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1. Introduction

This evaluation seeks to meet the concerns ofiterriational Labour Organization (ILO),
and more specifically the International Programnme tbe Elimination of Child Labour
(IPEC) to know the results and effects of the ineogeneration revolving loan funds
implemented in the course of its direct action @ctg in Central America. It is thus a thematic
evaluation of "revolving loan funds", based on mgke of interventions recently completed
or coming to an end in three countries in the afesta Rica, El Salvador and Nicaragua.

The evaluation exercise was adapted, both in tefmmethodology and procedures, to the
requirements laid down by the ILO in the termsaderence for the study (see Annex 2). The
evaluation methodology and procedures are descrinedeveral of the Organization's
documents, primarily the "Guidelines for the Preyian of Independent Evaluations of ILO
Programmes and Projects”, edited in November 1997.

The following evaluation report is divided into ¢lermain sections:

- A descriptive section (Chapter 2), which gives aggal overview of IPEC interventions
in the region, describes the actions covered kg shidy and defines the methodology
used in the evaluation.

- An evaluation section (Chapters 3, 4, 5 and 6) hictvthe design of the revolving funds,
the performance of the actions undertaken andethidts are analysed.

- Finally, the last section (Chapter 7) sets outctreclusions of the assessment and general
recommendations to improve this instrument, comsidethat its ultimate goal is
contributing to the progressive elimination of driébour.

The evaluation was undertaken from the end of Aprthe beginning of June 2002, with the
mission to Central America taking up a good paitiafy.

The consultant wishes to thank all the IPEC stafftheir collaboration, without which it
would not have been possible to carry out the t@asé,especially Carmen Moreno and Maria
José Chamorro, in the Sub-regional Coordinatioric®ffand Florencio Gudifio from ILO
Headquarters, in Geneva. He also wishes to tHamlstaff of the implementing agencies of
the various projects for their patience and assigaas well as all those people in the
communities, parents and children, who accompaaigdl supported the consultant at all
times.
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2. General description of IPEC and the evaluation mthodology

The International Programme on the Elimination bfl€Labour (IPEC) of the International
Labour Organization has in the last ten years gatheide experience in the combat against
this problem. Its goal is the progressive elimoratof child labour, giving priority to the
urgent eradication of its worst forms.

IPEC has a portfolio of projects in some seventyntides in the three regions most affected
by child labour: Africa, Latin America and Asia. &Programme works in partnership with
national organizations in adopting and implementmgasures to prevent child labour,
remove children from hazardous work, offer alteiuest to children and their families alike,

and improve conditions of work for adolescents dgaasitional strategy until child labour

can be fully eliminated.

IPEC's initiatives includes actions designed to:
- encourage ILO's constituents to engage in dial@guaeform partnerships;

- determine the scale and nature of the problem itd ¢bour and help to form policies
and pass laws to combat it;

- establish mechanisms to ensure that the countgstatwnership of the programme and
implements national action plans;

- raise people's awareness in the community and th&phace, as well as in specific
sectors, on the harmful consequences of child iabou

- support direct action to prevent child labour anoze children from work; and

- replicate projects which have proved effective agdtematically include child labour
issues in socio-economic development policies afeded programmes and projects.

IPEC'’s planning process differentiates between tiypes of instruments: projects and action
programmes. Projects are wide-ranging interventiona country or specific sector, while
action programmes are more specific interventicsighed as components of projects, and
are normally implemented by so-called "implementaggncies” (trade unions, employers'
associations, local NGOs or government agentieb). most cases, income generation for
families is one out of several components of agmtt§ strategy, which might also include
awareness raising, social mobilization, supportpimicy and law reform, capacity-building,
support for basic education and child health sessistrengthening monitoring and control
systems, etg.

2.1. Rationale of IPEC'’s interventions

The causes underlying child labour are many. Gamepwint to poverty, low levels or even a
total lack of education, social and cultural fastgwhich tend to regard child labour as a

' In a more orthodox view of international develomieooperation, "projects" correspond to
programmes and "action programmes" to projectsiels. s

2 For the remainder of the report, to make it easieread, the term "project” will be used when

referring to initiatives to prevent child labourhether they are "projects" or "action programmes" i
IPEC terminology.
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"normal” or even beneficial activity) and childrerdwn desire to earn money, for cultural
reasons or prestige (consumerism).

Child labour is very often perceived as necessatyonly for the family income it generates
but also as a means of acquiring skills. In certaittural environments, the latter aspect is
more important than the former. Education in thesings might not be valued (especially
for girls), while preparation for work (acquisitioaf vocational skills) is regarded as
important for the future.

From the employers’ point of view, child labour tbunean lower labour costs and also a
way of providing support for the poorest familisgice not only would money be given to the
children —and through them to the household—, bpiaae to live, training, food, etc. The
demand for child labour sometimes gives rise tgpreeption that training children for work
is a good thing, both for the firm and for the dnéin themselves.

As will be explained below, the interventions praetbby IPEC seek to tackle several of the
child labour causes simultaneously. To addresengvprojects include income generation
activities intended to help the beneficiaries (irs tcase, adults) to improve their income and
facilitate access to employment. This approadfaged on the idea that parents must replace
child workers' contributions to the family budgetdarder to ensure the success of projects.

Based on this rationale, IPEC has designed a msiategy, which is supposed to be
applicable in most areas of intervention, aparimfroommercial sexual exploitation of
children and child domestic labour (where childege away from their families), and in any
country of the region. This model, formulated adiog to the logical framework approach,
sets a general development objective consistirtheoprogressive elimination of child labour
and three or four immediate objectives (dependmthe version) in three areas of work:

0] raising awareness of the adverse effects of chbdur and mobilizing the population
to tackle the problem;

(ii) social action involving prevention and removal bfldren from work (primarily by
supporting education, leisure and health); and

(i) income generation and vocational training.

On many occasions, implicitly, the third compondst designed as a guarantee of
sustainability of the efforts to remove childreorfr work or prevent their entry to the labour
market. This is expressed through the fact thairme generation activities always start after
the rest of the components, and it was confirmedhiarviews with IPEC experts in the
region.

The outputs and activities to achieve these objestinclude workshops and awareness
campaigns, distribution of "education packs", adidn school, work in preventive and
palliative health (including special attention teetchild population), training and technical
assistance in job-creation schemes and provisigowofces of employment, negotiation and
coordination with local authorities and the proeisof revolving funds and other mechanisms
for financing income generation and job-creatiotivéttes.

% Concerning child labour and production costssitwiorth noting that reference is being made to
general perceptions, which in many cases are ndiroed by economic research.
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Interventions are complemented by crosscutting diataunderstanding gender relations as a
key factor in the child labour issue.

With respect to the third area of work mentionedvah projects seek to apply a series of
financial instruments (revolving funds, guaranteeds, promotion of savings, promotion of
insurance, micro grants and scholarships) and mamdéial instruments (skills development,
business training, credit management, employmegrammes and legal reforms) in order to
support income generation in the target familiéghe majority of the interventions combine
both types of instrument, although debt-generaitirsruments take precedence over grants
and donation§.

2.2. Scope of the evaluation

The evaluation analysed eleven funds linked to diféerent IPEC projects in Central
America, listed in the following tabfe.All the interventions analysed followed the geer
intervention model described in the previous sectio

Project Title Country Total budget | Fund budget | Clients
Progressive eradication of child labour and pratecof Costa Rica | 158.250 $U$ 30.000 $US 25
adolescent workers in the Cartago agricultural mizakd fair
Progressive elimination of child labour in the NiadGulf Costa Rica 266.807 $US 67.680 $US 56
shellfish and fisheries industry
Progressive eradication of child labour in theetBend public Nicaragua 147.872 $US 38.519 $US 135
areas of Managua
Progressive eradication of the economic and sexxbitation of | Nicaragua 75.786 $US 20.000 $U$ 52
working children in Santos Barcenas bus stationraarket
Elimination of child labour and risk of sexual esipation of Nicaragua 198.940 $US 40.000 $UH 58
children and adolescents in the Leon Municipal Btation
Progressive eradication of child labour in SantascBnas market| Nicaragua 70.938 $US 20.000 $U$ 86
and surrounding district
Progressive eradication of child labour among titkgenous Nicaragua 83.602 $US 20.000 $U$ 179
people of Sutiava
Elimination of child labour in the dumpsite “Fortiie Acosaco” Nicaragua 91.530 $US 20.000 $UsS 99
Progres_swe elimination of hazardous child labowsthellfish El Salvador 100.000 $US 16.055 $US 18
harvesting
Progressive elimination of child labour in the Feisoo Lara El Salvador
Pineda terminal and Municipal Market No. 1 in Safita 108.939 $US 20.000 $US 39
dContnpungn to the p:ogresswe elimination of drébour in the El Salvador 111.777 $US 20.000 $US 16

umpsite “Camones

* Annex | includes a brief description of these fimstents, set out in a table prepared from inforomati
included in working papers prepared both by IPB@/a staff and independent consultants.

® Some aspects of the Project for the progressiveiredtion of child labour in gravel production in

Retalhuleu, Guatemala, which was not included entdrms of reference of the evaluation, have also
been analysed.
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The general characteristics of all these fundsbeasummarized as follows:

- They are grants to create micro-credit funds tarfoce "labour capital” in order to launch
new business activities or support existing smadiifresses.

- One such fund has been set up for each of the gispjehus rejecting the option of
managing a single fund covering the needs of mbam tone project. They are thus
project-related loan funds.

- The funds focuses exclusively in loans, so it woblkl more correct to call them
"revolving loan funds". Unlike other revolving fusdthere is no attempt to generate
savings, nor to open discount lines, or use themgimrantees or other alternative or
complementary arrangements.

- The initiatives promoted are almost always indiadduLoans given to groups of
beneficiaries to support joint initiatives are rare

- The businesses supported are similar, with a predormoe of small-scale trading in
clothing, fresh and cooked food and drinks. Theawehbeen very few operations
involving the production or transformation of goddssale.

- The characteristics and conditions of loans arabished independently for each fund.
However, conditions of access, procedures for B8elecf beneficiaries, operations
supported, interest rates, duration, repaymenbaind, etc. are similar, probably due to
the communication between the experts respongibliné projects.

- A series of criteria have been used for accessas|, which, although not explicit in the
documents consulted, led to similar results. Imggle, loans were destined for families
who submitted business plans that —in the opinibthe experts in the implementing
agency (often in consultation with IPEC experts)-erewiable.

- The volume of funds was quite small, ranging fror8320,000 to US$150,000, the
majority around US$30,000.

- The amounts of loans can be considered as lowr@nge of about US$100 to US$1,500)
and the guarantees or deposits required ranged pensonal pledges (in a very few
cases), through various joint guarantees, to gtarameposits (the preferred choice).

- Interest rates varied from two points above to pemnts below the "market rates" fixed
by the local authorities. Repayment periods wery ghort, generally one to six months.

- In all cases, the revolving fund instrument was agad by implementing agencies,
which also provided training and additional teclahmssistance.

2.3. Methodological approach

The analysis of the revolving funds will follow elely the Terms of Reference for this
evaluation. Throughout the report, some specifiglies to the questions included in the
Terms of Reference will be found in boxes.

The selection of the projects included in the sangubved appropriate because it focused on

interventions which were practically completed avitich were representative of the work
undertaken.
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To arrive to the conclusions, recommendations asbdns set out in this document,
information was gathered in three ways:

- Review of documentsrelating to the IPEC - Latin America programme awttier
material concerning revolving funds, from both 1a@d other development agencies.

- Interviews with key informants. During the evaluation, all the experts in the Sub-
regional Coordination Office and National Coordioa Offices who had had any
responsibility in the selected interventions werentacted and interviewed. Also
interviewed were all those in the implementing aes responsible for the interventions
analysed. In addition, contacts were maintainediaftdmation exchanged with some of
the recipients of the loans from the revolving fshdConversations were also conducted
with other informants not involved in IPEC operagpwho provided interesting opinions
on revolving funds (staff of formal and non-fornfalancial institutions, other child-
related programmes, local authorities, etc.).

- Threeworkshopswere held during the evaluation mission. At thd efthe first week, a
workshop was held in San José with staff of the-®gfional Coordination Office to
define key issues in the strategy pursued so fealf way through the mission, a
workshop on micro-finance in San Salvador was apodpnity to gather different
perspectives of various users of such instrumé&imslly, on the last day of the mission, a
debriefing workshop was held at the Sub-regionaloor@ination Office in which
preliminary conclusions and recommendations wersgrted, so as to ascertain the
views of IPEC experts on these issues.

Finally, the report was drafted, drawing on the pwnts by stakeholders with an interest on
the issue, including IPEC and ILO experts.

® It should be noted that this sample was biasedeshe implementing agencies put forward recigient
whose businesses had been a success. This is, élwéminor significance given that this evaluatio
is thematic and not a project evaluation.

Revolving Funds in IPEC Interventions 6 Draft



International Programme on the Elimination of Chiltbour (IPEC) International Labour Organizat{@irO)

3. Design of revolving funds

As indicated above, IPEC interventions have folldvee“standard” model is supposed to be
applied in different circumstances and for différiemget groups and geographical areas. This
fact deserves special consideration, since it saibe critical issues of applying the same

solution to different problems and the difficulty @ssessing its impact. It should be pointed
out that the Programme management in the regiowilee problem, although the solutions

must come from higher planning levels.

Some general aspects regarding the design of ps@ed actions programmes need comment
because they have acted as constraints on theatiealu

- the indicators included in the project documenésveeak and of little use;

- the work plans do not give sufficient detail of thmechanisms for implementing and
managing the projects;

- in general, activities are not described in detait] at times are mere statements of intent.

Finally, in general, IPEC documentation in Latin &mca, especially relating to the projects
analysed in this evaluation, is not as completé asght be desired. The identification and
formulation of projects was not very thorough dadime constraints and donor pressure..
The general problems in terms of project desiga, ittadequacy of basic information and
scant precision in the indicators had a significampact on the evaluation, since it proved
impossible to ascertain the precise contributiorthef income generation component to the
elimination of child labour.

This fact should in no way impugn the professi@maliand commitment of IPEC experts in
the region, whose knowledge and their involvemanthie work can be described as more
than adequate. This situation becomes clear wbesuiting the documentation that is being
prepared in more recent phases of the work.

With respect to the design of the revolving furttisye is generally a similar pattern: the same
model is applied, with minor variations, to diffateealities and target groups. Some more
specific issues in the formulation of income getiemainstruments are described in detail
below.

- The fact that the funds were linked to projectsdmhgmntages for the following reasons:

v" In Central America there are many micro-financeesobs independent of specific
interventions. However, their credit lines are amet target groups that rarely
coincide with IPEC's. Micro-finance is aimed, inosh cases, at supporting
established businesses with a certain degree diilitya and it is evident that
financial institutions prefer their clients to basent small businesses.

v' IPEC, on the other hand, targets groups that, gépespeaking, do not "qualify" as
clients of other financial intermediaries. For thedison, linking funds to projects has
proved appropriate to IPEC's line of action.

- Bringing into play implementing agencies to mandge funds has been essential and
successful. Obviously, IPEC would have difficullygal and resource-wide) in managing
the funds directly.

- The design of the funds has proved simple and tefeec It has probably been based on a
variety of largely unconnected experiences of mfarance (as shown by the adoption of
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mechanisms taken from other instruments, such aditGQCommittees, that can be often

found as the initial stages of Rural Banks and i8m/Banks). This has had, as noted, the
advantages of simplicity and operational capabity,also caused some difficulty because
it lacks the ability to adapt to changing circumsis and ignores the value of other
aspects of micro-finance (savings, guarantees etc.)

The design showed weaknesses in certain specpgeces Thus, attention has not been
paid to what should happen to the balance of fitds loans had been repaid. Neither
have standard criteria been established for loariog® amounts, interest rates,

guarantees, etc. This was an advantage with regpeetdapting each fund to the

respective project, but it left too many importdetisions in the hands of implementing
agencies’ staff.

The same can be said about the non-financial me&sshanaccompanying the funds.
Flexibility at the design stage makes standardizatnore difficult and the possibility of
drawing lessons on specific issues is lower. Thadning and technical assistance (the
two non-financial instruments commonly used) variederms of those responsible for
delivering it, its content and scope, which makesard to comment on possible
improvements in this area.

In a nutshell, the funds have adopted a very sindgigign, probably adapted from other
micro-finance experiences, with common charactesdor all projects but leaving several

important open questions. This has given the proj@nagers a degree of flexibility, but
the same time but it was difficult to adapt themthie project environment, limiting the
possibilities.

at
ir

Questions included in the Terms of Reference on th#esign of revolving funds

Links between the income generation component dahdr ®lements of the projects. Synergjes
created. Which are the project settings where wvglfunds are more relevant?

The income generation component is considered @®ans to ensure the sustainability of the
achievements of the other components of the pjett general, removing children from work
can be achieved, in the first instance, by raisimgreness, negotiating with authorities, providing
incentives to attend school and reach higher grdussdth services and other measures. Once the
children have been removed, the income generatiamponent would act as “insurance" that the
most deprived families in the target groups cardae the lost income and avoid using child
labour as a survival strategy.

