profits of smallholder farmers through
access to more and better inputs, improved practices, value-added
processing, and access to high value markets.

Sixty-one percent of the clients that benefited from USAID
microenterprise support were women, like Maria Terese Perez, an
entrepreneur I met in Mexico City who has after 2 years of loans
from FinComun, a USAID-supported microfinance institution, ex-
panded her business of sewing and selling school uniforms and
children’s clothing to the local market. Although Mrs. Perez is not
among the poorest clients that benefited from USAID microenter-
prise support, the impact of the loans that she received extends to
her nine employees, who now have higher incomes and can invest
in their own family’s futures by meeting their education and health
care needs.

Mr. Chairman, I say that she is not the poorest, but her work-
room is maybe 10-by-10, including storage for the cloth, and a third
floor walk-up in what we might call a rough part of town. She was
cheerful, hopeful and appreciative of the services of FinComun and
aware that the United States supported her business in an impor-
tant way.

The impact of USAID microenterprise programs extends beyond
people like Mrs. Perez, her family, her employees, and her cus-
tomers to Mexico’s entire financial sector, which is undergoing a
long-term structural change, integrating poor households and en-
terprises into the vision, business model and product range of the
country’s major financial institutions.

I would like to update you and the Committee, Mr. Chairman,
on the status of activities required by the most recent amendments
to the statute, including new grant programs, increased assistance
to USAID’s field missions that implement microenterprise pro-
grams, and improvements in our data collection system.

First, the FIELD-Support Leader’s with Associates cooperative
agreement, LWA, was competitively awarded in 2005 to a team of
highly qualified organizations led by the Academy for Educational
Development. This team, comprising 10 core members and 17 re-
source organizations, has a proven track record of reducing poverty
and promoting sustained, equitable growth through microenter-
prise development, microfinance, value chain development, institu-
tion and human capacity building, and the promotion of market-
based approaches. This year’s tranche of leader funding from my
bureau’s Microenterprise Development Office is supporting initial
activities worldwide that will focus on testing new approaches and
sharing knowledge widely within the practitioner community about
remittances, natural resources management affecting agricultural
productivity, health services and mapping the social performance of
microfinance institutions. I am told that, while still procurement
sensitive, in fiscal year 2006 associate awards from our missions
will encumber nearly 20 percent of the $350 million ceiling for this
5-year procurement instrument. So we are off to a good start.

The Agency will also award grants this year totaling up to $10
million through the Implementation Grants Program. These grants
will go to institutions working to increase access to financial serv-
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ices for very poor clients and to link very poor people into markets.
In addition, awards under the Grants Under Contract mechanism
totaling almost $3 million will be made to three different types of
institutions. The first are institutions working to increase their ca-
pacity to learn from their activities and share that knowledge with
the broader industry. The second are institutions working to fund
innovative ways to serve poor and very poor clients in Europe and
Eurasia, and third are institutions using information technology to
broaden their outreach and reduce transaction costs.

USAID also has increased its technical support to missions in
2005. Our bureau’s microenterprise technical officers helped re-
gional bureaus and missions to conduct thorough reviews of pro-
posed strategies and activities, and they have been proactive in
supporting missions that are developing new strategy elements and
components. For example, extensive technical assistance to USAID
Afghanistan has supported a major new rural finance program that
will extend credit savings and other financial services and support
to tens of thousands of smallholder producers and rural families
that have extremely limited access to finance.

In this past year our staff has provided on-site assistance to
about 25 other missions, including Sudan, Liberia, Uganda, Tan-
zania and South Africa, and extensive virtual technical support in
both strategy and activity design for others, including Iraq.

In fiscal year 2005, USAID instituted changes to our Microenter-
prise Results Reporting system to, among other things, identify the
portion of obligated funds that are sub-obligated by the original re-
cipient to other awardees, and thus improve our understanding of
who the ultimate recipients of the funding are. We found, however,
that the direct recipients considerably understated the amounts
that will benefit local organizations. So we have revised the data
collection process for 2006 to capture more accurately the portion
of funding that is intended for eventual sub-obligation even when
the sub-obligation is not completed during the fiscal year in which
the initial award was made. There is some time lag. We expect this
change to yield more accurate details of USAID microenterprise
funding by institution type.

