
Appendix A: The CYCI Model1 

Preconditions 

Political Support 

Full politica l suppor t from the Government s o f 
those countries wishing to participat e i n CYCI 
pilot i s an absolute prerequisit e fo r the success 
of thi s initiative . Similarly , the active suppor t 
and approva l o f distric t authoritie s as well as 
local traditional authorities . 

Prevailing Market  Economic  Conditions 

Only within countrie s where an open econom y 
exists can CYCI be expected to mak e any 
unique contribution t o the development o f 
viable enterprises established b y young people . 

No Competing  Credit  Programmes 

CYCI is an initiative designe d to brin g speciall y 
targeted suppor t t o young people i n areas 
where n o such provisions exist . Accordingly , 
CYCI schemes should no t b e established i n 
areas where any alternative programme s ar e i n 
existence. However , CYCI may complemen t 
other scheme s which provid e only credi t an d 
not training or othe r support . 

Target Group/Criteri a 

Age 

The young women and me n targeted b y CYCI 
will b e within CYP' s own agreed age limits o f 
162 to 29; bu t specia l attention shoul d b e pai d 
to nationa l legislatio n an d practic e relatin g to 
the lega l positio n o f those unde r the age of 
majority. 

Means Test 

A suitable mean s test wil l b e devised for eac h 
site to ensur e that the projec t participant s ar e 
drawn from th e poo r i n bot h rura l and urba n 
areas. 

Training 

All participant s wil l receiv e training i n 
entrepreneurship developmen t an d enterpris e 
skills, including marketing , as a prerequisite t o 
receiving loans. CYP will offe r suppor t suc h as 
training material s and expertise . 

Gender Balance and  Equal  Opportunities 

Young men and women wil l hav e equal access 
to training and loans , regardless of religion , 
caste, political affiliation , HI V status, literacy , 
disability o r any other characteristic . 

Borrower Requirement s 
Group Self-selection 

Participants wil l work together i n groups o f 
five to ten peopl e and wil l determin e th e 
nature o f th e busines s idea  that they wish t o 
pursue individuall y o r collectively . Grou p 
members should no t b e from the same family . 
Participants wil l b e encouraged to develo p 
their ow n grou p constitution an d rule s and t o 
decide on the first two borrowers . Formatio n 
of group s creates peer pressure , which wil l 
promote complianc e with projec t rules , and 
provide pee r suppor t a t times o f difficulty . 

Group member s wil l b e expected to open a 

1Appendix A reproduces the original documen t tha t presente d the CYCI model. Some minor modification s hav e been made i n 
the ligh t o f experienc e and to reflec t good practic e as developed i n the pilo t projects . 
2This was subsequently amended t o 15. 

1.29 



joint saving s account with a  savings bank o f 
their choic e to encourag e savings and t o 
provide securit y i n the event o f default . 

The training for participant s an d projec t staf f 
will catalys e group formation . 

Business Plans 

All borrower s wil l b e required to complete a 
basic business plan , which demonstrate s tha t 
their propose d busines s is viable an d 
sustainable. This will b e a very simple documen t 
(in the loca l language ) and participant s wil l 
receive hel p i n developing their busines s idea s 
as part o f the training. 

Accountability 

The borrowers wil l b e made accountable to th e 
project b y signing an agreement tha t they wil l 
follow th e rule s and regulations , and wil l repa y 
their loan s in ful l t o thei r groups . 

Nature of  Activities 

All activities supported b y the CYCI should b e 
non-exploitative an d environmentall y 
sustainable, and take plac e within th e law s of 
the land . Activities which coul d adversel y affec t 
human right s or involv e trade i n drugs shoul d 
not b e supported. 

Nature of Loan s 

Procedures and conditionalities 

The nature o f th e loans  is such that income -
generating projects that provid e self -
employment wil l b e the target fo r start-u p 
funds, while project s that provid e employmen t 
for other s wil l b e the target fo r scale-u p funds. 
The loans are administered an d delivered onl y 
if borrower s satisf y CYCI conditions se t out b y 
project staff . 

Size of loans 

CYCI is intended t o focus on small-scal e 
enterprises and wil l see k to delive r loan s to as 
many participant s as possible; accordingl y 

loans will b e small. I t i s anticipated tha t loan s 
delivered to first-time borrower s during th e 
pilot phas e will b e between U S 50 and US$100 . 
Once repaymen t o f th e loa n i s complete, the 
Management Advisor y Boar d ma y conside r 
loans above US$250. 