This rationale may be clear but it has a numbegritital points that need clarification. It can be
guestioned whether general models can be appliéifayent realities and environments. Not all
disadvantaged people are the same, nor do thescafiskild labour, even when they are the same,
carry equal weight in different situations. Rewotyfunds seem to be relevant in contributing to
the eradication of child labour if a number of rexay but not sufficient conditions are satisfied.
These conditions will be described in later chapter

Comparison between different project models: commgnsive interventions implemented by @n
NGO non-specialized in credit (including —or not— specialized organization to provige
technical assistanceys. interventions implemented by a groups of NGOs, ofiewhich is
specialized in micro-credit management

There are various models, from implementation tsyngle organization of all the components|to
involvement of organizations specializing in eacHn general, implementation by several
organizations presents problems of coordination #PHC's ability to control them, while
implementation by a single organization raises lemis in terms of the necessary expertise.

Four causes lie at the root of these problemsdékjgn weaknesses; (2) differences in "timing
between the various components; (3) conceptuakrdifices between "profitability" of the
revolving fund and "profitability” of the organizah; and (4) lack of capacity in "unpald
management".
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3. Has there been any difference in the design of ¢bimponent according to the different target
groups?

- In principle, a general intervention model, whicashbeen sought to make valid for all target
groups, has been adopted. This has been one pfageamme's weak points.

4. Have there been clear and relevant objectives adidators for this component in the analysed
interventions? Was there a clear link between thexific objectives of the income generatipn
component and the overall objective of IPEC, éng.fdrogressive elimination of child labour?

- No adequate indicators could be found and objestivere not clearly stated. The design &lso
included means-ends relationships at the samesle¥¢he logical framework.

- The link between the IPEC objective and income cpgien objective is clear, although for some
specific groups the increase in income may be assaey but not sufficient condition if children
are to be removed from work. Temporary increaseghm income of highly marginalized
communities are directly used for consumption, dnds do not materialize into increased
economic security.

5. Did results of and lessons from previous work gdatenulation of these components?

- In general, yes, albeit in an informal manner. Tewperts are aware of the scope of the
programme and its interventions, but they consttiat apart from specific criticisms, they are
unable to do anything to improve it, attributinggaod deal of the difficulties encountered |to
donors' lack of flexibility and the meagre supfooim local authorities. This is probably true, hut
it would be useful to document the lessons andgttiem to the attention of higher officials.

Revolving Funds in IPEC Interventions 9 Draft
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4. Implementation

4.1. From project approval to identification of loeclients

It has already been stated that IPEC's projectsaation programmes follow a standard
model, irrespective of the characteristics of themugs at which they are targeted,
geographical areas, implementing agencies, etc.

Between design and implementation there is a sithgesparation of the so-called work plan,
an annex to the project document that containgptbgramming of activities (assignment of
time periods, resources and persons responsibkafir). The work plan is prepared once the
project is approved, since the information contdine the formulation documents is
insufficient for implementation. Thus, in practidhe implementation process begins with
preliminary and feasibility studies, which allowetlctivities to be designed in greater detalil
and with greater precision.

It is at this point that implementation normallygbes. The first activities normally include
awareness raising campaigns aimed at families eéntdlhget group and other stakeholders,
including government agencies to other familiesthe area with working children. The
awareness raising process is also normally usedhi@® contact with the beneficiaries of the
project and to redefine the initial census, inahgdimore information about the families.
Experts from the implementing agencies normallyycaut these activities.

Subsequent activities consist of concluding agreesneith the local authorities (especially
in the fields of education and health) so that theycommitted to supporting the project and
to participating in some of its activities. Thisviien educational and general rehabilitation
services (health, recreation, etc) are providedirigithis phase, loan clients are identified.

Once these activities have been implemented (tassivareness, health, education, etc.), there
will already be a measurable number of childrenonesd from work. Thus, measures to
improve or increase income are taken to make thaioval sustainable over time.

4.2. From selection of loan clients to fund managent

Selecting potential loan clients is an issue tlaat proved difficult. In principle, loans should
be aimed at families in the most precarious sibuati since according to the project rationale
the loans should help to replace the income eaogédtie children. However, the evaluation
has been unable to determine that this criteriothi® selection of recipients has been applied
systematically.

Neither do the experts' views shed light on thisautainty. While some of them confirm that
a situation of economic vulnerability is a selestriterion, others assert that such families
are not usually given loans, because they arenrpiosition to repay them.

This raises one of the major questions of thiswatin. Are the most needy really selected
as loan clients (given that these loans are coresidas a factor in removing children from
work on a sustainable basis) or are the less neleadsen, because they are the ones that can
pay (because sustainability of the fund is an dbjedn itself)?

In reality, it is not possible to give a clear aesw In principle, it depends on the

implementing agency concerned, the project targetig and the "ascendancy" of IPEC’s
experts over those of the implementing agency.
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Questions included in the Terms of Reference on mangement of the revolving loan funds (1/6)

1. Identify and examine “models of interventions” oppeoaches that have been used and|the
strategies involved in realising such approaches.

- IPEC's projects and action programmes have follothedsame model, which sets out a general
objective and three or four specific objectivese anf which is income generation through
revolving funds.

- The strategies for launching activities to achidhés set of objectives can also be easily
standardized. It is generally a matter of idemiyone or more implementing agencies, signing
contracts with them, financing these agencies toyaaut a series of activities which generally
start with raising awareness and social protectidantification and selection of loan client
training and support for participating organizasoand, finally, granting and management| of
loans. The whole of this process is accompanietkblynical assistance for the beneficiaries and
supervision and control by IPEC experts.

»

- The design, operation and management of the laaafsfhiave been similar in all projects.
2. Implementing partners. Types of implementing agency

- Four types of implementing agency can be distifgrds based on their legal status and their
operational specialization (they are all local migations, and no supranational or international
organizations were involved):

1. “General NGOs”. Private organizations structured fasndations engaged in planning and
managing all kinds of development projects. Thesmmally have a good track record, experience
with public and private donors, both national antiinational, and an adequate structure to carry
out any development project. Prominent among tleeeeASAPROSAR in El Salvador or the
Xotchil Acal Association in the “Los Caminantesofct in Nicaragua.

2. “NGOs specializing in child protection”. These g@mévate organizations, also in the legal form|of
a foundation, which have worked in the protectibetaldren's rights. They are more accustomed
to working with private rather than public funds)dalocal rather than international financing,
although they do rely on the collaboration with #nrgernational support agencies in the form|of
financial resources and expatriate volunteer wark€hey usually have much more experience in
child protection and in implementing developmenbjgcts. One such example is the Mary
Barreda Organization in Nicaragua.

3. “NGOs specializing in micro-finance”. These aré/ate organizations as well, but usually obtain
a larger percentage of funds from international pemation (either directly or through publjc
agencies). Some of these organizations have bgmoaghed when neither of the above types,
which were chosen first, could manage the revolMimgds component adequately. One suich
example is the CEFEMINA Organization in Costa Rica.

4. Finally, certain government agencies in the recip@untries have acted as implementing agency.
Perhaps the most notable case is the Ministry ®fRamily in Nicaragua (through its offices fin
Managua and Leon). Some of these government agetm@ee collaborated in projects by
facilitating their implementation but with littleublgetary or professional commitment (such as|the
project in Espiritu Santo Island, El Salvador).

The dilemma between the viability of the finandgr@trument and its relevance to the target
population and thus the project objective has manbresolved either by this evaluation nor
by the literature: The problem of choosing, on the one hand, betwbenptovision of
financial services with the objective of ensurihg tviability of the institution and, on the
other, provision of financial services with the etijve of developing a given sector or target
group is an old one. It already existed at theibrigng of this century and at that time it was
expressed in the contradiction between "welfare#dand "commercial loatis

" Kuiper K., Schrnit L., van Rijn, F. (1995financial Services. Development Cooperation Settora
Policy Document(page 22). Development Cooperation Informatiomvise. Ministry of Foreign
Affairs (DVI-/OS) 0 1995. The Hague (Netherlands).
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This question will be further discussed later. téwar, the lack of clarity and agreement on
the criteria used to select loan clients must bessed. In principle, the following criteria
have been used:

Most needy population.

- No negative credit history.

- Good business idea.

- Participant in other components of the project.

- Some kind of security, generally a guarantor.

- Commitment to remove children from work.

One source of doubt is the usefulness of the “fddgi of the business” as a criterion for
obtaining a loan. If this were really an issueréhwould be countless investment feasibility
studies. In reality, only a few analyses of thsuis were found, involving always groups of

beneficiaries and not individual investments.

For all the foregoing reasons, the evaluation csgera that the criteria used to select loan
clients have been much more subjective and sirhgle it has been suggested

- That a loan application is made.

- That the person applying for it is known to thejpecb experts (as a result of participation
in other activities), is part of the target gronpluded in the census, has explained orally
how he or she plans to use the resources anditheoehistory of arrears.

This cannot be regarded as incorrect. Rather tt@nplicated (supposedly) objective
selection criteria, most analysts of micro-finaimt&ruments suggest using the experience of
lenders as a basic selection criterion.

At this point, the loan clients have now been gelk:c Following that, it is assumed that the
experts prepare the supporting documents for proyaritoring of the operation and future
client management.

® There is a document in the Sub-Regional Coordina®ffice ("Component of productive options:
management of revolving funds by the Implementiggrey"”) which includes the following set of
criteria:

* Operate in compliance with legal requirements.

e Live in the communities where the project is impéared.

« Members of family where one child works.

« Prepared to be supervised by the local credit cateenand the implementing agency.
e Participate in training.

e Have economic initiative.

« Level of indebtedness to third parties is reasaabl

« Up to date with loan obligations to the communitgdit committee.

However, this document is little known by the expe@md the criteria it contains do not contributeyv
much to those who say they use it.
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The fact that there is a document including theeganfund model and a system for its
management cannot be overlooRed@he document covers all the possible mattersritaat
affect a fund, and includes a set of supportingudents useful for design and management.

The Sub-regional Coordination Office prepared ttosument after the start of most of the

funds analysed. Presumably, it is little known arsd by the experts. The evaluation
suggests that the reason why it is little useditighe complexity of the suggested system and
supporting documents. The low monetary volume ef titansactions does not justify this

level of complexity.

Questions included in the Terms of Reference on magement of the revolving loan funds (2/6)

2.2.Criteria used for the selection of implementingtpars.

- It is hard to generalize about the selection datesed. In principle, it should be noted that the
situation in terms of potential implementing agescis quite different in the three countries
visited, both in terms of sectors where each opsraind even between regions within the country.

- Local NGOs in Nicaragua have a broad range, wittongt organizations, high quality
professionals, strong funding and are firmly andlely established in society, not only in their
own country. However, IPEC has resorted to "smalfanizations with little presence and
knowledge of international financing. This paradmn be explained by two factors: (a) the
meagre amount of funding committed by IPEC to eaflts projects is not attractive to these
NGOs, and (b) these organizations are generallihhigoliticised, for which reason it is ng
surprising that there has been a deliberate decisiavoid working with them.

—_

- In Costa Rica, development support has been toadify concentrated in bilateral work with
government bodies. IPEC did not adopt this stsatpgssibly because government agencies| are
not interested in the limited financial scale of fhrojects analysed. Another interesting issue in
this regard is that in Costa Rica, revolving fundsre linked to large public rural investment
projects (“rural project financing"), which genexétconsiderable knowledge in this field, but
much less in micro-finance in urban settings.

- El Salvador might be placed half way between theemotwo countries. Broad-based NGOs
cohabit with State development agencies. In thsecthe selection of partners is perhaps |less
problematic, although neither the large NGOs ner $ttate development agencies have the same
experience than their counterparts in the otherdaumtries.

- For all the above reasons, it is very difficultaimive at a standard set of criteria for the chaite
agencies in the sample analysed. However, somergepoints can be made. Firstly, one
criterion was the organization's presence in thetecd of the target group, met by all the
implementing agencies. In some cases, the work tivthiarget groups was only a small part of the
organization’s activities (ASAPROSAR, OEF, CEFEMIN while in other cases the agencies
focused most of their work on the selected targetgs (Las Tias, El Fortin).

- Another criterion valid for all the agencies wasittexperience in at least one of the major arégs o
work (children and micro-finance). When the orgation had experience only in one of these
areas, efforts were made to provide technical @sgie in the other, although this has not worked
as it was hoped. In all cases, it was a requirénhen staff should be assigned exclusively to jthe
project, although ultimately not all the agencigiilfed this criterion.

The document begins by identifying the main aciamolved in the fund, distinguishing
between:

° Op.cit. "Component of productive options: management of lvex@ funds by the implementing
agency.
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ILO-IPEC, which appears as controller, without deatating whether it is responsible
for financing.

The implementing agency, which implements and mesaghe document states that the
fund "will be transferred to it", without mentiomgjrthe legal form of such a transfer, the
terms on which it takes place and the rights addyations to which it will give rise. It
also appears that the implementing agency must riggqonsibility for the operation of
non-financial instruments. The document includesaoeries of obligations for the
implementing agency, while ignoring any incentit@participate in the system.

The local credit committee, with the functions @lextion and determining business
feasibility. It will consist of three people fronhg community, a chairman and two
secretaries, elected by the loan beneficiariess bt clear whether the credit committee
comes into operation before or after the loansgaaated, or what are the advantages of
participating in these organizations (other thae pwossibility of receiving expenses,
although it is not clear whether these are chatgddEC or to the implementing agency).

The beneficiaries. These are the people who usesimurces. The document states that
these resources may not be used for consumptidrowsing (although it is not clear
whether they can be used in the business infraste)c The criterion of not having
access to bank financing is introduced.

Questions included in the Terms of Reference on magement of the revolving loan funds (3/6)

2.3.What are the requirements for good implementingeigs working in this field?

There is a great deal of information on the criefor selecting a Micro-Finance Institution (MF
However, the special nature of IPEC's target graamms the particular characteristics of each of
groups with which it works need to be underlinedthough it is difficult to suggest a set of seleat
criteria universally applicable, various authorggest that a MFI should possess:

- an institutional missignconsistent with the principle that it belongsthé institutional group of
entities and the principle of responsibility towsiits clients, owners and financiers,

)
th

- avision of its task and knowledge of its enviromthexpressed in total adjustment to the local

context, while at the same demonstrating the gbilit focus on the population with spec
difficulties in accessing other financing,

- strength and autonomygetermined by the capacity to reach a signifieanat increasing percentage

al

of low income clients, yet compatible with its ip@mdence in terms of the financing specifically

provided by the project,

- suitability for the proposed projecexpressed as the capacity to evaluate to whanhegte loan
format is suited to the client with respect to them, amount, speed and simplicity of process
repayment incentives, etc.

- sustainability in the three areas of market penetration, opmratiand financial viability,

- commercial flexibility of the fundsexpressed as good financial management, givirifyrto
investments that ensure the operational and fiehsastainability of the institution; the qualiby

the portfolio (arrears less than 10% and bad debssthan 4% annually); self-sufficiency (shown

by progressive reduction in the subsidy componeatyd, lastly, possibility of achieving financial

independence

- adequate human resource®aning a stable staff and administrative commustef the team

- management and information capacixpressed as reasonable efficiency in the maragteod
small transactions, familiarity with reliable maeagent information systems and the use
transparent and standardized financial managemgsterss, to facilitate analysis of i
management.

Since in the case of IPEC projects involve a taggetip with very special characteristics, it wobl
useful to include a further set of criteria con@egrexperience and knowledge on child labour issue
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- Some guarantors who contractually assume jointorespility for repaying the loans,
while their rights remain unclear. The documenbasems to refer to some supposed
guarantors of the lender.

The guarantors are precisely those who could naddrgtified by the evaluation. The system
of guarantors has little actual impact on IPEC gxty, since, as remarked earlier, guarantees
have been invoked on very few occasions, and egemrf have been invoked against the
guarantor.

The document also explains the technical charatiesithat would need to be considered in
the revolving fund. Most of them have not beerorporated in the funds analysed, with the
exception of two:

- The maximum repayment periods, which were generaligund three months, as
recommended in the document.

- The rate of interest which was generally set alveeh two points below and two points
above the country's central bank base lending raitee document recommends that the
interest rate should be split into four slices, f¥administration, 2% provision for bad
debts, 1% for "seed capital" and a percentage hlerim line with inflation. Arrears
would be loaded by an additional 100%.

Then follows a loan application form, including amalysis of the feasibility of the business,
which raises several questions:

It is fairly exhaustive, although some of the imf@ation requested is probably not very
important and of doubtful value. In designing fernone should not lose sight of the
purpose, always asking "for what purpose" the mettion is required and "to what
extent" it adds to the intended usefulness of dnenf This difficulty and complexity was

probably the reason why implementing agencies maktl not adopt it, preferring those
they were already using in other projects.

- To analyse prospective investments, it suggestsufiee of complex tools which are
probably beyond the capacity of most loan staffriplementing agencies.

- It could be added that there are many documentso@anto design complex models for
analysing the viability of micro-financing (includj in the ILO), which leads to the fact
that formal requirements for access to loans ae as a barrier by the beneficiaries.

- What is most important with respect to the feagibdf small investments is the quality
of the business scheme and the effects it may tmagentributing to a higher goal, and
not the capacity to recover or rigidly stickingitceproachable lending procedures. For
this purpose, what is much more useful is the aémpee of the staff and ability to
negotiate and take decisions, rather than complexeplures, strict criteria and a
proliferation of supporting documents such as tlsggested.