With regard to development of the poverty measurement tools
mandated by the Microenterprise for Self-Reliance Act of 2000, a
rigorous effort involving methodologists, academic advertisers and
practitioners has led to the completion of the development, testing
and certification of two new tools that can be implemented by part-
ners beginning in October 2006. While USAID and its partners had
hoped that these two tools that have been developed and certified
for use at the regional or international level would predict client
poverty status with acceptable accuracy, this has not proven to be
the case. The testing process has yielded results that indicate that
tools tailored to specific country, and even sub-national, character-
istics would achieve significantly better accuracy. Practitioner orga-
nizations selected on a competitive basis have received funding to
field-test country-level tools to ensure that these instruments meet
the law’s practicality standard; that is, that the diverse range of
practitioners with which USAID works can comply at a reasonable
cost.
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By October 1, 2006, country specific tools will be available or in
development for many countries, including some of those with the
largest microenterprise development programs. USAID will con-
tinue to work in partnership with researchers and practitioner
communities to develop and/or certify country specific tools for
other countries in which USAID operates microenterprise pro-
grams.

Mr. Chairman, allow me to touch briefly on the umbrella study
that we referenced in our 2005 report. Generally it found that the
ability of umbrella programs to work with a range of institutions
on a variety of interventions at multiple levels of the financial sys-
tem results in a more sustainable financial system in which poor
people are more likely to enjoy the benefits of economic growth.
Moreover, the study found that the nature of the program that is
umbrella versus single institution was not a factor in determining
either cost effectiveness or the sustainability of the institutions
themselves.

Mr. Chairman, that concludes my oral statement and I appre-
ciate again the opportunity to present our program.

[The prepared statement of Ms. Schafer follows:]

PREPARED STATEMENT OF THE HONORABLE JACQUELINE E. SCHAFER, ASSISTANT AD-
MINISTRATOR, BUREAU FOR ECONOMIC GROWTH, AGRICULTURE AND TRADE, U.S.
AGENCY FOR INTERNATIONAL DEVELOPMENT

Thank you, Mr. Chairman and Members of the Subcommittee, for the opportunity
to appear before you today to report on USAID’s progress in implementing the
Microenterprise Results and Accountability Act of 2004, since your September 20,
2005 hearing.

Generating economic growth in developing countries while reducing poverty is a
fundamental development challenge. It is also critical to national strategic and secu-
rity interests, as reflected in the growing role USAID is being asked to play in re-
building, developing, transforming and sustaining partnership countries.

Only a few weeks ago here in Washington, President Bush addressed the private-
sector Initiative for Global Development saying that “the reduction of extreme pov-
erty in our world must be a key objective of American foreign policy.” And, the
President added, the effort to eliminate global poverty “needs to be part of the call-
ing of the United States in the 21st century.” The President also emphasized that
he expected principles of transparency, performance and accountability to be applied
to all our development aid, saying, “We're going to be generous in our contribution
and demand results in return.” So, Mr. Chairman, our assistance programs are
being held to account by both the Congress and the Chief Executive.

USAID’s vision for microenterprise development is to strengthen economic oppor-
tunities for poorer households and the business activities on which they typically
rely to enable these families to build assets, cope with the risks and vulnerability
that accompany poverty, and plan for better futures for their children. These strate-
gies support delivery of effective financial and business services that poorer families
and entrepreneurs need to succeed in these challenges, as well as policy changes
that reward initiative and hard work. USAID’s partnerships with hundreds of di-
verse U.S. and local microenterprise practitioners have also demonstrated that
microfinance and microenterprise development services can contribute to poverty al-
leviation in a sustainable and commercially viable way.

In September’s hearing, the Agency presented the status of our efforts to imple-
ment the law in the context of these overall strategies and programs. Today, I will
present the Agency’s response to the twelve reporting requirements in the Micro-
enterprise Results and Accountability Act of 2004, as well as our implementation
of key activities that we know to be of special interest to the committee.

RESULTS

Funding, client results and program examples

In Fiscal Year (FY) 2005, USAID obligated $211 million for microenterprise devel-
opment, supporting 435 institutions (218 of which had new agreements this fiscal
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year) in 68 countries throughout Africa, Asia and the Near East, Latin America and
the Caribbean, and Europe and Eurasia. Nearly $22 million of this support came
from central programs.

USAID’s microfinance support has helped strengthen financial sectors to better
meet the needs of poor households and new and growing microenterprises. Micro-
finance institutions (MFIs) and other financial institutions that received USAID
microenterprise assistance in FY 2005 served 5.8 million loan clients, as well as 6.4
million savings clients. Sixty-one percent of these clients were women.

What does USAID support mean for these clients? In Mexico City, I met Maria
Terese Perez, a businesswoman who makes her living sewing and selling school uni-
forms. In her two years as a client of FinComun, a USAID-supported microfinance
institution, Ms. Perez was able to expand her business to nine employees, buying
material more cheaply in the low season with a loan from FinComun, and sewing
enough uniforms to have on hand when the high season hits. A new type of loan
from FinComun will enable her to buy a machine that can embroider cloth, so she
can expand into higher-value fashions.