An appropriate rat e of interes t i s applied an d 
repayment i s expected o n a weekly basi s withi n 
a 52-week schedule. Repayment s wil l consis t o f 
interest an d par t o f th e capital . In case of 
default, repayment s wil l b e taken from th e 
savings accumulated bot h i n the group fund , 
and on an individua l basis . 

Pattern of  loan  delivery 

If the numbe r o f borrower s i n each group i s 
five, the loa n delivery standar d forma t t o 
groups i s the 2.2.1 format , where tw o 
borrowers are given their loan s and monitore d 
for five weeks. I f repaymen t i s prompt an d 
other rule s and regulation s are observed, the 
next two borrower s are given loan s and the n 
further monitorin g takes place for five weeks, 
before the las t membe r o f the group receive s 
his/her loan . 

Institutional Arrangement s 
NGO partners 

CYCI will b e implemented throug h NG O 
partners i n areas where potentia l partner s 
are located. The NGO will b e responsible fo r 
administering the credi t facilit y a s well as 
conducting training of th e borrowers . 

Fund managemen t wil l b e in the hand s of th e 
NGO. The Commonwealth wil l deposi t the fun d 
in a  commercial bank . Mone y collected as 
repayment an d interes t wil l b e recycled as 
second loan s or loane d t o ne w borrowers . 

Partner NGO s must hav e no politica l 
affiliations an d mus t b e sympathetic t o th e 
ideals of th e Commonwealth . 

Management Advisory  Board 

A Management Advisor y Boar d (MAB) will b e 
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set up to monito r an d evaluate CYCI . I f th e 
scheme i s to involv e CYP, the boar d wil l includ e 
youth representatives , the projec t supervisor , 
a CYP Regional Centre staff member , and a 
representative from the busines s and 
Government Ministries . 

The MA B will receiv e report s on the projec t 
and the Fun d Statement ever y quarter an d 
report directl y t o CYP. 

CYP 

CYCI will no t b e directly administered b y CYP. 
CYP will provid e externa l monitorin g an d 
evaluation, seek funding and disseminate th e 
CYCI model CY P will als o mak e availabl e 
training manuals , training expertise , and othe r 
support services . 

Monitoring will tak e place at the enterprise , 
individual an d regiona l levels . 

Sustainability 

Each CYCI project wil l b e expected to reac h a 
position o f sustainabilit y afte r three years. 
NGOs to participat e i n CYCI project wil l b e 
selected on thei r abilit y to attain sustainabilit y 
of th e loa n fund . 

CYCI will no t suppor t enterprise s tha t 
contribute t o the degradation o f th e 
environment. 

It i s expected that participant s shoul d 
eventually b e able to access the commercia l 
banking network onc e they hav e accumulate d 
sufficient assets/saving s and collateral . 
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Appendix B : Advocating the CYCI 

Promoting and advocating the CYCI are 
necessary to make the initiative work. Some 
points to bear in mind when seeking to 'sell' 
the initiative to funders, government decision-
makers, NGOs, community leader s and young 
people themselves are: 

Know your audience:  different peopl e are 
interested in CYCI for different reasons . Among 
the key stakeholders you may need to 
influence are: 

government: Hea d of Government and 
Cabinet; Ministries of Youth Affairs, 
Development, Finance, Women's Affairs, 
local politicians 

the finance sector: the central bank , the 
development ban k commercial banks, 
credit unions, informal financial institution s 

beneficiaries: young women and men, 
parents, teachers, community leaders 

NGOs and training institutions: those 
working directly and indirectly with young 
people, micro-credit and/or enterprise 
development. 

Tailor your message  to suit your audience: 
each of the stakeholders mentioned above has 
a different se t of concerns and interests. 