The document also contains other matters thatwhleiaion cannot ignore:

- It uses ambiguous concepts such as "family" angéddency”. Many people other than
their own children may be dependent on a loan egpli The “family unit” concept,
especially in Central America and among disadvadagoups, is much broader than the
structure of a couple and non-adult children.hi$ document is to be used as a guide for
the design and management of funds, it would bessary to clearly define what is
meant by family unit and what is meant by depengenc
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It also requests information on the applicant's eexiiture and income in order to
calculate his ability to pay. It has been shownmany occasions that expenditure
estimates obtained from surveys are of little valnehis case, it would be more useful to
have an open-ended questionnaire, with qualitdtif@mation on the family unit and

dependants (as perceived by the beneficiary) anidsaability to pay off the loan or its

saving possibilities, which is normally a good tator of payment capacity.

Further on, the document stresses the need of mfpesa This is a complex matter
considering IPEC’s target groups. If the loan gotea requirements included in the
document were applied, the rest would be superflutiuthe loan application included
solvent guarantors, the quality of the businesgaiiie would be irrelevant, since the
money would be secured. Even if the investment gatawot to be viable, it would have
generated a redistribution of income from the gui@rato the beneficiary, and positive
economic benefits for the latter, which would ciia compensate for the negative
effects on the guarantor's financial position (fi#&C’s point of view).

The problem of access to credit should not be aatfwvith shortage of capital: It reflects
the existence of conditions that preclude the ggdtion of the individual in the formal
sector. Thus, the problem is not that there isreditfor the most disadvantaged, but that
there are no guarantees for such groups.

The appendix to the document —on expenditure acdnie of the loan fund— is
interesting, although it should be considered atdhtset, and include an estimate of all
the costs associated with the project and notlgstoan fund.

Another interesting and highly useful issue are shggested checklists. This tool is
probably much more useful for selecting proposald ban clients than the complex
guestionnaires included in the document.

&

Questions included in the Terms of Reference on magement of the revolving loan funds (4/6)

Management tools used by implementing partners ndPEC: similarities and differences.
Effectiveness of different management tools.

All the projects analysed were implemented by immating agencies at the request of, and
delegated by IPEC. There were no projects impleetkdirectly by IPEC included in the analysis,
and the evaluation cannot comment on differencesemn the two approaches.

The differences in implementation were due to ottersstics of the target groups and the
implementing agencies in charge of the projects.

The technical characteristics of the revolving fardid not show any significant differences.
Thus, rates of interest, for example, were ingiathlculated in a similar way among all the
agencies, although it was later decide to "subsideome rates due to the weakness of the target
groups. The amounts of the loans, selection ehtdi and transactions, systems of guarantees and
procedures for collection, fund administration @nchngements for disbursement were practically
the same. Management and information systemsit @@mmittees, administration, functions and
responsibilities of the staff involved, etc., athay issues where no significant differences betwee
implementing agencies were found.

In general, it can be stated that all these systemmacedures and mechanisms have proved
appropriate, effective and even efficient in mangghe funds. Obviously, all of them have room

for improvement, especially with respect to thecheé"individualized" designs for each project.
Thus policies on interest rate, guarantees, selectidministration and collection of the portfolio
should be adapted to the target group concerned.
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4.3. Bad debts, enforcement of guarantees and finatances.

Bad debts.When the beneficiary does not fulfil the condigdior the repayment of the loan

it is registered as arrears, and the interestaeased as a late-payment charge. Many of the
loans have been listed at some time as arrear$p @® per cent in some of the funds
analysed.

On average, arrears have fluctuated between 3@@mukr cent for first loans, falling very
significantly in subsequent loans. The causes efdharrears are various, and opinions vary
depending on who is asked.

- For beneficiaries who fall behind with their repagms, the reason is usually due to
external factors, associated with poor economiaditimms and personal circumstances
(illness, death of family members, theft, etc.)

- The experts agree about these causes, althoughtdhdyto minimize them, and add
conditions concerning the beneficiaries' lack afibass sense and their ignorance of what
is involved in managing and running a business.

Enforcement of guarantees When the arrears exceed a certain time limit, ldan is
considered a bad debt. Bad debts are considdretble initial loan cycles, as much as 50 per
cent in some projects, with an average of 15 tqp@0cent. At this point, in theory, the
guarantees or bonds given under the rules of #refiocnd should be enforced.

Guarantees have hardly even been legally enforcHtkiprojects analysed. This is primarily
for three reasons: (i) the legal weakness of #sgths and contracts concluded; (ii) the high
cost of legal proceedings compared with the snmabbunts owed; and (iii) the experts view
that the beneficiaries' situation is bad enoughauit making it worse, thus rejecting the
possibility of creating negative effects.

There are few exceptions to this general patterd,vehere guarantees were enforced, there
were other reasons additional to the non-paymesemally related to the failure of the
beneficiaries to remove their children or wardsrfrchild labour.

This attitude gives rise to the idea among expartd beneficiaries that the funds are
ultimately a grant, and that the sustainabilitytied fund is not so important as the positive
effects that it can generate, thus ignoring thesibilgy of causing negative effects.

In any case, it should be noted that repaymenigisehn in succeeding cycles than in the first
cycle of loans. This is certainly due to the sitmnéous effect of two important aspects:

- in succeeding cycles, loans are targeted at thd gagers in the first cycle, who are also
much better known to the project experts;

- In subsequent cycles, the project ceases to sabside operation of the fund, and the
administrative costs have to be borne by part efitlberest. Thus, the loan agents have
more incentives to press for collection, sincertheiges depend on it.

Ultimately, the percentage of bad debts must bardegl as high, thus seriously impairing the
sustainability of the funds. This issue will be eosd in the chapter concerned, starting from
the premise that under the current situation of detats, the revolving funds are, in general,
unsustainable.
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Questions included in the Terms of Reference on magement of the revolving loan funds (5/6)

4. Management tools used for monitoring the comporemd tracking systems used for the
beneficiaries.

- Monitoring has been carried out on three levelk tife implementing agency staff collected data
and reported progress, maintained contacts witlhémeficiaries and kept track of external factars;
(2) this information was passed periodically to pheject officer for each project in the agencies,
who in turn prepared more substantial reports dogelonger periods of time for submission [to
IPEC; (3) for their part, IPEC experts checkedvbeacity of the reports (project supervision) and
incorporated their own comments in the reports.

- The monitoring model used can be considered apiatepr The results have been good with
respect to the financial aspects (state of fundf@ars and project accounts) and satisfactory|on
other issues. Some weaknesses in the model cgoibted out, although this evaluation |is
anecdotal in nature:

(1) In El Salvador the loss of information about onetle main operations can be seen as serious.
Although the problem occurred when external suppad already been withdrawn, it is possible
that in a project with stable, professional anghoesible implementing agency staff, the weakness
of the information system would lead to its breakdo

(2) In the projects in Ledn (Nicaragua) the monitorsiygtems handle more information from informal
channels than from the system itself. This wasseduby "competition" between projects and
agencies to obtain better performance and resulisators.

(3) In Costa Rica there was a certain lack of cooréinain the circulation of information caused by
the change in implementing agencies during theemphtation of the projects.

- Although the monitoring information systems prov@diequate, they could be improved if two
steps were taken in the general administrative mogeeliminary design of these systems and
greater "proximity" of IPEC administrators to thejects. This is already happening in the new
project formulations.

- The financial aspects of these systems are imptxaddspite weaknesses caused by the design of
the model itself. This is for example the issuelamafal contributions, which is transformed infto
money though an accounting entry. The local coutidn is called by some agencies "institutional
loan" and by others, much more informally, "thees pent”.

- There are weaknesses in the reporting systems rinstef showing the contact with the
beneficiaries, but these cannot be described dslgmatic since there have been no complajints
from the latter, apart from requests for greatezspnce of fund managers on the spot and
proximity of the bank to their business locationkig could perhaps be improved by using
"collectors").

Fund balances Despite the fact that the funds are not susté&nélom an operational
perspective, there are certainly some cash "baddratethe end of all the projects. In other
words, after a series of loan cycles, there is ywaoney deposited in one or several bank
accounts.

All those involved in the management of the fundssider the destiny of these "balances” as
a serious and urgent problem. In the general deatation intended to regulate the funds it
is provided that the amounts must be transferrethéoimplementing agencies for their
management in successive cycles, leading to thedparthat for some of the implementing
agencies (around 75 per cent of those interviewshtaining the funds has ceased to be a
profitable activity.
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As long as the project covers the costs of admatish and, in particular, the salaries of
promoters and loan agents, managing the fund hagsacial value for the implementing
agencies. However, with the reduction of the abéélasums and the completion of the
project, the funds turn into a burden rather thasoarce of business. One implementing
agency even said that maintaining the fund wasingpst more resources than it had
available, and it wanted to off-load it as soonpassible because they thought that it was
putting the organization at risk of collapse.

The regulations contained in the contracts for ftradisfers between IPEC and each of the
implementing agencies do not clearly indicate thalfdestination of the balances, although
all the contracts point out that their managemsmitansferred to the agencies provided that it
is used for the initial purpose and the main tapggtulation.

In the agencies' opinion, these fund balances dhoelldonated as untied contributions for
their institutional strengthening, since keepingnthin successive loan cycles with the same
target groups costs them more than they get backerest (part of which is supposed to be
used to cover their management costs). They esgtthat they are willing to keep it in loan
cycles, but with different populations, selectirenbficiaries on the basis of their capacity and
willingness to pay, and not based on the generpctibe of the project in which they
participated. They therefore consider that thdrumsent can be sustainable, but not if it
continues to be aimed at the same target population

IPEC officials hold the view that donors provideesk funds for a specific purpose (the
progressive eradication of child labour), and ih#ltey remain in the hands of the agencies,
there should be a formal undertaking to use themnthfat purpose.

The opinion of the beneficiaries is that the fuathbces belong to them, especially the "good
payers" in the initial loan cycles. They are retm@ssume their transfer on any conditions.

The reason for this situation is the lack of amiahidefinition of the destination of balances.
Theoretically, and this is perhaps the best suggesdr the future to avoid a repetition of the
current problems, the repayments of the first Idam® revolving funds should be considered
as savings by the beneficiaries, and managed angbyrd

The procedure would be as follows: the fund is get(with its regulations) and a first
portfolio of loans is placed with the beneficiarids they pay back the loans, the amounts
collected are considered as the personal savingeaoh one of them. The saving is
remunerated with a rate of interest (generally lowiean the lending rate), and the
beneficiaries can make use of their savings asdaidn in the fund regulations, either for
new loan cycles (whether or not they participatey withdrawals for any purpose they
wish. In general, fund regulations provide thatirsgs cannot be withdrawn, partially or
totally, until the end of the project.

Treating loan repayments as beneficiaries' saviagsanother important positive effect, since
it encourages the entry of the beneficiaries intarkat systems and acts as a powerful
incentive to pay back loans, since the money dftiaterest.

In the case of the funds analysed, it may be to® ta apply this system, so alternative
mechanisms for liquidating the balances would neede designed. In any case, it is clear
that from the donor's point of view, these are ftikwhations, and should be used for the
benefit of the project target groups.
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Questions included in the Terms of Reference on magement of the revolving loan funds (6/6)

5. Feasibility / market studies undertaken prior te thedit decision. Common patterns. How have
these studies affected the selection of the bene#s?

- Few feasibility studies rigorously conducted weraikable for consultation, and even fewer
market studies. In most cases they have not beera dr, when they have, they were poor [for
various reasons:

1. They are very demanding in resources and profesksexpertise. The amounts initially envisaged
for such studies were meagre.

2. In general, the identification and formulation pésmsvere poor and lacked a strict methodolagy,
resulting in poor requirements for such studies.

3. The small amount of the majority of individual I@awas a constraint to carrying out studies that
would cost more than the investment itself.

4. Existing analyses refer to group investments. Tudity of these studies is poor.

- The studies rarely led to rejecting an investmeldwever, on one occasion, an investment was
not done although the study was favourable. This ditle about the value of feasibility and
market analysis. They should, however, be crucl@mundertaking an income generation actign.

6. Has there been any difference in the implementatiotihis component according to the different
target groups?

- The mechanisms for implementing the income ger@ratomponent were similar in all cases
(launch of a revolving fund accompanied by nonfitial training in credit, business managemgnt
and technical assistance). During implementattomwever, some differences were found,|as
projects were adapted to the situation they sot@hffect. These adjustments took place in two
main forms: (i) "adjustment to the geographicalimmment" - in some cases it was found that the
location of working children did not correspond etkato the home of their families, so that the
project actions had to be transferred to the distrirom which the children came, establishing
alternative sources of income for parents. Anothmject extended its geographical area| of
operations depending on the location of demandtifedit; (i) on some occasions, the conditigns
for access to loans were eased for the intendgdttpppulation.

7. How have the implementing agencies provided teerassistance to the beneficiaries of the
credits?

- Inthe projects analysed, technical assistancepn@sded in two ways:

1. In some of them, the implementing agencies provitisthnical assistance directly to the Igan
beneficiaries.

2. In other cases, the implementing agencies "sub&ctei” or assigned technical assistance to
specialized entities for each specific project.

- No significant differences were found in the resudf the uses of these two approaches. In all
cases the technical assistance was seen as ireifffand on one occasion of little relevance to
the context and type of beneficiaries). Howevensidering the available resources, it would have
been difficult to do more.

8. How has IPEC provided backstopping to the impleimgnagencies? Which has been the njost
effective way to ensure the necessary technicastasse for the appropriate implementation| of
the funds?

- IPEC was present in all phases of the managemeheddction programmes, from the moment of
origin of the initiative and analysis of its relex® to the project as a whole, through identifarad
and formulation, to monitoring and support with lersion, and in collaboration with the
implementing agencies. In the implementation pheber than administrative support, there was
supervision of the overall implementation, provglitechnical assistance and office facilities|in
areas where the agencies had the greatest probleolsding facilitating contacts with the
beneficiaries.
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9. Which are the possibilities and shortcomings of QRE tracking database for monitoring

beneficiaries of income generation activities?

- The technical tools and supports used by IPEC taag the information derived from monitoring

of the loan components were weak. This was dwatious factors: overloaded staff, "refusal”|to

devote greater efforts to this area due to a ctiovichat they were not the right people for thie, jo
lack of specialist staff and problems in organizemd processing information which was not

suitably prepared.

- At the time of this evaluation, efforts are beingda to resolve this problem and it is virtually

certain that the problem will now be overcome.
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5. Results

This chapter analyses the results achieved byahelving funds as an income generation
instrument to contribute to the progressive elimioraof child labour. It is important to point
out that —with the available information— it haseheaxtremely difficult, albeit impossible,
to isolate this instrument from the other compos@fitiPEC’s interventions.

This chapter is structured around the evaluatidera suggested by the ILEwhich will be
used for all the project components and specifidall the income generating activities.

Some important preliminary issues need to be diszlikere:

- The main "findings" of the evaluation relate prifthato the criteria of effectiveness and
relevance; and not so much to impact and sustdityabi

- The treatment of this latter concern —sustaingkilitis especially complex in this case,
since, as mentioned earlier, the sustainabilitthefrevolving fund instrument may not be
congruent with the general sustainability of therall objective to which it is sought to
contribute (the elimination of child labour).

- The evaluation of the instrument in terms of effi@y is much more difficult, since it is
practically impossible to analyse it except by cangon. Moreover, comparison with
alternative instruments can only be a theoretikaf@se with little empirical evidence.

- No significant negative impacts were found. Forsthéason, the evaluation of this
concern dealt to a large extent with the "non-a#feproduced.

- The ILO establishes other evaluation criteria whigte considered in this evaluation:

v' The question of "alternative strategies" was usezmbnsidering other possible income
generation instruments. The evaluation of thisednh was linked to the efficiency,
considering whether there might be alternativetsmig which cost less or the same,
or would be more effective at similar costs.

v In this report, "causality" is closely linked tdeeance, in terms of the match between
the problems identified and the adopted solutiartlfis case, a common strategy, or
standard model of intervention).

5.1. Relevance and causality

According to the ILO Guidelines, the relevan@xamines the usefulness of the project’s
results in solving the identified problems and rimgethe needs of the target group(s). The
analysis ascertains whether the project continesmke sense and identifies any changes
that may have occurred in its context during immamtion. The initial problems and needs
may no longer exist. New problems and needs mag Bmerged as a result of political,
economic, social and other factors, or even becafisee project’s activities. Ultimately, the
analysis determines whether the objectives arevsiiid or should be reformulatéd

Starting from this definition, the first aspect timeeds to be evaluated is the match between
the problem and the proposed technical solutionthiks respect, initially, it might be asserted

1% Guidelines for the preparation of independent eatitns of ILO Programmes and ProjectsQ
(PROG/EVAL), November 1997.
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that the instrument of revolving funds has provedtiplly valid in solving the problem of
child labour in IPEC's areas of intervention.

- The assertion of "partial validity" of the instrunmieis due more to its scope than the
concept. In principle, the strategy followed assdrthat revolving funds were a means
of generating income and that, in conjunction vather components, they would be able
to contribute significantly to the removal of chigth from work. This actually occurred
only in certain very specific cases.

- The evaluation can state that the results of thtiGgtion of the instrument have been
extremely uneven. This disparity was not so mué@lmation of the model adopted (once
again, similar in all the projects) but of the &irgroup concerned.

- Thejustification is that revolving funds could &eneans of generating income to ensure
that the achievements of the other componentseoptbjects are sustainable in the long
term. It can therefore be stated that the instnirh@s proved a partial solution to the
problem of child labour, by ensuring the sustailigtof the other project components.