Ms. Perez and her employees, who now have higher incomes, can invest in their
families’ futures by meeting their education and health care needs. But the impact
extends beyond Ms. Perez, her family, her employees and her customers, to Mexico’s
financial sector, which is undergoing a long-term, structural change geared toward
integrating poor households and microenterprises into the vision, business model
and product range of the country’s major financial institutions. This means that mil-
lions of Mexicans like Ms. Perez can count on the sustained access to the financial
services they need to cushion against financial shocks, meet their families’ needs,
build their businesses and other assets and invest in the future of their commu-
nities and their nation.

Some of the institutions USAID supported in FY 2005 were able to gain access
to and increase their loan capital through the use of USAID’s partial credit guaran-
tees. USAID’s partial credit guarantees of $6.361 million leveraged $224 million in
private sector credit for institutions serving microfinance clients.

There are many impressive examples. USAID and Deutsche Bank launched the
Global Commercial Microfinance Consortium in November 2005 in an effort to em-
power low-income households and small enterprises through increased availability
of financial services. Spearheaded by Deutsche Bank, the $75 million program aims
to channel financing from conventional and social investors into high-performing
microfinance institutions around the world, so they can scale up their offerings of
diverse financial services to low-income households and small enterprises. The
USAID guarantee (put together through a team effort between EGAT’s Development
Credit and Microenterprise offices and the Global Development Alliance Secretariat)
helped bring private commercial investors to the table. In its first full quarter of
activity, the Consortium has approved and disbursed eight loans to microfinance in-
stitutions (totaling $13 million). Eleven new approvals are pending (totaling $24.4
million), and the value of deals under discussion exceeds remaining funds.

USAID also leverages outside funding through matching requirements. The Agen-
cy frequently requires that its funds for a particular purpose be matched by financ-
ing from other sources, including the recipient institution itself. In FY 2005, $27.6
million in USAID funds generated an additional $9.2 million from other sources.
Sources of matching funds can encompass private donations, multilateral funding,
commercial and concessional borrowing, savings and program income.

More than 690,000 clients received enterprise support services through USAID-
funded institutions. In Africa and Asia in particular, these institutions implement
programs that aim to increase the productivity and profits of smallholder farmers
through access to more and better inputs, improved practices, value-added proc-
essing, and access to higher-value markets.

An example of this work can be found in the USAID-supported KenyaBDS (Kenya
Business Development Services) project. This project focused on helping Kenya avo-
cado producers enter the seasonal avocado market during the time of year when
producers in South Africa and elsewhere do not meet demand. While KenyaBDS
was able to identify a market in the United Kingdom with growth potential, the
value chain for avocados in Kenya was unorganized, and farmers needed to upgrade
their operations to improve the quality of their produce and provide exporters with
a consistent supply of exportable avocados.

One of KenyaBDS’s most significant accomplishments was to help farmers orga-
nize into producer groups, and link them, as groups, to exporters. Initially, there
was little trust on either side: Exporters doubted whether farmers could deliver the
quality and quantity they needed to meet the demands of the UK market, and farm-
ers were not sure that exporters would be trustworthy buyers and give them a fair
price for their upgraded product.
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Ultimately, though, KenyaBDS’s experiment paid off. As farmers learned about
the power of organizing, upgrading and delivering on time, exporters learned that
small suppliers could provide the quality they needed and the quantity they were
unable to access without these small suppliers. As the success of KenyaBDS’s pilot
spread, more and more exporters sought to partner with small avocado farmers.
Most recently, these Kenyan exporters have been able to gain access to super-
markets in London—a clear indication that KenyaBDS’s strategy has benefited both
exporters and small farmers.

USAID also worked in FY 2005 to assist members of particularly vulnerable
groups. Fifteen missions with microenterprise programs reported a relationship be-
tween poverty and race/ethnicity in their countries.! Clients benefiting from micro-
enterprise funding in these countries constitute a significant share of all clients ben-
efiting from USAID microenterprise funding: they are 38 percent of all loan clients,
44 percent of all savings clients, and 10 percent of all enterprise development cli-
ents.

Moreover, $15 million of USAID’s microenterprise funding in FY 2005 assisted
victims of trafficking in persons and women who are particularly vulnerable to other
forms of exploitation and violence.