Points to Emphasis e 
micro-credit works: experience has shown 
that poor people and young people are 

'bankable' and can effect their own 
economic development i f credit and 
business support are available 

micro-credit is not a universal panacea: 
poor communities stil l need food, water, 
sanitation, electrical power , infrastructure, 
health services and education 

the CYCI offers an integrated package of 
credit, training and business support to 
maximise the probability of success 

the CYCI builds upon successful approaches 
that have worked in the past, including the 
group savings approach, and 
implementation through a partner NGO 

the CYCI emphasises community participation 
and a consultative stakeholder approach 

the CYCI is flexible, and is designed as a 
menu of options from which stakeholders 
may choose the most appropriate to 
national and local conditions 

the CYCI has been pilot-tested in each of the 
four main regions of the Commonwealth, 
and offers a synthesis of best practice in 
enterprise development and provision of 
micro-credit. However, it is not a prescriptive 
solution to all the problems that may be 
encountered in implementing a micro-
credit programme. Flexibility and a creative 
approach to problem solving are essential. 
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Appendix C: Selecting the Implementin g 
Agency 

To what exten t (e.g . on a  scale of 1  to 5 ) does 
the prospectiv e partne r agenc y have : 

mission objective s and policie s consisten t 
with th e goals of th e CYCI? The partnershi p 
between th e lea d agency and th e 
implementing agency should b e based on 
a track recor d o f successfu l activity i n th e 
same areas as the CYCI : youth development , 
enterprise developmen t an d micro-credi t 
provision. 

a solid reputatio n a s a reliable and effectiv e 
organisation, with a  sound lega l status and 
constitution, a solid financia l footing and 
honest and efficien t staff , an d withou t 
partisan politica l affiliations ? The partne r 
agency should b e able to provid e writte n 
references or testimonials, and b e wel l 
spoken o f i n the communities i n which i t 
operates. 

mature managemen t skill s and considerabl e 
levels of sustainability ? 

a polic y o f consultin g with beneficiarie s i n 
the design o f programmes ? 

effective outreac h capacit y to facilitate link s 
and promot e a  sense of ownershi p an d 
mutual accountabilit y betwee n the NGO 
and the beneficiarie s o f th e programme ? 

an extensive infrastructure a t grassroot s 
levels to enabl e hands-o n collectio n o f 
repayments, rapi d monitoring , and 
maximum contac t betwee n fiel d staf f an d 

beneficiaries? 

adequate, transparent accountin g 
procedures for financia l revie w an d 
monitoring? 

adequate and appropriate staf f capabl e of : 

- soun d financial managemen t 

- conductin g training, busines s 
counselling and field monitorin g 

- undertakin g evaluations and impac t 
assessments, and regula r reportin g t o 
the lea d agency, funders, and 
beneficiaries. 

In seeking to establis h thi s information , i t i s 
advisable to : 

meet and talk to the managemen t an d staf f 
of th e NG O as soon as possible 

visit thei r premise s and observe thei r 
management style , staff morale , rappor t 
with clients , day-to-day work practice s an d 
attitudes 

ask to see financial audit s or accounts t o 
determine th e organisation's financia l 
standing and financia l managemen t 
capabilities 

talk to clients/beneficiaries/communitie s 
the organisation ha s assisted, and hea r ho w 
it i s regarded b y the peopl e i t claims to b e 
serving. 
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Appendix D : Legal and Financia l Agreement 

There follows a  template fo r th e drawing u p 
of a  legal agreement betwee n the lea d agency 
and the implementin g agency o f th e CYCI . Thi s 
template assume s that the lea d agency i s a 
ministry withi n a  national government , an d 

that 'Commonwealt h Yout h Credi t Initiative ' 
is the nam e o f the programm e bein g 
implemented. I f thi s i s not the case, the 
template ca n be modified accordingly . 
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AN AGREEMENT BETWEEN 
[NAME OF IMPLEMENTING AGENCY] 

AND 
THE GOVERNMENT OF [COUNTRY], 

MINISTRY OF [LEAD AGENCY] 
REGARDING THE IMPLEMENTATION OF THE 

COMMONWEALTH YOUTH CREDIT INITIATIVE I N 
[COUNTRY] 

WHEREAS the Governmen t o f [country ] ha s the intentio n t o implemen t a  programme to provid e 
credit t o young people i n [country] , known a s the Commonwealth Yout h Credi t Initiativ e (th e CYCI) 

and 

WHEREAS [name o f implementin g agency ] ([IA]' ) possesse s expertise and resource s which woul d 
assist the Governmen t o f [country] , Ministr y o f [lea d agency ] i n implementin g the CYCI in [country] , 

THEREFORE [IA] and the Government o f [country] , Ministr y o f [lea d agency] ('th e Parties' ) agree to 
implement th e CYCI on the following terms: 

1.0 OBLIGATION S OF [NAME OF IMPLEMENTING AGENCY] 

[implementing agency ] wil l : 

1.1 Establis h a  facility fo r the extension o f credi t i n accordance with an d subjec t to the Projec t 
Specifics set out i n the attached Annex 1 , which shal l form par t o f thi s agreement . 