- However, for certain beneficiary groups the instemtrhas not achieved the sustainability
of the businesses promoted with the credits.

In short, the apparent paradox is that an instriroenceived to ensure the sustainability of
the other components has not always been ablestoreeiits own sustainability. Probably the
explanation for this can be found in an idea putvéyd by many authors concerned with
micro-finance: credit does not work satisfactoviligh extremely disadvantaged groups.

Thus, Hulme and Mosley distinguish betweenghaection effect of credit, asserting that in
the most disadvantaged groups the aim of crediildhoe to provide for basic needs, with
little effect on the generation of additional inanand thgpromotional effect, designed to
lay the foundations of income generatfon.

The evaluation came to a similar conclusion, havimund that in general revolving funds
worked much better with some groups than with ather

- The projects analysed were aimed at family gronpdumpsites, markets, match sellers
in streets and at crossroads, collection of skallfvendors at bus stations, etc.

- It can be stated that the revolving funds were ahhetter solution for those groups that
" have already something", i.e. for the target gothat have at least part of their basic
food, housing and health needs covered. Thusdbkerbsults were achieved in markets
with vendors (especially women) who had a fixednpaif sale and already used loans
from informal providers. Fairly significant ressiltvere achieved with groups that were
already engaged in other commercial activitieshsag vending in the street and at bus
stations. The results were rather poor with siséli€ollectors, and in reality there was
very little success in dumpsites and with otheresrely marginalized groups.

- The explanation for these differences probably Ireech more in the degree of
marginalization than in geography (projects wereedin dumpsites in more than one
country and in markets in all of them, with simitasults) or the different project models
(the same strategy was applied in all of them)differences between implementing
agencies (their management systems were similar).

! Hulme D. and Mosley P. (1996Finance Against Povertyolume 1. London, Routledge.
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This conclusion is not based on scientific or statal evidence, but it does coincide not only
with the views of the staff interviewed but alsalwmuch of the literature on the impact of
financial instruments for poverty reduction.

While this subject will be covered in greater depthile dealing with effectiveness, it can be
asserted here that revolving funds are appropt@ateontribute to the eradication of child
labour provided that a series of necessary busuifitient conditions is satisfied:

(1) that the need of the family for the income contrdolby the working children is the main
reason why they work

(2) that this income, added to the resources provigeothoer family members, is enough to
raise the household income from covering minimusidbaeeds (extreme poverty) to the
so-called "subsistence level”;

(3) that the family's main economic activity has presiy benefited from loans (a service
normally provided by so-called "loan-sharks" or ‘frag-lenders");

(4) and, of course, that those conditions necessarytherrevolving funds to be valid
development tools are met (initiatives selected l&@ms which can "pay back" and
generate surpluses, proximity of managers to beaefs, financial products appropriate
to the demand, motivation of staff, simple managensystems, rapid disbursement,
capacity to mobilize domestic saving, linkage to4ffimancial instruments, etc.).

Revolving funds as a means of increasing incomé lvdl an appropriate solution to the
problem of child labour, provided that at least fimegoing conditions apply. However, it has
already been pointed out that for some very spedifharginalized) groups, income
generation may be a necessary, but not sufficbamtjition to withdraw children from work.

One possible explanation to this issue is that gleblem lying behind the rationale of
intervention has been incorrectly identified. Tassertion that a cause of child labour is low
family income might not apply to all the groups dhwxed, or to all the families within those
groups. Perhaps the problem that leads to chidduais not income but expenditures. In
other words, in extremely marginalized groups, cctébour would not be justified by the
income provided by the children but by what theepés have to spend on them.

A child means expenditure on food, health, schgplaotothing, "security”, etc. In situations

of extreme poverty, the first neglected item iscgdimg, which in turn generates situations of
insecurity because responsible adults no longerersige the children. Under these
circumstances, parents or guardians might decid@ake their children to the workplace

(normally in informal settings). The importanceabfildren helping their parents at work is

not so much the income that they may generatetheuexpenditures that are saved in two
crucial areas: security —since, at least, theysapervised— and school. Furthermore, it is
possible that they obtain food and even clothihgn &ddition they are able to contribute cash
income or labour, the situation will be better, It is probably not the most significant

reason for them to work. This may be the caseuimpsites and collecting of shellfish, or

certain agricultural tasks.

12 0n occasions, in extremely poor groups, the probiather than the need for children to bring in
income, is that the children do not cost anythicigildren on waste disposal sites). This may akso b
one of the reasons for child domestic labour, at tthildren move to other better off families toriwo
in exchange for food and not much else.
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In this situation, temporary increases in incomeegated by granting loans to extremely
marginalized groups would be used mainly for consion, and would thus not result in
increased economic security.

On the other hand, both in markets and street wgndhe child's income may be quite
significant to the family economy. The parentoalske the children to work, but provide
them with the goods so as to increase the rangiedf business. In this situation, the
children are still supervised (usually selling viritBight of their parents), they can obtain food
and even clothing, by exchange with other traderthe charity of possible customers, and
they do not incur any school fees.

However, the great difference compared with thedomg groups is that these parents or
guardians are already involved, to a more or lessdl extent, in the market economy.

Such situations give rise to another paradox: amibiege groups, it is more difficult to

remove children from work, but the revolving fundght become a much more useful
instrument for promoting income generation. Theisue will be analysed in the chapter on
effectiveness.

If all the foregoing is true, IPEC should:

- reformulate its general analysis of the situatiaeiuding, alongside low income, the cost
of children to family economies; and

- Formulate each project and action programme segwgrmom the others, in the light of
the specific situation of each of the target group.

The relevance of IPEC’s income generation strategglation with ILO’s guidelines, local
or national policies and other donors’ intervergioas well as the possible creation of
synergies with similar or complementary actiongust also be analysed. In this respect, the
evaluation has not found serious problems, andit lze concluded that the Programme is
consistent with general intervention policies lieatto child labour in the region, and
contributes to leadership in this respect. It ¢emwyever, be mentioned that:

- In general, existing micro-finance lines in theioggare not aimed at population with the
characteristics of (some) IPEC'’s target groupscriMiinance is focussed on groups with
existing businesses and sufficient capacity to pay.

- No significant synergy has been found with thevéttis of other development agencies.
The evaluation suggests that measures could be takéhis respect to multiply the
positive effects of the interventions.

- There has been very considerable progress in ewindg with local policies in most of
the countries in the region. The involvement ofalodecision-making structures is very
positive and progress is being made in this dioecti

As to causality, the ILO evaluation guidelines stétat the analysis should focus on the
following subjects:

(a) the factors or events that have affected the pr'ejeesults (if the inputs needed to carry
out the planned activities and deliver the expeotgguts were available on time);

(b) the reasons for possible deviations or changes; and
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(c) the effect of other factors such as technical, a@trative or managerial constraints,
inadequate inputs, failed commitment by projecttngas, insufficient funds, a faulty
assessment of the effect of an assumption, etc.

In this respect, the following matters can be icise

- The evaluation did not find any external factorsvihg an adverse impact on the
performance of the projects.

- However, there were some delays in starting thelvang fund component in almost all
the analysed interventions, due to design weaksessmtioned above rather than to
external factors or lack of expertise among th#.sta

- The management systems have been appropriatepgithcould be improved at the
project design stage. Much the same can be saidtaministrative procedures,
monitoring, control and supervision systems, etc.

- A significant issue in this connection is that,nrany cases, the activities implemented
with credits from the revolving funds did not cdihe with those originally planned. This
issue is especially significant in the case ofrigations in dumpsites and markets, where
actions involving recycling and deposit of wasteeveroposed but not implemented.

- The reason for the situation described in the pressparagraph can again be traced to the
weakness of the design, where activities were gdmithout the agreement of the final
beneficiaries, established with scant participgtsominimum of detail and based on poor
feasibility studies.

- The inputs were adequate and the commitments wdgrtby the various parties were
fulfilled as agreed. No significant technical ditflties were found in this respect.

5.2. Effectiveness

The ILO evaluation guidelines state that the effectess concerfiassesses the extent to
which the project has achieved its objectives agached its target group(s). The analysis
determines if the expected results have been bbwihccomplished and, if not, whether the
statement of objectives should be modified (midrtervaluation) or the project extended
(terminal evaluation). This assessment is fac#ithtf the objectives and indicators of
achievement adequately describe the desired situati the end of the project. The changes
brought about by the project are ascertained by manmg information regarding the pre-
project situation (of the beneficiaries) with theisting situation at the time of the
evaluation".

As with relevance, the evaluation concludes thablkéng funds have been a fairly effective
instrument in ensuring the long-term sustainabitifythe progressive eradication of child
labour achieved through other components of thppia

In the initial interviews with IPEC and implemerdigency staff and representatives of the
beneficiaries, it emerged that the considerableesses in removing children from work
were due, at least initially, much more to the amess raising, social protection and
education measures than income generation. Theritgapf the children who gave up work
(at least temporarily) did so before the revolvilngpds came into operation. Hence the
insistence on the importance of this third componernsure that the successes achieved by
the former become sustainable.
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But making such an assertion, that revolving fuaigsa vital factor in the sustainability of the
objective and that a good part of the target pdfmriehas given up work, says little about the
effectiveness of revolving funds as a means of igegimg income allowing the removal of

children from work, once the external support pded by the projects ends.

Measuring the effectiveness of the funds involvlescking indicators. The performance
indicators for these funds were based on theirigalivthe sustainability of the businesses
started with their help, the transfer of incomethie beneficiaries and the effects on child
labour. Only the first two indicators are relevamtjudging the effectiveness of the funds,
since the third shows only that there has beempdeary transfer of income and the fourth is
valid for all the project components, and —as n@@d in the beginning of this section— it
is impossible with the existing information to iatd the contribution of each of them to the
overall objective of child labour elimination (atihigh the subjective impression is that the
contribution of the income generation measuressgazewhat limited).

With respect to temporary increases in incomesheflieneficiary families, in general the
loans did not lead to permanent reductions in thweqy levels. The revolving funds were
useful in "injecting" income into families, but not generating sustainable businesses. In
addition, the operating problems relating to fuathbces demand a great deal of prudence in
evaluating the instrument's overall effectiveness.

In this respect, the results achieved vary. Wiinailar fund design in all the projects, there
have been some that showed a good level of subtlimeaand are keeping many of the
businesses started with their help going, whileexthhave virtually collapsed and the
businesses they supported have failed. Theseadtiffes can probably be explained by three
underlying, highly interrelated factors:

1. The different nature of the target groups.It can be assured that repayment rates were
better when working with groups situated "in therkedl’, and it is almost totally certain
that the degree of "marginalization” of the groiga decisive factor in the performance
of the funds. Thus, this instrument was more swefaesvhen working with groups in
markets and bus stations than in dumpsites antlateas.

Given the available data, taking the analysis amhér would be bold, although a few
explanatory factors might be identified:

- Experience with previous loans, especially thoswided by "money-lenders"” is
important for success. The substitution of thimpwn finance source by loans
on better terms managed by the project has beeoriam for the beneficiaries.

- The results in urban areas can be considered betggneral terms than those
achieved in rural areas.

- The degree of marginalization acts as a constfarrhe success of the lending.
Irrespective of level of education, experience atiter factors, the fact that the
family does not reach a minimum subsistence levehma that the loan would
merely have a protection effect. Groups in the kivegrata of society are ready to
accept any help without concern for the conditionposed by the lender. For
these people, the so-called "moral sureties" areenmportant than any other
kind of guarantee.

2. The different operations undertaken The viability of the various businesses supported

was a factor that affected the rate of loan repaymnie addition, there was a relationship
between the viability of these businesses and aheitions set out in the previous point.
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Thus the viability of operations started up witlogps closest to the market and with a
lesser degree of marginalization was higher.

While it is difficult to establish a strict rule amability by "business sector", it does seem
that, in terms of sustainability, trading activitimvolving buying and selling predominate
over production oriented actions. The operatidnsed at the production of goods and
services for the market were not only fewer in nembut also their relative viability was
much lower than purely commercial operatiohs.

3. The influence of "cultural variables". Once again, marginalization is a factor that
hampers success. The level of education and healthliving standards in general
(location and quality of housing, accessibility @immercial centres, access to basic
social infrastructure, ability to negotiate, etaignificantly determine the potential
success of operations and, thus, the repaymeotan$!

However, the importance of "moral obligations" flis marginal population should again
be emphasized. The implementing agencies repatrtbémeficiaries among these groups
fulfil their commitment concerning the removal dfildren from work even when they
are not able to pay back their loans. This coundticate the importance of the instrument
beyond its immediate objective of promoting incogeneration (market knowledge,
reduction in marginalization, protection againssadters and, especially, coverage of
basic needs for a certain period of time).

The efforts of agencies to deal with cases of aréave been similar in all cases. In this
respect, two instruments to reduce arrears have heed: moral pressure and financial
incentives and coercion.

- Efforts have been made to pressure individualsaig fhrough visits by loan agents and
even by other beneficiaries. This instrument hasked better than financial incentives
and coercion.

- Financial incentives (reduction in interest ratzs)cellation of part of the debt, etc.) have
only been used in extreme cases where the alteenaias non-collection, with little
success.

- Much the same can be said about financial coeraomally consisting in cutting off the
access to new loans and publishing a list of d&btames. However, it is known that
cutting off access to new loans only works whendbditions for new loans are better
than the previous ones, which has not been thevatts¢he IPEC projects.

The enforcement of guarantees against the guaranttdor borrower was very rare (just four
cases out of approximately 1500 loans). They weteonly related to non-payment but also
to individuals who had not fulfilled other commitnte under the project.

In short, the revolving funds proved more effecti(effectiveness being measured as
sustainability of the fund itself and the businesgesupports) when they were aimed at

¥ The majority of the credit applications analysedimyithe evaluation was for commercial activities
involving the purchase and sale of goods (foodawvetns and markets, new and used clothing, non
alcoholic beverages, purchase and sale of vehatis,petc.) Credit demands for production were very
limited: only a few cases of small bakeries andfectioners (or processing of perishable foods and
public consumption at domestic level), one breasfepoultry for sale and one prawn fishery were
found. Most of the loans were directed at strengtige existing activities and only a few at starting
new businesses, involving greater investment aghdnirisk.
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groups that were formally or informally part of therket, and achieved poorer results when
aimed at highly marginal groups. However, if effegehess is measured as the contribution to
the higher objective of the progressive eliminatioh child labour, there would be no
difference in terms of the target groups, and iy reaen have been more effective with the
marginal population.

This apparent paradox can possibly be explaingsvbyactors mentioned earlier:

1. The effect of "moral" obligations and incentiveshigh is greater in the most
disadvantaged groups. The argument of "keepingwbed" appears stronger when
working with someone who has never possessed agythan among those who are
already in the market. This conclusion, for whiblkere is no empirical data, is based on
observations by the staff of implementing agencies.

2. The positive effect of the other components andriportance of children's income as a
reason for child labour. It seems that the appboabf the other components of the
project has similar effects on the withdrawal ofiditen from work in both groups (“in
the market” and "marginal"), but for those who ‘dnethe market”, the children's income
is a much more important reason for their child@nmvork than in the other case. Thus,
for the "marginal”, the fact that their childrerceése education services and are partially
fed at the project's expense can be enough to tkeep out of work, while for those “in
the market" the income foregone when the children & school can be a powerful
incentive for desertiot.

This last argument loses importance when the progases to provide support for schooling.
In this situation, it is possible that the incomengration component would become an
"insurance" to keep children away from work, but fbat to be the case the temporary
increases in income must have translated into pegmtaeductions in levels of poverty.

It would be useful at this point to introduce a nindicator, closer to the measurement of
impact than to the effectiveness. It would be neagsto determine whether the temporary
income obtained via a loan is transformed into @eremt reductions in poverty. The success
of the business supported by those loans can k& asea proxy indicator for this, which
leaves little room for optimism. The subject wi# bevisited when evaluating the efficiency
and impact of revolving funds.

5.3. Efficiency and alternative strategies

The ILO guidelines state that, in terms of efficgnan evaluation should assé®e results
obtained in relation to the expenditure incurreddaresources used by the project during a
given period of time. The analysis focuses on éhationship between the project’s inputs,
including personnel, consultants, travel, trainirguipment and miscellaneous costs, and the
quality and quantity of the outputs produced antivdeed. It ascertains whether there was
adequate justification for the expenditure incurigt examines whether the resources were
spent as economically as possible. This assessheuld also determine whether the actions
by the various partners were complementary andtifjealternative strategies to deliver
more and better outputs with the available inputs

With respect to alternative strategies, the gumdsli observe that thesearé assessed,
particularly if the original strategy turns out tbe inappropriate. Evaluations examine

4 Some experts interviewed commented that sevenailiés in the markets withdrew some children
from work, but they were replaced within a few daysan older sibling.
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whether alternative approaches might have had greiatpact or might have been more cost-
effective. This analysis is especially valuablemfodlow- up activities are being planred

At this point, a distinction should be drawn betwedhe efficiency of the project and the
efficiency of the revolving fund linked to it.

It has been observed that the projects proved teffein achieving their objective (the
progressive eradication of child labour) althougts idifficult to confirm its sustainability. It
has also been pointed out that it is very diffi¢alisolate the effect of the income generation
component from that of the other project elemédnis,that its effect on the overall objective
does not appear to be particularly important.

It could be argued from the foregoing that the gct§ have not been efficient since the
desired result was achieved with only some compsnaineach project, making one of them
—the income generation activities— barely necesdamhrough awareness raising actions,
health support, leisure activities, education,,eatbildren were removed from work, there
does not seem to have been the necessity of imptérggncome generation measures.