Poverty measurement tools

The Microenterprise for Self-Reliance Act of 2000, as amended, mandated that
half of all USAID microenterprise funds benefit “very poor people”, defined as those
living on less than $1 a day (adjusted for purchasing power parity), or those in the
bottom 50 percent of people below their country’s poverty line. The lack of widely
applicable, low-cost tools for poverty assessment had made it difficult for USAID to
determine whether it was meeting these mandated targets. Therefore, the 2000 Act
also required USAID to develop and certify at least two tools for assessing the pov-
erty level of its microenterprise clients.

In FY 2005, USAID completed work on the development of two new tools to meas-
ure the poverty status of clients of USAID-assisted microenterprise institutions and
better gauge our service to them. We are also collaborating with our partners to de-
velop country-specific tools that may achieve greater accuracy.

The Microenterprise for Self-Reliance Act initially set October 2005 as the dead-
line for USAID-assisted microenterprise institutions to begin implementing the
tools; subsequently, the Microenterprise Results and Accountability Act of 2004 ex-
tended that deadline to October 1, 2006. A rigorous effort involving methodologists,
academic advisors and practitioners has led to the completion of the development,
testing and certification of two tools that can be implemented by partners beginning
October 1, 2006. While USAID and its partners had hoped that these two tools that
have been developed and certified for use at a regional or international level would
predict client poverty status with acceptable accuracy, this has not proven to be the
case. The testing process stipulated in the Act has yielded results that indicate that
tools tailored to specific country (and even sub-national) characteristics will achieve
significantly better accuracy. Practitioner organizations selected on a competitive
basis have received funding to field-test country-level tools to ensure that these in-
struments meet the law’s practicality standard, i.e., that the diverse range of practi-
tioners with which USAID works can comply at reasonable cost.

By October 1, 2006, country-specific tools will be available or in development for
many countries, including some of those with the largest microenterprise develop-
ment programs. USAID will continue to work in partnership with researchers and
the practitioner community to develop and/or certify country-specific tools for other
countries in which USAID operates microenterprise programs. More complete infor-
mation about the process of developing, testing and certifying the tools can be found
online at www.povertytools.org.

Performance goals and indicators

USAID also established and measured quantifiable performance goals and indica-
tors in FY 2005. These appear in Table 1, appended to this statement.

On a worldwide basis, USAID and its implementing partners substantially met
or exceeded all targets except that for the percent of funds benefiting the very poor
(for which results are inconclusive). Performance was particularly strong in the
number of clients served (44 percent above the target of 4.5 million) and financial
strength of microfinance implementing partners.

USAID can state with confidence that, in FY 2005, 37 percent of financial services
funding, and 18 percent of enterprise development funding, benefited the very poor.

1The countries are Mali, South Africa, Sudan, Nepal, Tibet, Albania, Serbia, Bolivia, Brazil,
Colombia, Ecuador, Guatemala, Mexico, Panama and Peru.
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USAID assumes that a significantly larger share of microenterprise funding bene-
fited very poor clients but cannot validate that assumption due to the poor fit be-
tween the mandated poverty loan proxy and the services that enterprise develop-
ment institutions deliver to their clients.

FY 2005 is the last year for which the regionally-adjusted loan size proxy serves
as the yardstick for measuring the extent of service to very poor clients. Beginning
with the FY 2006 MRR report, progress toward targets will be determined through
use of improved client poverty assessment tools currently under development by
USAID. The loan size proxy has proven increasingly problematic in estimating serv-
ice to very poor microenterprise and microfinance clients. Many microfinance clients
are gaining access to financial services other than loans, such as savings, insurance
and affordable remittance services, limiting the relevance and utility of a metric
based solely on loans. For those benefiting from diverse enterprise support—access
to better markets, improved technologies—the loan size proxy is clearly not rel-
evant, which contributes to the low enterprise development percentages shown in
Table 1. As the share of funding for enterprise development activities has grown,
this bias has in turn lowered the overall estimate of funds benefiting very poor cli-
ents, a trend noted over the past several years.

Another factor that affects the estimate of the extent to which USAID and its
partners serve very poor clients is the geographic composition of microenterprise
funding worldwide. The share of the population that meets the statutory definition
is very small in some countries that have large microenterprise development obliga-
tion levels, such as Ukraine.

With the phase-in of the poverty measurement tools, USAID expects to have a
better basis on which to determine the extent of service it provides to very poor cli-
ents for the full range of microenterprise development activities. This in turn will
provide a better basis for identifying opportunities to prescribe specific actions to
improve performance.