1.2 Subjec t to clause 1.7 , us e 

(a) fund s receive d unde r clause s 2.1 and 2.2 ; 

(b) loan s repai d b y borrowers an d 

(c) al l developmen t fun d pai d b y borrowers o n the loa n amoun t an d any other earning s 
received i n respec t o f th e funds and loan s referre d to i n paragraph s (a ) and (b ) above, 

solely as credit to b e extended i n accordance with claus e 1.1 . Title to these monies shal l no t vest i n 
[IA]. 

1.3 B e liable to pa y to the Governmen t o f [country] , Ministr y o f [lea d agency ] o n demand a  sum o r 
sums equalling. 

(a) an y extension o f credi t mad e no t i n accordance with claus e 1.2 ; 

(b) subjec t to claus e 1.7 , any funds which o n termination o f thi s agreement ar e no t a t tha t 
time disbursed i n accordance with claus e 1.2 an d which comprise : 

(i) fund s receive d unde r clause 2.1 or 2.2 ; 

(ii) loan s repai d b y borrowers; an d 

1.35 



(iii) Developmen t fund paid by borrowers on the loan amount and any other earnings 
received in respect of the funds and loans referred to in subparagraphs (i) and (ii) above; 

and 

(c) ba d debts exceeding 25% of total credit extended 

For the purpose of paragrap h (c) of this clause: 

(i) 'Ba d debts' means all credit extended in accordance with clause 1.2 which has not been 
repaid in accordance with the terms on which i t has been extended, and 

(ii) 'Tota l credit extended' means all credit which is due to be repaid at the same time as 
the bad debts (as defined). 

1.4 Ensur e that i t complies with loca l laws in performing its obligations under the agreement. 

1.5 Appoin t and manage staff to perform its obligations under this agreement in accordance with 
local employment law s and practices. 

1.6 Ensur e that all: 

(a) fund s received under clause 2.1 or 2.2; 

(b) loan s repaid by borrowers, and 

(c) Developmen t fund paid by borrowers on the loan amount and any other earnings received 
in respect of the funds and loans referred to in paragraphs (a) and (b) above 

are deposited in an interest bearing account or accounts operated solely for the purpose of 
receiving and disbursing such monies. Any account opened in accordance with this clause shall 
refer in its title to the CYCI. 

1.7 B e entitled to use all the interest and other earnings referred to in clause 1.6 (c) to defray any 
expense incurred in carrying out its obligations under this agreement or for any other purpose 
it sees fit. 

1.8 Ensur e that all cheques drawn on or other withdrawals made from, the accounts or accounts 
referred to in clause 1.6 are countersigned (in the case of a cheque) or authorised (in case of 
other withdrawals) b y an authorised representative of the Government of [country] , Ministry of 
[lead agency]. This clause shall not apply to cheques or withdrawals in respect of a sum less 
than $US50. 

1.9 Ensur e that al l expenditures from the account or accounts referred to in clause 1.6 are properly 
accounted for and monitored. 

1.10 Ensur e that full and up to date financial record s are kept detailing all income accruing to and 
expenditure from, the account or accounts referred to in clause 1.6. The Government of 
[country], Ministry of [lead agency] shall have access to these records on reasonable notice. 

1.11 Provid e quarterly financial report s to the Government of [country] , Ministry of [lead agency] 
detailing all income accruing to, and expenditure from, the account or accounts referred to i 
clause 1.6. 

1.12 Provid e full audited account to the Government of [country] , Ministry of [lead agency] 
annually. 
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1.13 Provid e progres s and implementatio n report s to the Government o f [country] , Ministry o f 
[lead agency] twice a year i n accordance with monitorin g criteria t o b e prescribed b y the 
Government o f [country ] Ministr y o f [lea d agency]. 

2.0 OBLIGATIONS OF THE Government of [country] , MINISTRY OF [LEAD AGENCY] 
The Government o f [country] , Ministry o f [lea d agency] wi l l : 

2.1 Pa y [funding amount] t o [IA ] to enabl e i t to perfor m it s duties unde r this agreement . 

2.2 A t a time o r time afte r th e paymen t i s made unde r claus e 2.1 , pa y to [IA ] such further su m o r 
sums as the partie s agree i s or are necessary for the [IA ] to perfor m it s obligations unde r thi s 
agreement, u p to a  maximum tota l o f [supplementar y fundin g amount] , for eac h year that thi s 
agreement i s in force. This amount an d timing o f eac h paymen t o r payment s wil l b e agreed 
from tim e to time betwee n the parties . 