Clearly, the above statement is called into quedfithe income generation is regarded as a
means of ensuring the sustainability of the acmerms of the other components. If it is
possible to show that the other project resulteHad to the eradication of child labour and
that the income generation component was the "amag” that the benefits were sustained,
the projects could be described as effective, swedficient.

Consequently, the task for the evaluation is toastimat the income generation component
served as an "insurance of sustainability" of thgctive achieved. For that, it will first be
necessary to show that:

(a) the funds have proved sustainable, or at leasttabtentinue to operate for a period of
time, since not all the target population was reddh the initial loan cycles;

(b) the businesses started with the support of the fuedk successful, since their failure
would return the families to the economic situatfmior to the intervention, and they
would continue to need the income provided by tbleiidren.

When evaluating the efficiency of a revolving fuinked to a development project, two main
indicators and a couple of secondary indicatorsarenally considered. The main indicators
are the operational self-sufficiency and the finahcself-sufficiency. The secondary

indicators include the possibility of access to filneds and the conditions determining such
access.

Self-sufficiency, in broad terms, is determinedthg degree to which income covers the cost
of loans. The cost of loans should be calculatetivd ways: first including loan operating
costs (price of money to the financier, non-paynwenisk premium and direct management),
and then including financial costs (maintaining treue of money, training, technical
assistance and others).

- Operational self-sufficiency means covering oparattosts with the generated income
and it is a condition of sustainability for all wving funds. In order to achieve
operational self-sufficiency, the capital or sagngtes (amortization of principal) must
match the loan portfolio, which ensures that themo further use of external financing.

- Financial self-sufficiency means covering operating financial costs from income, and

it is a condition for the sustainability of fundgended to have a promotional effect on
credit.
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The funds analysed are not, in general, capabdeltibving operational, much less financial,
self-sufficiency. Up to now, a series of loan cgcleave been done, but with high bad debt
rates for the sector.

Normally the whole is covered in the first cycladawith the first repayments it is decided to
continue granting credits to the best payershikway, it has been possible to grant up to six
loans to the best performing clients. Howeveresaif arrears, many of them subsequently
treated as bad debts, are very high in the eadiesy This means that the debts reduce the
capital available for lending, which now averagessithan 50 per cent of the initial amount of
the revolving fund?®

If it is desired to maintain the size of the paditfio(which is not a project objective), the
situation is such that this would only be possiith injections of external capital to the
fund.

Furthermore, the majority of implementing agencegpress the wish not to continue

managing the funds, based on their perceptiomtlaéitaining them costs them more than the
income they receive, and that the portfolio of @ smaller both in absolute and relative
terms (as a percentage of the number of beneksianumber of operations supported, etc.)

The evaluation has showed that around two thirdeefevolving funds linked to projects are
not operationally self-sufficient, since repaymearg much lower than the initial loan
portfolio. It is obvious that if the funds are reslf-sufficient from an operational point of
view, they will be even less so from a financiargtpoint. It is curious that, at least in the
case of Nicaragua, the costs of technical assistand training are included in the budget for
income generation. While the percentage undethidsling was not more than 25 per cent of
the total allocated to this component (normally @8$0 out of a total US$30,000), the funds
were not able to recover this capital through theegated income.

It seems that given the rate of bad debts (if nmessively high, in all cases higher than
recommended by the literature, which normally atsemmaximum of around 6 per cent), the
interest paid by the beneficiaries has only seteadaintain the value of the money, to cover
management costs and pay the wages of the stptinsible for collecting loans.

In any case, the revolving funds have not been #@blecover the costs associated to the
project, i.e. the financial costs.

The following part of the analysis will determinénether the businesses started with these
funds have proved sustainable.

Although quantification is difficult, broadly spaak between 60 and 70 per cent of

businesses launched by these projects were naiirsisie or are going through serious crises.
However, the indicator may not be so pessimistitif compared with the fact that over half

the schemes started in developed countries arengaiged in the same economic activity five
years after their formation.

Above all, the funds have focused on supportingaaly existing businesses, with preference
to those of an individual character rather thanugrmvestments.

!> This percentage varies widely depending on the ftoncerned, from 10-15 per cent and 70-80 per
cent less than the initial balance. Two groups bardefined depending on whether this "recycled
capital" is above or below 50 per cent of the @aibalance, with three or four funds in the higbugr
and eight or nine in the low, the explanation foe t/ariation, once again, being the characteristics
the target group.
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With respect to individual businesses, the follagwooints can be made:

(a) The majority have focused on the commercial se@spgecially small-scale buying and
selling. Two main activities can be distinguished:

- Purchase in the formal market for sale in the beiagy's establishment. In general,
these businesses survive, even though they areiexgieg serious sustainability
problems generally attributable to the poor ecowrosituation in the area where they
operate and personal issues such as illness,,thafts Another series of reasons can
be mentioned, such as little business expertiskyral) training and educational
factors, purchase for cash and selling on instaisnenon credit (which has a higher
risk), the perishable nature of some of the praguictadequate management and,
certainly, poor risk management (theft, assaultsid, etc.)

- Purchase in other places for sale in formal markatshis group, the percentage of
success is much higher, certainly the highest endhtire Programme, although as
already indicated, this has mainly involved suppartexisting businesses rather than
the creation of new initiatives.

(b) Initiatives focussed on production or manufactufegpducts for sale and agriculture
have generally proved barely sustainable. No aljuial business was able to generate
profits after the repayment of the loan, due torpeeather conditions.

Businesses started collectively by groups sharimg tisk wer fewer than individual
businesses. In the region there is a reluctanagotl in groups, due to mistrust between
neighbours and bad experiences with other projesitgy such methods of work.

Furthermore, from the point of view of the stafihcerned, it is much more difficult to work
with community schemes than with individual loardgspite the greater management
demands of the latter.

It is complex to assess the success or failurbeblsinesses started by the revolving funds
linked to each project, but some issues which neayesas indicators can be analysed:

- In general, the projects had difficulties in plagitheir loan portfolios in the first cycle.
The supply of funds was higher than the expectedade from the target population.

For example, a progress report of one of the pi®jstated: "There are another 27
families with 31 children covered by the projeatt(of a total of 107 children not initially
covered) who did not want to receive loans". Thisfie of the projects implemented in a
dumpsite, where loans were granted to 99 familéss, than half those originally listed.

These difficulties in placing loans could indicateumber of issues:

v' There was an error in identifying the problem: gwdution (loans) did not address
local needs as perceived by the beneficiary pojpulat

v" Some of the proposed initiatives did not get beytmel feasibility analysis stage
(possibly because the amounts invested did naifyjusiajor expenditure on prior
studies) or these studies were rather poor.

v Credit promotion was not successful. However, duth be noted that promotion is
an activity much more linked to micro finance prxgmes rather that to project-
related funds, where it is assumed that the othgjegt components will carry out
that activity.
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- Some of the implementing agencies did not expresfidence in the mechanism that was
being introduced. For example, the following obaépn appeared in one of the self-
evaluation reports: "In generating economic alteves, it was found that the project
intervention model did not match the reality anédseof the target population”. It is also
indicated in the same document that not all theilfegnwere in a position to start a
business activity because they lacked the techaicdl managerial capacity, experience
and especially motivation. The report stated fhatilies with no capacity for business
needed a different approach, aimed at developiilig $& enter the labour market. This
fund delivered less than 50 per cent of the avklaapital over all its loan cycles.

- The local credit committees did not achieve theeetgd results. The majority of the
funds included the creation of local credit come@t with clear functions concerning the
selection of loan clients and the approval of loémsthe schemes submittéiThe
committees' results were very disappointing, whégems logical if it is taken into
account that their members had no incentive taqgyaate in an activity which imposed
obligations on them, cost them money and couldh&sh at odds with their neighbours.
Neither were there any initiatives to make the pafin itself encourage its neighbours
to participate in the component.

- A specific issue, possibly linked to the targetug® of the Programme, can help to
explain (although to a limited degree) the difftees in placing portfolios. One of the
documents analysed states that the credit wasedffier families with working children
that were using their wages not to supplement faimitome but to buy non-basic
consumer goods. In this case, it is possible thatparents were paid employees with
little interest in participating in interventions promote self-employmeft.

- In general, the business opportunities and theitcra@inagement procedures were not
those hoped for by the population. The final repoft another project notes
decapitalization of the portfolio and demotivatmirthe users, and recommends that loans
should be targeted at users with greater purchammgr. It further recommends setting
up a permanent training and technical assistariense.

The question of the soundness of businesses hasdeseribed at length in the literature on
micro finance, leading to several general conchsio

1. Good businesses are rare and difficult. Self-emphlayt may be a solution for income
generation in some families, but not all unemplogedple want to be self-employed, nor
do all those who want to be self-employed havertass skills.

2. Normally, existing businesses are at the forefrsimge it is normally too risky to invest
in new schemes, and micro-finance programmes psafeking a market in which to

'® This mechanism was probably taken from traditidnatal project financing". The great difference
with the projects analysed is that, in rural depetent, the credit committees were conceived ash fi
step in creating rural savings banks and was basediorking with communities where there was
already a strong organization around issues suglates, irrigation, health, etc. In IPEC’s caselsa
community organization does not normally exist #mgs enormous efforts were needed to launch such
committees, with meagre results.

71t should be stressed again that this is probabtythe situation in the majority of the groupstwit
which IPEC is concerned, but it is a subject ofgiaterest in analysing child labour. It appearbe
closely related to the findings of an evaluatiorTurkey also conducted by the ILO, which suggests
the household income needs do not affect schodlment, since the children decide to work to
acquire goods which give them prestige and powemagntheir peers.
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place "working capital' and not "seed capital'. Thmnagers of the implementing
agencies shared this view. All raised the possibif targeting a population other than
that originally identified.

3. The most disadvantaged are reluctant to participatomething they do not properly
understand. When the degree of marginalizatidrigk, any management issue becomes
insurmountable.

In such circumstances, the only way to have sourginbsses generating self-employment
and consequently improving the family income woindolve identifying initiatives jointly
with the beneficiaries and ensure the quality & business scheme. Two complementary
measures (community initiatives) —non-financial staments and donation of
infrastructure— would be needed to increase thiilitipof the business.

Despite all the foregoing, it should again be emspteal that the instrument has worked well
with populations already integrated in the markeith essential needs covered, existing
businesses and experience in external financitlgedf operations.

In short, individual businesses supported by thel$uhave proved to be an efficient way of
generating family income when undertaken by grotlfzg were already operating in the

market, while they were not efficient when applied more disadvantaged and marginal
population. In this respect, it could be a necgssagasure, but it seems clear that it is not
sufficient, since some people do not have accesisetoevolving fund (because they are not
selected or because they do not want to) whileetltbat do have access usually do not
achieve good results, become demotivated and fHadeind as a whole at risk.

In the section on impact it will be sought to gotlier to determine to what extent the
temporary increases in income generated by "suitdedsusinesses led to permanent
reductions in situations of poverty. Together witle evidence that, at present, most of the
benefited children continue to attend school, thaluation might be able to conclude that
revolving funds are an appropriate instrument far progressive and permanent elimination
of child labour.

What seems certain is that a considerable patteptanned target groups has been "lost",
especially the most marginal groups.

If such groups are to benefit from the projectsome generation component, it would be
necessary to expand the number of alternativestastticting them to the use of revolving

loan funds and the associated non-financial ingnis (basically, technical assistance and
training).

It is very interesting to note that some benefiegrwhen asked about the loans they had
been granted and the purpose for which they hadl thgemoney, said that they "kept" part of

the loan received. This part saved in banks andimeested was dedicated to cover

contingencies ("in case it goes wrong and | campat some of the instalments"). These

comments might be evidence that there is a den@rghf/ings among the target population.

Obviously, this is nothing new. Anyone interested dconomics knows the Keynesian
“liquidity preference” theory about the reasons fmoney demand. IPEC’s model of
intervention assumes that the beneficiaries woskdfar money for "speculation reasons", i.e.
to invest in businesses that would allow them tmgpgssively accumulate capital. However,
some of those interviewed clearly express a denfandmoney "as a precaution" (or
"insurance"), to cover unforeseen events or coatiogs that might worsen their situation.
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This is an issue that has already been taken upebliterature, which holds that revolving
funds should not confine themselves to providingoueces for speculation, but also for
precautionary motives. The model is very simple aswilly has positive effects, considering
the first loan repayment as savings of the bersfas. This, in combination with supporting
the integration of the beneficiaries in the markgttem, generates a strong incentive to pay
back the loan and strengthens participation irsthengs-credit organizations.

For extremely disadvantaged (marginal) groups,filsé reason to demand money are the
"transaction motives", i.e. to cover the gap betwawome and regular expenditures. The
majority of the population can distinguish planregenditure from unexpected expenses,
and it is for the latter that there is a demantéims of "precaution”.

However, in those groups the expenditure may beursctibn of the income. Thus,
expenditures would be limited by the income obtdjrend all the money demand would be
based on a transaction motive understood as thereatice between their necessary
expenditures to cover basic needs and the incomereel for that. In such a circumstance,
any cash injection would be used to cover basiadsieeThe surplus above this basic
minimum would be used to cover the risk of unexpeaxpenses (precaution), and it is only
after that point that there would be a demand pecslative motives.

This is also the argument used by some authorsigpost the existence of the two loan
effects mentioned earlier: “protection”, to satisifnimum basic needs, and “promotion”, to
accumulate income. It is evident that the use sbueces will depend on the beneficiary's
starting point and the type of micro enterpriseohshe wants to create. In that respect, it is
possible to distinguish at least three types: stdsce micro enterprises, simple accumulation
enterprises and broad accumulation enterprise® fdllowing table highlights some of their
main characteristic¥.

CHARACTERISTICS SUBSISTENCE SIMPLE BROAD
MICRO ACCUMULATION ACCUMULATION
ENTERPRISES MICRO MICRO
ENTERPRISES ENTERPRISES
Purpose The objective is to The objective is to generate surpluses to invedt an

generate income for grow and not just income for consumption
immediate consumption

Income Incomes low compared| Income only to cover | Profits for savings and
to the consumer basket| costs; little savings investment

Seasonality Seasonal precariousnes$Stable all year round Permanent developmgent
and frequent changes of skills possible

Location No fixed place for Fixed place of business| Stable place of busines$
carrying on the activity | at home away from home

Capital and equipment | Small quantity of capita| Some obsolete capital and equipment but
and equipment imaginatively adapted

' The table has been adapted from an Inter-Ameri2avelopment Bank document of May 2002
(Access of small and medium-sized enterprises émding which may be consulted on the Internet:
http://www.iadb.org/sds/doc/SalvadorSME. pdf
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CHARACTERISTICS SUBSISTENCE SIMPLE BROAD

MICRO ACCUMULATION ACCUMULATION
ENTERPRISES MICRO MICRO
ENTERPRISES ENTERPRISES

Technology Labour intensive

Concentration of Concentrated in retailingDistributed across all | Concentrated in

activity and personal services | economic activities manufacturing and

transport
Productive Lack of infrastructure Some infrastructure for protion or services
infrastructure

Inputs and products Obtained from and directed to local markets

Flexibility Flexibility of production to adapt to markets

Financing and training | Use of family or informal financing at high ratefs pAccess to credit and
interest; difficult access to training provided by | training through NGOs,
NGOs intermediaries and bank

Labour One person, large Use of small quantity of wage and family labour
number of women heads
of household.

Working day Over eight hours a day
Human capital Minimum education, no| Primary education, few | Primary or secondary
technical skills, little technical skills, little education, some
work experience work experience technical training,
considerable experiencg
Union organization Incipient
Social protection Basic lack of social protection Some social bepsiit
employers

The diagram included in the following page summnesizhe relationship between the
classification of possible activities, the maingaas (motives) for the demand for money, the
function of credit and the proximity of the benédites to formal market mechanisms.

In the situation of marginal groups, it is highlygsible that the loan would be used in the first
instance for consumption. Therefore, it is sugge#tat depending on the groups and specific
projects, other financial and non-financial instents should be considered.

- Grants (basically group, to fund basic social sms), stimulation of savings through the
mechanism of considering loan repayments as depogithe beneficiaries, as insurance
in cases of high seasonal variations in incomea gsiarantee for using other financial
services, participation in the capital of grougiatives, etc.

- Greater use of specialised technical assistanamirtg, vocational education and for
work, scholarships, etc.
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Type of Reason for Function of Proximity to
activity demanding money credit formal market
Broad S lation
accumulation peculatio
micro-enterprises-————————-—-—-------- Population
Promotion closest to the
+ formal market
Simple
accumulation
micro-enterprises Security
. w Population
micSrl(J)E)eS:tteerg(r;iZes + furthest from
Protection the formal
Transaction market

Unemployed poor

5.4. Effects and sustainability

The ILO evaluation guidelines state theffects ‘are identified during the evaluation to
ascertain if a project is having any significantfomeseen positive or negative effects. Once
identified, appropriate action can be taken to emteaor mitigate them for a greater overall
impact'.

When it comes to sustainability, it is suggested the evaluation should analyse the extent to
which the project’s results have had or are likelyhave lasting effects after the termination
of the project and the withdrawal of external reses. It is particularly relevant to examine
the readiness of the beneficiaries and interesdeiiep to continue supporting or carrying out
specific activities, or even replicate the actastiin other regions or sectors of the country
(ownership). The analysis also assesses the aNigylal§ local management, financial and
human resources that would be needed to maintaiprdject’s results in the long run.