USAID is already taking steps to increase the extent of service to very poor cli-
ents. For example, the MD office has focused its competitive grant programs specifi-
cally on identifying and supporting program models that promise to improve both
the extent of service and the impact of that service on very poor microfinance and
microenterprise clients. Intra-agency working groups are identifying, testing and
disseminating interventions that work for specific client segments that have a high-
er incidence of poverty, such as youth, refugees and internally displaced persons,
and residents of conflict-affected zones, remote rural communities, and areas with
high HIV-AIDS incidence.

RELATIONSHIPS WITH MISSIONS AND PARTNERS

USAID continued to provide program guidance to field missions in FY 2005, ex-
tending the impact of support through ensuring mission access to expert technical
assistance in microenterprise development. The Microenterprise Development office
continued its intensive work with field missions on designing, implementing and as-
sessing programs that apply the knowledge of how best to serve the very poor that
is emerging from this focused experimentation and applied research. Through col-
laboration, USAID’s technical experts in microenterprise development can help mis-
sions apply best practices to their microenterprise programming. For example, ex-
tensive technical assistance to the Afghanistan mission resulted in a major new
rural finance program that will extend credit, savings, and other financial services
and support to tens of thousands of smallholder producers and rural families that
have extremely little access to finance and are likely to be poorer than those bene-
fiting from other USAID programs on the ground.

To comply with the new statutory requirement that the Microenterprise Develop-
ment office concur in strategies of USAID missions and bureaus that include micro-
enterprise and microfinance components, MD staff has engaged with regional bu-
reaus and missions to conduct thorough reviews of proposed strategies and activi-
ties. MD staff has been proactive as well in meeting the related provision in the
law, i.e., that the office provide support and technical assistance to missions in de-
veloping new strategy elements and components. In the past year, for example, the
MD staff has provided on-site assistance to missions including Afghanistan, Paki-
stan, Indonesia, Mexico, Haiti, Brazil, Albania, the Central Asian Republics, Azer-
baijan, Serbia, Morocco, Egypt, Jordan, India, Sri Lanka, Sudan, Liberia, Uganda,
Tanzania and South Africa. The staff has also provided extensive virtual technical
support in both strategy and activity design for diverse missions, including Iraq.

Also, in June 2006, USAID held its first learning conference on microenterprise
development. We convened more than 300 partners and other practitioners in the
microenterprise field in order to alert them to changes in the U.S. Government ap-
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proach to foreign assistance, engage them on the key strategic questions currently
facing the microenterprise development field, and enable all of our grantees and
contractors to learn from each other about the USAID-supported work they’re doing,
the discoveries they are making, and the successes they need to be replicating.

NEW FUNDING MECHANISMS

We continue to work closely with our partners through our new funding mecha-
nisms as well: through our Leader With Associates mechanism, which links a di-
verse consortium of partners directly with USAID missions; and through other grant
programs, such as the Implementation Grant Program (IGP) and our Grants Under
Contract mechanism.

Financial Integration, Economic Leveraging, Broad-Based Dissemination (FIELD-
Support) Leader with Associates

The Agency has begun implementing a new microenterprise FIELD Support Lead-
er with Associates (LWA) mechanism. This LWA has been designed to mobilize the
expertise of the nonprofit community and strengthen their relationships with, and
relevance to, USAID missions. FIELD-Support will operate through FY 2010, with
a possible five-year extension through 2015.

The LWA is designed to implement innovative, comprehensive, and integrated ap-
proaches to sustainable economic growth with poverty reduction. This includes
building more inclusive financial systems, improving the competitiveness of indus-
tries in which micro and small enterprises participate, and enhancing the overall
policy and regulatory environment to enable broad-based economic growth. FIELD-
Support is also designed to respond to the economic security needs of special popu-
lations, such as families hurt by civil conflict and natural disaster, and communities
hit hard by HIV/AIDS and other health issues; as well as address the livelihood and
enterprise needs of difficult-to-reach clientele such as the poor in remote rural
areas, youth, women, refugees, and internally displaced persons.

The FIELD-Support LWA was competitively awarded by USAID’s Microenterprise
Development office to a team of 27 highly qualified organizations, led by the Acad-
emy for Educational Development (AED). The team, comprising 10 core members
and 17 resource organizations has a proven track record in reducing poverty and
promoting sustained, equitable growth through microenterprise development, micro-
finance, value chain development, institution and human capacity-building, and the
promotion of other market-based approaches. Experiences include supporting micro
and small enterprises’ access to market opportunities, strengthening and deepening
financial systems, promoting sustainable livelihoods and improving the national and
local enabling environment. Sustainable livelihood work increases poor househo