2.3 Provid e technical suppor t t o the [IA ] i n the form o f technica l expertis e and other non-financia l 
resources, to b e agreed betwee n the parties . 

3.0 Agenc y Exclude d 

For the avoidance o f doubt , the [IA ] i s not acting as agent for the Governmen t o f [country] , Ministr y 
of [lea d agency] , and shal l no t i n any way represen t itsel f t o thir d partie s as doing so, in carryin g 
out it s obligations unde r thi s agreement . 

4.0 Indemnit y 

4.1 [IA ] shal l insur e itsel f agains t al l actions , claims demands, liabilitie s damages , cost an d 
expenses arising out o f o r i n respec t o f damag e to propert y o r othe r loss , or persona l injur y t o 
or death o f an y person , which arise s as a direct o r indirec t resul t o f th e performanc e o r non -
performance b y [IA ] o f thi s agreement . 

5 Provisio n for Modificatio n o f this Contrac t 
The agreement ma y b e reviewed b y the partie s every twelve month s o r as may b e necessary . 

6. Arbitratio n 
The parties shal l endeavour t o settl e b y negotiation an y dispute which arise s i n connection wit h 
this agreement. I f negotiatio n fails , the dispute shal l b e referred fo r arbitratio n i n accordance wit h 
[insert nam e o f appropriat e arbitratio n statute ] whic h form s a  part o f thi s agreement . 

7.0 Forc e Majeur e 
7.1 I f eithe r part y i s unable to perfor m th e contrac t o r delayed i n the performanc e o f th e contrac t 

due to Forc e Majeure, that part y shall , as soon as practicable and i n every case within on e 
month, notif y th e other party . The Part y notifie d may , in it s discretion, suspend o r terminat e 
the contract . 
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7.2 Neithe r Party shall be liable to the other for any breach or non-performance of its obligations 
under this agreement or for losses or damages sustained by the other party where such breach or 
non-performance of the agreement is caused by Force Majeure. 

8.0 Applicabl e Law 
This agreement i s governed by, and shall be construed in accordance with the Laws of [country]. 

9.0 Duratio n 
9.1 Th e agreement shall commence on [starting date] and expire on [termination date] . Expiry 

shall not affect any rights or obligations conferred or incurred under the agreement while i t is 
in force. 

9.2 Th e agreement can be renewed by either party upon giving the other party one month notice 
before the expiry date. 

10. Whol e Agreement 
The agreement, including Annexes I and II and the criteria to be prescribed under clause 1.13, shall 
constitute the whole agreement. 

11. Terminatio n 
Either Party may suspend or terminate this agreement by giving six months notice in writing 
without affecting any rights conferred or obligations incurred while the contract is in force. 

IN WITNESS HEREOF THE HANDS OF THE PARTIES ARE SET ON THE DAY AND YEAR FIRST BEFORE 
WRITTEN. 

SIGNED:................................................................................. DATE::................................................................................. 

POSITION::................................................................................. 

A duly authorised representativ e of Government o f [country] , Ministry of [lead agency]. 

SIGNED::................................................................................. DATE::................................................................................. 

POSITION::................................................................................. 

A duly authorised representative of [implementin g agency] 
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ANNEX I : PROJEC T SPECIFICS AS REFERRED TO I N 
CLAUSE 1.1 O F THE AGREEMENT 

1. Borrowe r Lendin g Criteria 

(i) Age  of borrowers 

16-29 years , with preferenc e given to those unde r 24 . Special attention wil l nee d to b e paid t o 
national legislatio n and practic e relatin g to the lega l positio n o f those under the age of 
majority. 

(ii) Mean s test 

No access to credi t o r other capita l from existin g sources, in accordance with criteri a t o b e 
determined b y the Partie s prio r t o any transfer o f funds unde r claus e 2.1 o f the agreemen t 

(iii) References  and assessment 

Credible references , either ora l o r written, regarding the borrower' s suitabilit y an d previou s 
relevant experience . 

(iv) Access  and actively  seek  to achieve  a  non-discriminatory  gender  balance 

Access to funds shal l b e provided regardles s of religion , political affiliation , socio-economi c 
status, HIV status, literacy, or disability . 