In this case, three types of analysis should béechout:

- Firstly, an attempt should be made to determinetiérethe projects and the revolving
funds have had unexpected positive or negativetstfe

- Secondly, an attempt could be made to ascertaithwhthe projects are sustainable (can
continue providing services to the beneficiariesyl avhether their positive effects are
lasting in the long term.

- As part of the analysis of the expected positiieat$ and sustainability, it would be
interesting to ascertain to what extent temporacydases in income of the groups (by
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means of cash injections through loans) translatexdpermanent (stable) reductions in
situations of poverty. If that were to be the cassepuld be said that the revolving funds
had acted as an “insurance" to underpin the acdmewts of the other project
components, as suggested by the IPEC staff indtk f

With respect to the first question, only few unkmen effects were found. These are hard to
quantify and are based more on subjective opirtioaxs on comparative data.

It was not possible to identify regressive disttibns favouring more advantaged groups
within the vulnerable target populations, whiclugsially one of the major risks involved
in micro finance instruments.

- No significant negative changes were detected mdgerelationships; work overload on
women taking on responsibility for the managemdmnieaw initiatives could have been a
side effect of these projects.

- No adverse environmental effects were detected.

- There was no evidence of the emergence of situsmtibgreater dependency, which could
result, for example, from an increase in bargaimioger of the traditional middlemen.

- Itis possible that the self-esteem of some loarefieiaries whose business has failed has
been undermined.

- The staff of implementing agencies suggested thiddren might be working in the new
businesses that have been supported by the fued. tBeugh this could not be confirmed
by the evaluation, it is possible that the new besses have provided access to
employment for some children. In some markets,as\indicated that younger brothers
and sisters were taking the jobs that the targptijation had given up as a result of the
projects.

- As mentioned by implementing agencies’ staff, sdmeeeficiaries who could not pay
back their loans withdrew from the other projectmponents, and stopped attending
meetings, training sessions and information day$dar of being pressured to repay their
loans.

As already pointed out, it is difficult to asselss tweight of the revolving fund component on
the effects of the projects. Indicators of achiegrtrio "measure” increases in family income
were included in the project documents, but no Ibaseénformation was available. Some
indirect indicators are also included, but thesasuee the loans’ performance rather than the
income generation produced through them.

Other positive effects of the revolving funds tbah be mentioned include:

- integration in the market economy of some individw@and groups;

- people's enhanced self-esteem after dealing wigtitutions that were previously
inaccessible to them;

- strengthening of certain institutions (basicallpgé that were previously not involved in
income generation); and

- detection of other concerns of the target groups gkample, and most importantly, the
demand for saving).
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Questions included in the Terms of Reference on ttaesign of revolving funds (1/3)

1. Effects of the increased income on the child labsitwation in the households and in the
communities. If possible, comparison of the sitwatof the target groups in relation with other
members of the community.

- With the information available, it is practicallynpossible to isolate the effect of the income
generation components on the withdrawal of childrem work from the rest of the project. As
indicated earlier, it can be suggested that rathan having a direct effect, this component
supports the sustainability of keeping children yvii@m work. Thus, it would be the other
components that "remove" some children from workilevthe income generation activity tends|to
keep them away from the labour market and in school

- Itis necessary to establish a series of ridethisoassertion. Firstly, it is possible that trasianale
only works with some groups and not others. Fomgxe, it could be applicable to families for
whom the additional income generated by the childrucial in satisfying basic needs. But thése
are probably the least common cases. On many ioosasvhat motivates families to keep their
children working is not so much the income generdig children as the costs avoided by the
parents. In such cases, probably the majority,stssie measures (i.e. grants) are much more
valued by families than opportunities to increasmime.

- In comparing the situation of target families ot tincome generation component with other
families participating only in the other componenfsthe same project, it is not possible, |in
principle, to state that the objective of withdrawichildren from work is more related to the
income generation component than, for exampleéhgatucation component in the same projeq

—

- Despite the foregoing, parents and guardians fjzatiog in the income generation activities
maintain closer links with the project (and the lempenting agency staff) than the other
participants, probably leading to a stronger ambés-term commitment to the withdrawal pf
children from work. However, the opposite coulsoabe true: maybe those parents had a stronger
commitment from the outset, improving their relasbip with the staff that selected them as lpan
clients.

It should be noted that parents, once externahaglceased, have demonstrated very strong
commitment to the projects. The experts interviewslicated that some families admit that
they cannot pay back the loans because their lassiwent wrong, but they maintain the
commitment to keep their children out of work (ifeav occasions, on condition that the
project continues supporting them with that anegtptomponents).

This may support the idea that, in certain cases,al the reasons why children work is not
so much the need for additional income in the farad the impossibility of affording the
costs which arise from alternatives to work (sctaomore generally, care and supervision).

It has already been observed in the chapter ociasifiy that the businesses launched with the
support of IPEC proved rather poor in terms of @unstility. The main reasons for this
situation are the following.

- In marginal groups, the purpose of all or partle# toans tends to be consumption to
cover basic needs. It is possible that a good gifate resources requested were not used
for the necessary investment, so that the viabdityhe business is seriously impaired
from the outset.

- In general, the feasibility studies were very pedrich is understandable bearing in mind
the low volume of investment in the schemes andhitjle cost of such studies.
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- Itis true that, in some cases, a number of faatatside the business ultimately affected
them seriously: thefts, illness of the beneficisrigeneral insecurity affecting commercial
activity, economic situation in the recipient caigs, etc.

- The lack of motivation might discourage startingpusiness and could cause efforts to
stumble at the slightest difficulty. This, in turmay be due to social and personal
problems.

- Finally, it is generally difficult to achieve susse with new schemes. Starting up a
business with personal or group investments is hatqust for IPEC’s target population,
but in general. It is thus not surprising that fduture figures are high.

Questions included in the Terms of Reference on thaesign of revolving funds (2/3)

2. Has there been any difference in the effects af domponent according to the different target
groups? Which are the characteristics of the beiagies that might increase the effectiveness$ of
the revolving funds?

- The success or failure, not just of the revolvingds but also of IPEC's income generatjon
activities in general, are closely linked to theg&t groups concerned.

- It is with the most disadvantaged, partly or whatiarginalized groups, that the worst results jare
achieved from loans, while those who already haysrnesses in operation and are thus involyed
in the market (even if their activity is not forhalave a greater likelihood of success.

- In the course of the evaluation, a survey was @arout among the main Salvadorian institutions
that provide resources for micro finance. It wasnid that none of them regarded the bulk of the
population with which ILO/IPEC works as possiblendalates for loans under their programme

- In this respect, it is simple to establish a setcofditions to improve the efficiency of the
revolving funds, but it has to be borne in mindttbiach conditions would always operate to the
detriment of IPEC'’s objective, which is normallycfesed on the most disadvantaged:

1. Target loans to support existing businesses andstaot-up schemes. The target group would
include those beneficiaries with established bissias needing working capital.

2. Seek guarantees for loans (secured, where possibtelenforce such guarantees in the case of
failure to meet commitments. The target group Ehpossess some asset against which to sgcure
the loan.

3. Establish market conditions for the loans (espBcialith regard to interest rates) to avaid
depletion of the capital of the revolving fund andimit the perverse effects of subsidies. Irsthi
case, the target group should be close to markeit$i@ancial intermediaries and should be ablé¢ to
afford market terms.

4. The target group should have its minimum livingd®eovered. Otherwise there would be a risk
that the funds received would be used for consumnpti

However, the success of some of the initiativestbd®e recognized. This success is probably
based on the following reasons:

- loans are used to support existing businessesheheficiaries have plenty of previous
experience and know the market;
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- the beneficiaries swapped their traditional sowfcénancing for another on better terms,
provided by the projects; in these cases, cautmuld be exercised before terminating
the revolving funds, since going back to traditiosaurces could put the businesses at
risk.

The question of the self-sufficiency of the fundsstbeen the subject of extensive comment
already. The failure of operations and the nonseaiment of guarantees serve as incentives
not to pay for those that can afford to do so. &dweer, the lack of interest on the part of the
majority of the agencies to continue operating filmeds under the present conditions is a
sufficient indicator of lack of sustainability.

Another factor that goes against sustainabilith& the projects have done little to strengthen
implementing agencies. The external resources wesed to hire co-directors, social
promoters and loan agents, and to purchase velao®quipment. With the withdrawal of
external support and the evidence that the furmfation rate has not been in line with
forecasts, and that financing through interestslaans was not viable, some of these
resources started to flow out of the organizatiokispresent, it is very difficult for the
majority of implementing agencies to maintain thesstivities with the same target groups if
they cannot obtain additional financing.

There are, however, positive aspects based on wihith possible to build sustainable
proposals for the future: the attitude and expegegathered both by the target groups and by
the organizations (including implementing ageneied IPEC) offer an opportunity to work
in new areas: for example in the field of savingseth through repayment of credits and
through other specific instruments.

Generally speaking, one needs money to cover thebgaveen expected expenditure and
estimated income. People want rapid access to nassyuwith low transaction costs, security
to keep it and positive yields. Personal savintyésbest way of meeting this demand.

Starting from the hypothesis that, for some grogpsering the costs incurred by children is
at least as important as the money they obtain fecbitd labour, IPEC, in pursuing the
objective of progressively eliminating this probleshould make an effort to promote savings
by such groups.

There are various mechanisms for this, among tlienparticularly disadvantaged groups,
holdings in non-financial assets (high value a3setsich can be converted to cash in case of
an emergency. These can be jewellery, silverwanttlecor goats, poultry, extra clothing or
footwear, and bags of basic agricultural productswiding materials (keeping cash is also a
form of storage}?

In such cases the transaction costs are low andddéposits” only require the purchase of
articles. The temptation to "withdraw" the savimgsmall because, usually, prices tend to be
low and it needs time and effort to find a buyer.

However, the target groups need to have covered thi@imum living needs to demand
money for precautionary or security motives. The&kgst formula, and the one offering the
greatest possibility of success, involves suppgarnfinimum community services in the form

19 *Door-to-door deposit collectors, rotating saviregsl credit associations, annual savings clubs, and
in-kind storage illustrate the two basic strengthidow transaction costs and assistance with déposi
discipline sought by poor women". Rebecca M. Volad and Mark Schreiner (2001)yVomen,
micro-finance and savings: Lessons and propgs@lenter for Social Development, Washington
University in St. Louis.
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of grants, which is fully consistent with IPEC’'spaipach and could be called "traditional
development cooperation projects”.

Another mechanism that can be used when it is sapgso make the leap from covering
basic needs to the launch of savings and loan sshénthe participation of the implementing
agencies in capital investment. This would leadthe design and implementation of
community development projects producing goodssamdices for the markét.

The problem with community projects is the lack in€entives for the beneficiaries to

participate at the investment stage. In this resplee implementing agency itself could start
the projects, using paid workers from the commufggnerally at lower prices than market
cost) so that subsequently, in the operationalestdgey can hand over the activities and
thereby ownership of the project to the final b&iefies.

This way of working has several advantages. théspromoting agency which implements
the project, assuming that if it is good for thendfeciaries it will also be good for the

organization (if the investment is financially viabfor the beneficiaries, it will also be viable
for the agency). It avoids the demotivation of blemeficiaries, since they will be motivated to
participate by the products of the project. It litaies the initial phase of community
organization, which usually falters at the lack@dterial incentives for the organization.

In addition to these mechanisms, other alternatbeesd be considered, such as insurance in
situations where income is highly seasonal, guaesnto access the funds of other financial
institutions, etc.

The third question that the evaluation must ansiweto what extent temporary income
generated by granting loans has translated intereergl reduction in poverty levels. One
indicator that could be useful in answering thiggfion is the access to formal financial
markets, since such access presupposes that tiaicsit of marginalization has been left
behind.

This question was raised with the promoters ofitf@lementing agencies, and only a very
limited number of cases could be identified. Inefrieven in those revolving funds that
achieved the best results, only two or three pet o the target group managed to gain
access to the commercial credit system.

20 "Financial options —whether credit, savings, imswe, or grants— are still only part of the menu of
choices for poverty alleviation. Where the absewicBnancial intermediaries means tltatmmercial
loan financing of infrastructure is not an optiosych investments may be funded through a
community-level income-generating project. Theul@sy revenue could be used to build a
community savings and credit association, with médd assistance and capacity building provided.
The association would manage the income flow frtwn project through an account with a formal
financial institution (such as a bank), and useitfteme to capitalize itself and to engage in lagdi
activities with its members. Where a savings amdlit association is not a legal option, then alitre
union structure may be sufficiently flexible to aotmodate a savings and credit association-type
structure. Infrastructure and community developtm@mjects may provide jobs and employment
experience for those otherwise unemployed”. CG2001): Micro-finance, grants and non-financial
responses to poverty reduction: where does miceahtfit?
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1)

)

®3)

(4)

®)

(6)

()

Questions included in the Terms of Reference on ttaesign of revolving funds (3/3)

Withdrawal strategy and sustainability. Which dre perspectives of the revolving funds after
withdrawal of IPEC. What were the most effectivetdgies for the transfer of the fund's asset
ensure sustainability and extension of the posgifects of the projects?

Considering the selected sample, it is not possibleomment on the strategies adopted

the
S 1o

for

transferring the fund's assets, since none havealictundergone such a process. All the

stakeholders involved are expecting a proposahaissue. Some theoretical observations
practical suggestions for the short term could beegiven the urgent need to take a decision.

In principle, on a theoretical level, the literawnalysed suggests that the donor should con

and

sider

the funds as a subsidy, meaning that the resolm@ssme property of the beneficiaries from the

very beginning of the project.

The belief by some of the beneficiaries that thedfubelong to them has to some extent acted
disincentive for the repayment of the loans.

as a

In theory, the most effective mechanism for tram@fg such funds is their conversion into savings
of the beneficiaries. This procedure would opegatéollows: firstly, the donor transfers the funds
under a grant agreement to the implementing agengider the condition that the final transfer to

the beneficiaries will be in the form of savings.d second stage, the implementing agency is
the fund in the form of loans at a given interedey to be used for the start up or expansion
business. At that point, it should be made knowith&beneficiaries that the repayments will

sues
of a
be

considered as their savings and that, as suchmilementing agency will pay an interest on the

deposit (less than the lending interest rate, ushey interest rate differential to cover
management costs). The funds deposited are use@dke new loans or for various investme

ts
nts

(rules for withdrawals by the beneficiaries needéestablished). Once the initial cycles have

been concluded, or if the organization consideas$ e mechanism is able to continue function
without external support, the system is transfetedhe savers as shares proportional to t
deposits.

ing
heir

The great advantage of this model is the coexistesfcsavings and loans instruments, with

potentially positive effects on the process of gnéting the beneficiaries into formal market

mechanisms. However, the system has two major @nuhlOne is political, since in some Central

American countries saving schemes can only opé¢hateigh regulated institutions. The other| i

technical and financial, due to the high managerests involved in the model (higher still wh
it was not built like a credit-savings scheme frohe outset). Nevertheless, this system

)

BN
of

transferring the funds in the form of recipientaviags could be of great interest to future
revolving funds established by the ILO, but it wablde unrealistic to adopt it in those that have

been operating for some time.

For existing funds, the transfer mechanism shoelé&xamined on a case-by-case basis. In s

cases, there may still be time to covert them §aaings, if the beneficiaries wish so, but support
should be provided to the future savings and lagamzation that would stem from the process.

The possibility of the implementing agency conttibg a share of the capital of such
organization could be made a basic condition.

In other cases, it would be necessary to analys@adssibilities of transferring the fund, either
associations or beneficiaries that have demonstthir readiness and capacity to pay, or to
implementing agencies, to be used in the samarlasiprojects.

Finally, a last transfer mechanism could consiswithdrawing the balances of funds in t
projects and using them in other components omnilaz activities. This solution would partiall
change the purpose of the fund, which is supposede a grant from the donor to th
beneficiaries.
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6. ILO’s special concerns

The ILO has established three issues of speciateronto be analysed in its technical
cooperation interventions: International Laboum8trds, equality between men and women
and protection of the environment.

The evaluation did not find any intervention coetftig with International Labour Standards.
There is certain anxiousness among ILO staff caniiegrthe support of businesses that keep
the beneficiaries in the informal economy, inclgdirelping them to establish enterprises that
are on the fringes of fiscal and labour systems.

However, this does not appear to be an issue trtitplarly affects IPEC, given that a very
large percentage of the recipient countries’ ecaoesnctan be defined as informal; the
“informal sector” contributes enormously to theseimtries' production and employment. In
any case, it is necessary to distinguish betwetarnality of economies and illegality of

businesses. It is clear that all the operationpatipd by IPEC are legal.

A more complex issue is the Programme's effectpassible changes in the relationships
between men and women and the promotion of geryledigy, especially taking into account
two further issues: (i) that micro finance instrumteeand gender questions have been amply
covered in the doctrine, and (i) that there isase link between child labour and the status of
women, especially mothers of working children.

Focusing on the revolving funds, despite the faett the loans were mainly directed at
women, the evaluation suggests that this instruntext had little effect —positive or

negative— on gender relations. It does not apgearthe loans have perceptibly improved
the status of women either in absolute terms (bgt@eral living standards), or in relative
terms (enhanced power vis-a-vis men). Similarly sigmificant negative effects were found.
Women's workloads were not found to have increaggdficantly, nor did they enter sectors
and markets that might worsen their status, etc.