(v) Location 

Living within th e projec t area , such area to b e determined b y the Partie s prio r t o any transfe r 
of fund s unde r claus e 2.1 of th e agreement . 

(vi) Lending  to  individuals  only,  who  must  be  part of  group 

Lending shall b e to individuals , who ma y only borro w a s members o f a  group. The group mus t 
comprise five individuals , and hav e cohesion and a  sense of purpose . No direct incentiv e o r 
encouragement t o b e given to formation o f groups . 

(vii) Business  plans 

Individual borrowe r mus t hav e completed a  basic business plan , oral o r written, which 
demonstrates tha t propose d busines s i s sustainable and which contain s terms as to 
repayments. 

(viii) Nature  of  activities 

Business activities mus t b e non-exploitative an d environmentall y sustainable , lawful , and no t 
contrary t o the principle s o f th e Commonwealth embodie d i n the Harar e Declaratio n o f 1991. 

Preference to income-generatin g project s tha t provid e self-employmen t 
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2. Lending  Procedure 

(i) Size  (upper and  lower  limits) 

With a  range US$50-500 . The loan mus t b e large enough to b e of effectiv e us e to the borrower , 
but smal l enoug h for him/he r t o manag e the repayment s within th e intende d tim e schedule . 

(ii) Pattern  of  delivery  to  individual  members  of  groups 

Two borrower s i n a  group to b e given their loan s and monitore d fo r five weeks. I f repaymen t i s 
prompt an d i n accordance with the terms on which the loa n i s made, then th e nex t tw o 
borrowers i n the group are to b e given loans . Monitoring wil l continu e for anothe r five weeks 
before the las t membe r o f the group i s given his/he r loan . 

(iii) Lump  sum  loans 

Preferable to delive r loa n as a lump sum . 

(iv) Savings  scheme 

Borrowers to b e required to save money on a regular basis . 

[Implementing agency ] wil l ensur e that these savings are deposited o n group deposi t i n a safe 
commercial ban k which pay s a competitive rat e of interest , wil l asses s the leve l o f saving s 
insurance that i s available and wil l tak e al l necessar y action t o reduc e the ris k of los s of saving s 
if th e commercia l ban k become s distressed. 

3. Term s of Loa n Repaymen t 

(i) Repayment  schedule 

Loan terms no t to excee d 52 weeks. The precise lengt h o f the term wil l var y according to th e 
size of th e loa n and the ability o f th e busines s to repa y the loan . 

Repayments should b e weekly and calculated an d agreed with th e borrower . Repayment s mus t 
be frequent enoug h to facilitate effectiv e monitorin g and to allow sufficien t capita l t o remai n 
in the busines s for operatin g expenses. 

(ii) Accountability  of  borrowers 

Before any funds are extended to them, borrowers mus t sign an agreement tha t the y wil l repa y 
their loan s in ful l i n accordance with th e terms on which th e loa n i s made. Individuals ar e t o 
be jointly an d severall y liabl e for loans  mad e to al l member s o f th e same group. 

4. Furthe r Criteri a and Conditions for Lendin g 

The Partie s ma y from tim e to time agree upon suc h further condition s and criteria fo r lendin g as 
appear necessar y for the effective implementatio n o f th e agreement . 
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Appendix E : Some Facts about Micro-credi t 

1. Micro-credit is  increasingly popular  as  a 
means of  alleviating  poverty 

The potentia l contributio n o f micro-credi t t o 
poverty alleviation ha s been officiall y 
recognised b y development practitioner s an d 
donors alike and i s receiving attention a t th e 
highest financia l an d politica l levels . In 
February 1997 , the World Ban k convened a 
Micro-credit Summit , which pledge d to rais e 
US$20 billion t o reac h 100 million poo r people , 
using the NG O style of delivery , which i s also 
the basi s of the CYCI . 

Poor people are as endowed with entrepreneuria l 
and creative skills as anybody else , but hav e 
often bee n under-employe d fo r lac k of acces s 
to lan d and other productiv e resources . By 
providing smal l loan s to assis t them i n 
exploring and developin g their skill s an d 
engaging in productiv e micro-enterprises , 
micro-credit generate s employment an d 
incomes, and contributes t o nationa l 
development goals . Successful micro-credi t 
schemes include the Grameen Ban k i n 
Bangladesh, SEWA in India , ACCION in Lati n 
America, KREP in Kenya , PRIDE Africa, and 
Opportunity Trust , amongst man y other s 
(Buelcher, 1994) . 