Finally, no environmental effects due to the userefolving funds or to the projects in
general were observed.
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7. Conclusions, lessons learned and recommendations

Being a thematic evaluation, it does not seem diiffi or convenient to separate the
conclusions from what has been observed from tbsoles learned for future interventions.
Many of them have already been anticipated in eachapters. Based on the lessons learned,
recommendations for the improvement of future pmsjeand, more specifically, on the
income generation component, can be made.

7.1. Conclusions and lessons learned

1. Despite the weaknesses of design, and irrespesftiseme administrative difficulties and
temporal issuedhoth the choice and performance of the implementinggencies, as
well as that of IPEC staff, and the management mode adopted —including non-
financial instruments, monitoring and supervision ystems— has been effective and
appropriate. One of the greatest difficulties in this regardhe need for implementing
agencies to have experience in two different isswessistance to children and
adolescents, and micro finance instruments.

Obviously, there is room for improvement, from tlesign of the systems and

mechanisms up to the evaluation. Significant imprognts have been found in the
implementation of successive projects. Thus theeldeen progress in the design of the
management procedures and in the selection of meesand implementing agencies.

2. The project model commonly used establishes a gkrabjective (the progressive
elimination of child labour) and three immediatgedtives contributing to this goal:
awareness raising on the problem, social prote¢gspecially support for education and
health) and income generation (by establishing lvdwp loan funds and support
arrangements such as technical assistance animh¢faiBased on the available data it is
practically impossible to know what has been the eribution made by each of the
components to the project results in terms of elinmation of child labour.

3. Based on the fact that the majority of children eveemoved from work before the
revolving funds came into operation, the evaluaissumes thdahe income generation
component contributed little to the elimination of child labour, indicating that the
instrument used was of little efficiency However, according to IPEC staff, the
revolving funds should be considered as a factor ntributing to the sustainability of
the achievements of the other components.

4. The evaluation has concluded thatome generation through revolving loan funds
may be an appropriate, effective and efficient instiment to ensure the sustainability
of the results achieved through other strategiefbasically awareness raising and social
protection through education and health suppott) fam certain IPEC target groups.

5. The lack of operational and financial self-suffioeg in the majority of the funds and the
high number of failures among businesses suppdhealigh the credits leads to the
conclusion thator other target groups, the instrument of revolving loan funds as a
means of generating income and ensuring the sustaibility of the benefits achieved
through other activities has not proved effectiveand probably it was not relevant

6. The evaluation found that thegplication of the same project model with the same
rationale of intervention, with similar implementing agencies and very similar
management models to different groups has led toffierent results. Thus,it is to be
presumed that the different characteristics of thes groups is the variable which
explains the diversity of results
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7.

10.

11.

12.

13.

In addition,the results of projects targeting the same groups in differentcountries
have been similar(in general terms)

- The application of the instrument to groups invdiia the market, with existing
businesses, with previous financing or credit elgmee and which have covered their
minimum basic needs has been positive.

- Conversely, its application to the most disadvaedagroups, engaged in scavenging
and collecting, with serious social problems arffiatilties in entering the market,
without previous business experience, with thegibaeeds barely covered and, in
general, in marginal situations, has not yieldeddyeesults.

One possible explanation for the above-mentionéwhson has been commented on
many occasions by various authors in the field ddroafinance.When basic living
needs are not properly covered, the protection efé¢ of credit dominates the
promotional effect. Capital is used to cover the difference betwegreeted income and
the expenditure necessary to satisfy basic neskat least part of the credit will end
up being used for consumption, so that the viabilit of the business it intends to
support will be undermined.

This economic factors are accompanied by a serieg social and cultural issues
leading to the failure of the new businessesuch as distrust towards the experts,
education barriers, lack of participation, indivadism, general disincentives to engage in
market with entry barriers for marginal populatietg.

For the marginal groups, the Programme's interventbn rationale has not been
adequate. It is possible that the expenses relateéal the care of children more than
the family's need for income would be the economiteason for child labour. The
costs of schooling, food, clothing and security dag others) encourage parents and
guardians to take their children to the workpla@ag] the income they can generate is
irrelevant, much more important being the expehaethey cease to cause.

Despite the foregoinghe revolving loan funds or more generally the projects including
this tool,have had positive effects irrespective of the targgroup, meaning that it is
highly relevant to consider further development inerventions

Parents and guardians have realized the disadwentdghild labour, they have seen that
it is possible to access markets, they have inetetiwir self-esteem, they have realized
the benefits of education for their children, theywe been able to access institutions that
were previously beyond their reach and, finallygyttknow that they can have new
opportunities.

The evaluation did not identify any significant negtive effect of IPEC interventions.
No regressive distributions were found and no casgseater dependency emerged.

However, it is possible that that the self-estedreame beneficiaries failing with their
businesses would be undermined, and it is possibteother children than those directed
targeted would be working in the new businessesneSteneficiaries who did not
manage to pay back their loans withdrew from ottmanponents of the projects.

It is not possible to conclude that the funds areustainable as proven by the fact that
the current portfolio has been cut by half withpexs to the initial commitments. In the
majority of the funds, the yield from interestsnist sufficient to cover the management
costs, and most of the implementing agencies arevilling to continue managing the
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14.

15.

funds on the current terms, where rates of arrbais debts and overdue loans are higher
than those recommended by the literature.

Given the lack of operational self-sufficiency,ditial self-sufficiency, as a way to cover
the remaining project costs from income generagetthe funds, is impossible.

No intervention contradicted the International Labour Standards and no significant
effects (positive or negative) on gender relationgbs or on the environment were
detected although perhaps gender issues should be analyggdater depth by experts
in the field.

In sum, the model implemented is not always appropate, since there is a problem
of formulation and relevance generating subsequergroblems. The instrument was
designed and managed satisfactorily but there @ubtd concerning its role in the project
strategy. These doubts are centred on the validity of a singl model applied
irrespective of the different situations of the vaious target groups. For populations
such as those targeted by IPEC, the instrument isat always valid, and different
strategies should be envisaged for different targegroups.

7.2. Recommendations

(a) To reach all the target population of IPEC:

16.

17.

18.

Keep amounts of individual loans low, as excessigeeases in the size of loans could
encourage the participation of less disadvantagetbss, which could result in regressive
distribution, one of the major problems of microdnce.

It is also suggested that the project staff shaoddhtain strict control over the selection
of loan clients. The staff of projects and impletigg agencies should take the final
decision in granting loans, at least in the eashnl cycles. Credit committees including
beneficiaries, when there are no explicit incergtite participate, are likely to generate
more negative than positive effects.

When experts are included in the selection of Id#&nts, it must be borne in mind that
these experts are external agents and may notthaveust of the beneficiaries (they will

never be members of the group exposed to the risl@eover, care must be taken not to
always promote innovative technologies and produetisich are not suited to the

beneficiaries.

The costs caused by the staff should be viewediatncomplementary ways: i) separate
from the other costs of the fund, and ii) as pathe management costs.

At the same time, the agencies' independence frditical decision-makers and large-
scale entrepreneurs should be maintained, as lidwsthe case up to now.

Differentiate between the protectional and prommlaeffects of credit when identifying
projects. Instruments should be designed indivigiuptimarily in relation to the situation
of the relevant target group. In addition, it isywaseful to promote savings by rewarding
money paid back to the revolving fund. Repaymaitgrincipal by the beneficiaries
constitute their own savings, which can be suppldrteother project inputs.

Complement vertical selection methods with incesgivior leaders. When vertical
selection methods are used to select candidatesiitwp-credits, involving community
leaders to inform the beneficiaries and to helglé@cision-making, material incentives
should be offered to those leaders, since participais very difficult when such
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19.

20.

incentives do not exist and it might generate riegadffects when the incentives are not
explicit.

Limit the size of groups in horizontal arrangemeloisshared responsibility. When the
selection mechanisms are horizontal, i.e. whens idécided to work in communal
initiatives, it is useful not to form groups witha many members. Large groups are very
difficult to control and the risk co-variance inases (individual difficulties increase the
risk of problems in the groups). Where groups a large, it is worth considering
establishing an insurance system to limit the ci@kariance.

Use mechanisms for linking loans to commercial demtions whenever possible
(granting of loans as advance payments for thelgugmgoods or provision of credit for
production inputs). These mechanisms lead to aegtation of the production and
marketing cycles in the same group in the caseopfnounity initiatives. Instruments of
this type may be the purchase of products by tbgepr and joint sale, establishment of
discounts for beneficiaries, etc. When such imsents are used, great care must be taken
with marketing (since failure tends to concentragponsibility on the beneficiaries) and
the future transfer of assets generated.

(b) To improve operations supported by IPEC projecs:

21.

22.

23.

24.

25.

Undertake separate analyses for existing and nelividual businesses. Businesses
already in operation have a lower risk, and shdédefore be treated differently. The
risk in individual start-up businesses is very highd these require specialised studies
and up-front support in the form of grants.

Individual businesses are usually more successfatiivities in which the beneficiaries
are already engaged, promoting replacement of Ié@ns illegal lenders with project
credits.

Collective businesses usually only work when thgaoization (whatever the form of
association) was operating prior to their inclusiorthe project. The formation of new
associations to participate in the loan componeftthe projects has proved largely
ineffective.

Always carry out simple technical and market analydt may be that the scale of the
proposed operation does not justify the cost of feeesibility study. In that case, the
possibility of not supporting the proposal shoutdsieriously considered.

In many cases, grants are necessary to cover mimibasic needs and to encourage the
use of other income generation instruments. Indaidrants (to persons or families) tend
to have negative effects on the motivation and-estifem of the beneficiaries. For this
reason, from an income generation point of viewy gnoup or community grants for the
provision of basic social services should be predid especially community
infrastructure.

Guarantees are a good tool when the need for $gdsira crucial factor for accessing

credit. It may be that commercial credit is avdiator groups and beneficiaries of IPEC

projects, but the barrier is the need for securltysuch circumstances, the project could
try to stand guarantor for the beneficiaries imtieh to other financial intermediaries.

Insurance is effective in populations whose ecogoadaitivity is highly seasonal. The

feasibility of this instrument should be analysadorojects aimed at groups engaged in
fishing, seasonal shellfish harvesting, seasonakcwtural work, etc. In such cases,

negotiation with the formal financial sector is geaily a good strategy.
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26.

27.

28.

29.

Non-financial instruments (capacity building andliskdevelopment, business training,
technical assistance in managing credit and savingsational training, employment
programmes, promotion of legal reform, etc.) shalldays be used, independent from
other income generation instruments. It is suggestat the "menu" of non-financial
tools should always be consulted, selecting thasst sBuitable to the project in question.

Participation in capital is useful for the start-ofp and support to collective businesses,
when there are no initial incentives for organatiand some basic needs are not
covered. Itis a powerful instrument (but at taee time not risk-free) for integrating the
most disadvantaged groups in the market.

The calculation of interest rates should be basedhe project and the target group,
always seeking to keep as close as possible toetneates, to ensure the viability of the
investment. It is desirable that loans reflect madonditions. However, in the conditions
in which IPEC operates, the following issues shaitibe forgotten:

- the administration and management costs of thefaronal financial instruments tend
to be much higher than those of formal financiatiintions, so that the rates
necessary to achieve financial self-sufficiencytagh;

- the businesses supported must be able to affosk thgh interest rates, which is
rarely the case of groups targeted by the IPECrBnogpe;

- in general, beneficiaries mainly interested in phetection effect of the credit do not
develop businesses able to afford the interess ratéhe non-formal sector.

Experts' experience and their knowledge of theasitn are usually much more relevant
decision criteria for selecting loan clients anemgpions than complex risk analysis tools.
Cumbersome questionnaires to identify possible temts and the complex analysis of
potential recipients' ability to pay usually actas entry barrier. Often, the bulk of the
information collected is never looked at againhe whole process.

(c) To improve the sustainability of the funds andPEC projects:

30.

31.

32.

Differentiate guarantees between individual andugrtbans, bearing in mind that the
moral incentives (pressure of leaders, expertsamelr members of the community) are
usually not enough to ensure repayment. The guaramdel does not usually work very
well with group initiatives.

Loan funds should not be presented as grants,heub¢neficiaries should know that
repayments are their own savings, and that thegrgjill pay interests on it.

Establish financial incentives and disincentives caflection mechanisms (such as
allowing beneficiaries who pay on time access trdasingly large loans, discounted
interest rates, fast-track approval procedures,mmhing beneficiaries who do not pay
from access to new loans). With the type of grotggeted by IPEC, tangible and
intangible securities should be rejected (since ltbaeficiaries usually do not own
property, and even if they do, the transactionscobtegistering and enforcing mortgages
are high and are not justified in the case of srsllbrt-term loans).

Other types of personal guarantees (group respbiysibshared responsibility,
guarantors) may be effective only in certain groopseneficiaries (those in the best
circumstances). For the most disadvantaged grdbpdyest guarantee may be a mix of
moral and financial incentives, including remunierafor savings.
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33.

34.

35.

36.

“Interlinking” as a guarantee is only secure if R@ing works properly. Discount lines,
integration of production and marketing channelprimjects, sale and purchase on credit
by the project, etc. can be very powerful micrafine mechanisms. However, it should
be borne in mind that their use requires joint rating of inputs and products. This is one
of its major limitations.

Efforts should be made to bring services closééooeneficiaries. Transactions costs are
an access barrier to micro-finance instruments ti@beneficiaries, going to the bank to
make payments and deposits is a significant matami intangible cost (dealing with the
formal sector frightens them). Hiring collectorsddoan promoters and opening offices
closer to the beneficiaries can be a good stra@gyough the security conditions in the
area of operation should be taken into considaratio

A proposal to the implementing agencies to workhvgnt funds may be an incentive to
collect them. Many agencies in the Central Americagion work with other
development agencies using funds provided as lcather than grants. Similar to the
argument than grants are a disincentive to thestgrgpulation, the same can occur with
agencies.

Financial intermediaries in micro finance (implertieg agencies, in this case) have
problems in considering donated funds as their awrgch is a disincentive to collect the
loans (moreover, these entities obtain higher msturom "new funds" than from

"recycled" funds). The suggestion to work with lémbds (albeit at a very low rate of
interest) may be a good incentive in some cases.

Calculate operational and financial self-sufficigiseparately.

The cost of loans should be calculated in two wéyst including loan operating costs
(price of money to the financier, non-payment @akrpremium and directly related
management), and then including financial costsir{taming the value of the money,
training, technical assistance and suchlike).

Operational self-sufficiency means covering opartaticosts from income. It is a
condition of sustainability for all the revolvingiids. To achieve operational; self-
sufficiency, capital or savings rates must be appate to the loan portfolio, to ensure
that there is no need of external financing.

Financial self-sufficiency means covering operating financial costs from income, and
is a condition for the sustainability if the funfi&us on the promotional function of the
credit.

If the revolving funds are to survive, operatiorsalf-sufficiency must be assured.
Operational self-sufficiency must be estimatedduaace and controls mechanisms must
be established to prevent non-compliance duringnipdementation of the project.

(d) To improve the performance of implementing ageties in the projects:

37.

38.

Strengthen selection mechanisms by establishingeponsibilities of the parties.

Define the future of the fund "balance", eithersasings of the beneficiaries or for other
purposes.

The ideal would be to link credit to beneficiarisaving. However, it must be borne in
mind that the legal framework in the majority of M@l American countries defines
saving mobilisation as a function reserved to suiped financial institutions. Thus
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39.

40.

41.

42.

43.

44.

considering loan repayments as savings of the loégnéds will only be possible legally
on the basis of a mutual organization or underuimbdrella of a supervised financial
institution. Consideration of loan repaymentsasrg)s has two major advantages:

- itis an incentive to pay back loans;
- it eliminates the problem of fund balances throtggmyments to existing funds.

It would be necessary to establish incentives donesimplementing agencies that have to
work with marginal groups. The management costsheaa disincentive to participation,
especially if the only way to cover them is theeiest repayment. Possible alternatives
can be the establishment of avérhead], the delegation of the management of the non-
financial components of projects (start up andigigdtion in training activities, decisions
on subcontracting of technical assistance, acoeteains and information), the possibility
of deciding on the portfolio, participation in tleapital of some of the community
investment initiatives launched, etc., or any otkard of social benefits for their
employees.

Is would be important to ensure the commitmenh#orevolving mechanism of the fund,
with incentives in terms of population reached anforcement of agreed measures in
cases of arrears and bad debts.

A close supervision of operations is necessaryderato deal with the high risk involved,
but experience shows that success is not guaraatégdy control. It is recommended to
put additional efforts in the selection of the @igms that are supported and
implemented.

Establish a structure of responsibilities of theipa, setting out the duties of each and the
kind of relationships and communication channets/ben them.

Separate tasks related to the funds from thosgerklto the other project components.
Separate those related to loans from those retatedvings and, within those related to
loans, distinguish between promotion, approval @itkction.

Reserve a part of the interest generated by thd &m that the agency covers the
management costs. Another part should be usednionrerate beneficiaries' savings.

Establish financial incentives for the staff resgibfe for collecting the loans, in order to
enhance pressure for repayment.
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ANNEXES

1. Characteristics of financial and non-finanaiglome generation instruments.

2. Terms of Reference for the Thematic Evaluation.
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1. Characteristics of financial and non-financiahicome generation instruments

I. Financial instruments

a) Revolving funds:

CoNoO~WNE

Intended to provide small loans to clients.

Clients do not have a credit history and/or acte$sommercial” credit.

The money to provide loans comes from the projadget (it is an instrument associated with develepiprojects).

The guarantee or security for loans takes the fufrfsolidarity groups”.

Repayments (of principal and interest) are usedake new loans.

It is the financial instrument most used by IPEC.

Loans normally range from US$100 to US$600 on aeramounting in total to between 10% and 30% ebiidget of each project to which they are linked.
Normally between 50 and 100 families per projeceieed loans, organized into groups of 3 to 8 pedémi each loan.

It is important that the loans include a rate ¢€iiast (18-22%) to maintain the value of the mdnefe fund and its sustainability.
Criteria for selecting loan clients: families witlvorking” children, minimum income level, sufficiecapacity, completing training stage..
Some projects target this instrument at women'sggoin the belief that they offer better repaynrates.

It is useful both at subsistence level and withifi@nthat have a minimum level of income.

They generate debt for the client.

b) Guarantee funds:

Allow clients access to loans in the formal cresittor.

Support clients in guaranteeing loans for whicly theply.

The guarantee comes from the project budget (im&tnti associated with development projects).

The instrument can be used jointly to support aigraf clients.

The bank expects that the instrument will bearrigleof the operation and, possibly, include iiemts in its portfolio.
The examples that IPEC mentions concerning thisument are confined to Asia.

It is useful both at subsistence level and withifi@nthat have a minimum level of income.

They can generate debt.

NPRONOOTRWN

¢) Promotion of savings:

This is an instrument intended to increase the atofucapital available to a group.

This increase in available capital (through the sofircapital and personal savings) facilitates asdescredit for members of the groups and enhattoeis
independence from other financial intermediaries.

This instrument is also associated with developmenjects.

In this case of "project linkage", the project mungtbilize savings and provide technical assistan¢be savers' group.

The examples that IPEC mentions concerning thisument are confined to Asia.

It is useful only with families that have a minimuevel of income.

There is little possibility that it will generatelok.

d) Promotion of insurance:

whPNo gk~ w

In general, this is linked to credit and/or savipgsgrammes.

Within these programmes, the instrument consist@dmponent designed to facilitate the implemewnadf insurance schemes.

These insurance schemes are designed to mininggedaaused by unemployment, illness or deatheofi¢lad of the family and other external "misforgindt
generally seeks to protect against events thateaawssiderable loss of income but which occur ifemtly.

The component ascertains the needs of the insarkthailitates the implementation of insurance sube

It does not normally generate debt.

d) Micro grants:

grONPRIOA

These are primarily used in post-disaster rehatiit.

They are not aimed at income generation or busistassups, but rather consumption or health sesvic

They may be linked to other savings and creditimsénts, including acting as a guarantee (prerggd access to other instruments).

They provide a starting point for clients for whéne time and resources thus saved improve the#&oigpand establish the basis of their economiwict
They do not generate debt.
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e) Bursaries or scholarships

pONPE

Instrument to support families by paying part ¢fodlthe cost of schooling.

They can be linked to the opportunity cost of claldour, so as to substitute the family income thatlatter could generate.

They may be linked to other savings and creditimsénts, including acting as a guarantee (prerggd® access to other instruments).
They do not generate debt.

II. Non-financial instruments (business developmenservices)

. . 1. Development of capacity or vocational training tegare beneficiaries for access to the labour marke
a) Capacity building: 2. They can focus on developing basic skills (literaepm work, communication) and/or specific trainfar a specific job.
3. The target group of this instrument is primarilygras of working children or young people of wokiage.
4. The specific actions used are training, businesgcadmarket research, contacts between entrepieiaeal markets, creation of enterprise networksiniess
cooperation, etc.
5. Another group of interventions centres on using thstrument not so much in groups as in institigiolt is used in technical assistance to locstitirtions and
implementing agencies, training of trainers andettgyment of training materials for business managgm
. . 1. Business training broadly means support for theldgwnent of personal skills in starting up and fgra business.
b) Business training: 2. The target group for this instrument is parents youhg people of working age.
3. The specific actions used are identification of kearopportunities, creation of "business ideas"pifimation of investment resources and developnad
financial, management and marketing skills.
) 1. Promotion of credit management capacity is intertdedcilitate and develop clients financial managet skills.
¢) Credit management: 2. The target group for this instrument is parents youhg people of working age.
3. Itis the most widely used of the non-financiatinments, although it is usually linked to the deirgg funds.
4. The specific actions used are training in differenetit and savings systems, training in bank piores, bookkeeping, accountancy, cash flow analgsis
1. Employment programmes seek to facilitate clierdséas to a formal activity.
d) Employment programmes: 2. However, there is also a higher training purposihvhould be called "work”.
3. The target group for this instrument is parents ymehg people of working age.
4. "Food for work" and "public work" programmes (cditzation in the implementation of basic social asfructure) may be examples of the applicatiorhisf
instrument.
1. Included in the category of non-financial instruseother than those based on capacity buildingraming for work.
e) Legal reforms: 2. This instrument seeks to facilitate and acceldsatesficiaries' access to formal financial systems.
3. For this purpose, it is sought to simplify compldministrative procedures for the registration atedt-up of businesses, which are a powerful désitice to

business creation.
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2. Terms of reference for the thematic evaluation

l. BACKGROUND AND JUSTIFICATION

1. The International Programme on the Elimination dfil€ Labour (IPEC) of the
International Labour Organization (ILO) has buitt @& project portfolio that include a variety
of measures to progressively eliminate child labgiwing priority to the urgent eradication
of the worst forms of child labour, in more thawvesgty countries. IPEC’s interventions are
implemented in partnership with governments, tnaniens, employers’ associations and non-
governmental organizations. The projects and progres promoted by IPEC include
different components —such as awareness raisitegalsoobilization, policy and legislation
development, capacity building, provision of edimatand health services for children,
strengthening of monitoring and verification systemtc.— to tackle the multiple causes of
child labour comprehensively.

2. Poverty and the lack of an adequate family incomsewadely recognized as some of
the main causes for child labour. The approachdiglid poverty are manifold. One of them
is to enhance poor people’s income by providingniwth seed money —or facilitating the
access to credit— for running small businessess $trategy has been increasingly included
in IPEC’s interventions: many of IPEC’s projectsdgorogrammes incorporate an income
generation component, which usually takes the foiran revolving loan fund.

3. Revolving funds provide small loans to a group eble who have no credit history
or access to commercial bank loans. Peer pressiine form of a solidarity group is utilized
to guarantee repayment. The repayments are matthe toind and used to make new loans.
The size of the loan funds varies between 10% &% 8f the total project budget. The
average loan size is between US$ 100 and 600,rbutainy cases is not specified. The
number of loans provided differs depending on the ef the fund. As a thumb rule, between
50 and 100 families are envisaged to receive creitliin the scope of a project. They are
usually organized in borrower groups of 3 to 8 merablin the progress reports there is very
little information about interest rates and thetaingbility of IPEC loan funds. This is partly
due to the fact that they seldom have reacheddge ®f maturity.

4, Although several studies and evaluations on theaghpf micro-credit on poverty
can be found in the development literature, IPE€dsean specific analysis of the impact of
RLF on the incidence of child labour to determinkaivhas worked and why, and which
practices have not been effective or efficient. t@rAmerica provides a good opportunity
for undertaking such evaluation, since the expedeatcumulated in using revolving funds is
extensive. Nevertheless, the evaluation reportalsid be used for programming purposes in
other regions as well.

5. Thematic evaluations are important for the develepnof analytical frameworks by
analysing and documenting what IPEC has achievedpgcific areas and under what
conditions this has happened. IPEC is thereforpgsiog a series of thematic evaluations on
different issues and sectors. This is part of éortefo strengthen IPEC’s evaluation approach
sponsored by the Department for International Day@kent of the United Kingdom.

. SCOPE AND PURPOSE

Scope

6. The evaluation will analyse the income generatiomgonents that include revolving
loan funds in several interventions implemente@€émntral America. The focus should be on
the common aspects and patterns of these projedt®m identifying general strategies and
lessons learned, rather than on the detailed cogarbeach single project.
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7. As a thematic evaluation rather than a thematidystii is based on IPEC’s work only
and does not intend to look at other levels if tilisnot directly suggested by IPEC
interventions. The experience of other organizationdealing with revolving loan funds can
be used to analyse IPEC’s approach vis-a-vis tieenational practice.

8. A selection of specific components of projectsdstdd by IPEC's officials in Central
America) will be looked at in detail through thelfl mission, including experiences in Costa
Rica, Nicaragua, El Salvador and Guatemala.

9. It is expected that the consultant in charge ofetveduation will also develop a series
of tools aimed at facilitating the design, managetnand evaluation of revolving loan funds
in the future, based on ILO’s and other organizegiexperience, as appropriate.

Purpose

10. The specific purpose of this evaluation is to pdeva synthesis of IPEC’s work in
this area, including identifying possible stratsgéad models of intervention. The evaluation
will also try to:

» document achievements, lessons learned and gocticpsagenerated in relation with
the design and implementation of revolving loandi&in

» suggest possible orientations for future work basedxisting experience and viewed
from the field; and

» provide tools that would facilitate the managemehtthe revolving loan funds
included in projects in the future.

. ASPECTS TO BE ADDRESSED

11. In general, the overall evaluation concerns asnddfiby ILO —relevance,
effectiveness, efficiency, unexpected effects,anability— should be addressed throughout
the evaluation (pleassee ILO Guidelines for the Preparation of IndeparidEvaluations of
ILO Programmes and Projects, section 1.2, Noveribém).

12. As a thematic evaluation, the following are thedat@uggested aspects that can be
identified at this point. The evaluation consultaah add other aspects or elaborate on the
ones presented below as appropriate.

= Design of the RLF

Links between the income generation component @hner @lements of the
projects. Synergies created. Which are the prgettings where revolving
funds are more relevant?

- Comparison between different project models: commgmsive interventions
implemented by an NGO non-specialized in creditl¢iding —or not— a
specialized organization to provide technical assie)vs. interventions
implemented by a groups of NGOs, one of which isc&dized in micro-
credit management.

- Has there been any difference in the design ofdbmponent according to
the different target groups?

- Have there been clear and relevant objectives alicdators for this
component in the analysed interventions? Was theilear link between the
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specific objectives of the income generation congmbnand the overall
objective of IPEC, e.g. the progressive eliminawbhild labour?

Did results of and lessons from previous work guidienulation of these
components?

= Management of the RLF

Identify and examine “models of interventions” @peoaches that have been
used and the strategies involved in realising syghroaches.

Types of implementing partners. Criteria used fdwe tselection of
implementing partners. What are the requirementsgfid implementing
agencies working in this field?

Management tools used by implementing partnersbgniiPEC: similarities
and differences. Effectiveness of different managertools.

Management tools used for monitoring the compomaaut tracking systems
used for the beneficiaries.

Which have been the criteria for defining the bamnafies of the credit?

Feasibility / market studies undertaken prior te thedit decision. Common
patterns. How have these studies affected thetselenf the beneficiaries?

Are there any common patterns in the funds conogrsize of loans, interest
rates and payment periods?

Which are the factors affecting repayment ratesatdas been done in cases
of non payment?

Has there been any difference in the implementatibrthis component
according to the different target groups?

How have the implementing agencies provided teehmssistance to the
beneficiaries of the credits?

How has IPEC provided backstopping to the impleingragencies? Which
has been the most effective way to ensure the s&getechnical assistance
for the appropriate implementation of the funds?

Which are the possibilities and shortcomings ofGREracking database for
monitoring beneficiaries of income generation at&s?

= Effects and sustainability

Is there a pattern linking the different modeldrdérvention and the effects
perceived?

Effects of the increased income on the child labguuation in the
households and in the communities. If possible,pamson of the situation of
the target groups in relation with other memberthefcommunity.

Effects on school enrolment and retention in tingatagroup. Comparison, if
possible, with similar data for children who havet menefited from the
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income generation activity, but who might have nes@ other services from
the project.

- Has there been any difference in the effects o timponent according to
the different target groups? Which are the charsties of the beneficiaries
that might increase the effectiveness of the rémglfunds?

- Sustainability of the micro-enterprises and busessstarted with the micro-
credits.

- Withdrawal strategy and sustainability. Which ahe {perspectives of the
revolving funds after the withdrawal of IPEC?

- What lessons can be drawn from the work of IPEGckvivould be useful
for future programming in the same field?

= Crosscutting issues

- How have gender issues been taken into consider&iothe design and
implementation of the revolving funds?

- To what extent were participatory methods usedesgigh, implementation
and evaluation of this component?

- What were those methods and how did they affectpddormance and
achievement of the programmes?

. EXPECTED OUTPUTS OF THE EVALUATION

13. The consultant will be required to prepare a lpreliminary report which will:
a) Define the analytical framework for the evaluation;

b) Propose a specific methodology, including checklisjuestionnaires and data
collection schemes;

c) Propose an annotated outline for the final thenetatuation report.

This framework should be ready after the first weelwork during the field mission,
and will be presented to the evaluation officerBABC Headquarters for their consideration.

14. A draft Thematic Evaluation Report, in Spanish, will be ready one week after the
field mission. The draft report will be reviewed fmethodological and factual comments by
the Evaluation Officers in Headquarters, and therthe Programme Managers in Central
America. The Evaluation Officers will send consatield comments to the consultants. A
second version of the draft will be reviewed by #ane people as above and by selected
Senior Managers in the field and in Headquartess,cbmments on the contents. These
comments will be communicated to the evaluatiomteéaa debriefing meeting or by mail for
consideration.

15. The consultant will then produce fmal version of the Thematic Evaluation
Report, in Spanish, taking into consideration the comment the draft. In all cases, the
decision to include corrections or amendments édfaft document shall be taken by the
evaluation consultant, with full justification.
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16. A brief report, presented as @o6lbox’ including elements to facilitate IPEC’s
management of revolving loan funds will also bespraed two weeks after the ending of the
field mission.

17. All drafts and final outputs should be providedhbat paper copy and in electronic
version compatible with either Word for WindowsWiprdPerfect.

18. The final report will be translated and distributecall concerned partners, including
project management, country programme managemeim, stakeholders in Central America
and in other regions, ILO’s Social Finance UnitE@Ps senior management and the
International Steering Committee at its annual imget

19. The preliminary conclusions will be presented atirhouse, one-day seminar at
IPEC San José prior to the finalization of thedfiglission.

V. PROPOSED METHODOLOGY

20. The following is the suggested methodology. Thelwatoon consultant —in
consultation with IPEC— can adjust it, providedttiiae indicated range of questions is
addressed, the purpose maintained and the expeatedts produced at the required quality.
Since the baseline data of the interventions, o the economic situation of the
beneficiaries, is generally weak, and due to resolimitations, the evaluation should mostly
rely on the opinions and perceptions of the maiakettolders, including the credit
beneficiaries. Therefore, the use of participatonfs is greatly recommended.

Composition of the evaluation team

21. An external evaluation consultant will be appointecconduct the evaluation. His /
her background shall include:

- Relevant education and training in Economics, idiclg social research and data
collection and analysis

- Extensive knowledge of income generation schemed #struments linked to
development interventions

- Relevant previous evaluation experience

- Experience in development, designing and implemgrdevelopment projects

- Ability to write and communicate well in Spanish

- Publication and research record on evaluation,nrcgeneration and child labour

- Extensive knowledge and working experience in Geéitmerica

22. The IPEC DED Team will provide methodological supgppo the evaluation. IPEC
will liase with ILO’s Social Finance Unit to provdtechnical support. IPEC team in Central

America will provide logistics support, includinggparation of the agenda for the evaluation.

Timetable and itinerary

23. The evaluation is expected to take place in theogeasf April-May 2002 to build on
ongoing programme development. Total duration eeted to be of 7 weeks, with one week
for initial desk review, four weeks for missiongdawo weeks for preparation of reports.
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a) Desk Review and Preliminary Report
24. It is expected that the evaluation consultant widhduct a brief desk review of
appropriate material as identified by IPEC HQ arehi@al America. The preliminary report
can either be produced during the initial week fogrethe first week in the field. This report
should provide the background to discuss methodmdbgssues prior to undertaking the in-
depth research in the region.
25. ILO’s Social Finance Unit has produced several mand documents on the
management of micro-credits. This material will t@viewed by the consultant and used
during the evaluation as appropriate.
b) Field mission
26. The detailed timetable and itinerary for the fipigsion is the following:

April 15-20. Costa Rica. Desk review and field tgsi

April 21-27. Nicaragua. Field visits.

April 28 — May 3. El Salvador. Field visits.

May 4 — 10. Costa Rica. Preparation of preliminasgclusions. Final interviews. In-
house seminar.

c) Preparation of initial draft of final report

27. This is expected to take one week and should begleted as soon as possible after
the mission.

d) Preparation of Final Reports

28. The preparation the final report is estimated tetane week, including review of
comments received on first draft.

V. RESOURCES AND ADMINISTRATION

29. Required resources are
« One external consultant for a total of seven wagkireeks (35 working days)

e Travel and DSA for 13 days in San Jose, 7 days anadua and 7 days in San
Salvador.

30. Resources for in country visits (additional to D&#Ad travel for consultant).

31. The evaluation consultants will report to the IPE@luation Officer and to IPEC’s
Sub-regional Coordinator in Central America.
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