2 Micro-credit  empowers  those  to  whom  it  is 
directed 

Micro-credit ca n transform th e positio n o f poo r 
people from tha t o f bein g recipients o f welfar e 
and spectator s i n the developmen t proces s to 
participants and actors with the abilit y t o 
shape their ow n developmen t processes . Where 
the poo r hav e been empowered i n this way, 
they hav e demonstrated thei r abilit y t o 
organise themselves int o marketin g groups , 
form lobbyin g and pressur e groups an d 
improve thei r bargainin g power . 

Case studies carried ou t b y various aid agencie s 
(the CYP, the Grameen Bank , BRAC , KREP, 
Opportunity Trus t and Christian Aid amongs t 
many others ) i n Asia,  Africa and Lati n Americ a 
indicate the benefit s that micro-credi t hav e 
brought t o poo r people . A comparison o f th e 
borrowers with non-borrowin g household s ha s 
shown tha t the former hav e clearly benefite d 
from th e loa n schemes (Bundell , 1997) . Women 
borrowers hav e increased thei r statu s and 
decision-making role s since their transformatio n 
from perceive d as dependents. I n India , women 
borrowers hav e reported tha t the y can no w go 
to the marke t an d provid e for thei r familie s as 
well a s save for a  rainy day . This i s also though t 
to brin g family stabilit y (ICECD , 1997). 

3. Lending  to  the  poor is  not a  new  concept 

In man y countries , traditional money-lender s 
and group saving s schemes of various kind s 
have for a  long time provide d the poo r wit h 
financial resources . However , bank s hav e ofte n 
lent mone y a t hig h interes t rates , or i n 
excessively larg e quantities tha t mad e th e 
repayments beyon d the mean s of al l bu t th e 
most resourcefu l entrepreneurs . Or they hav e 
insisted o n collatera l an d security , which th e 
poor coul d no t provide . Thus, the poo r hav e 
sometimes bee n labelle d as an 'unbankable', a 
risky target grou p lef t to rel y on their ow n 
means or b e exploited b y moneylenders . 

However, the experiences o f NGO s in the las t 
decade hav e demonstrated tha t the poo r ca n 
successfully us e small loan s to ear n an incom e 
and are promp t repayers . For example , 
Opportunity Trus t record s a repayment rat e of 
95 pe r cent . The Grameen Ban k i n Bangladesh , 
one of th e best-know n micro-credi t 
institutions, started as an NG O and ha s since 
graduated t o the status of bank . 
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4. Micro-credit works best when it is  delivered 
by community-based NGOs 

When governments and financial institution s 
have lent money to the poor, there have been 
problems of low repayment rates, excessively 
high administrative costs and ineffectua l 
monitoring. Government-subsidised loans, 
especially in the agriculture sector, were often 
viewed as hand-outs for which there was no 
need to pay back. 

The successes that community-based NGOs have 
enjoyed in reaching the poor are due to factors 
such as proximity, trust, commitment, client 
participation, flexibility and responsiveness. 
These provisions have made traditional 
collateral unnecessary . Other key elements that 
appear to promote the success of loa n schemes 
to the poor include cutting the loan processing 
time, reducing paperwork to a minimum, 
simplifying application forms and having a 
network of loan collectors who are themselves 
part of a group savings scheme (Buechler, 1995). 

5. Micro-credit works for enterprises  at various 
stages of development 

As well as stimulating the development o f new 
enterprises and industries, micro-credit also 
serves to strengthen and consolidate existing 
ones. Studies on household and rural economies 
have recognised the significant rol e played by 
off-season/off-farm income s in promoting the 
economic independence and prosperity of 
rural farming communities. These incomes are 
derived mainly from seasonal enterprises 
which may , in many cases, benefit from low-
cost, accessible credit to ensure their viabilit y 
throughout the seasonal cycle. 

Limitations of Micro-credi t 
1. Micro-credit is not a universal panacea for 

eliminating poverty 

While micro-credit i s certainly an effective tool 
in empowering the poor, it cannot by itself win 
the poverty war. Its delivery should therefore not 
be seen as an end in itself, but rather as one of 

many ways of helping people escape the poverty 
circle. The poor have a range of need s (health, 
training and education, water and other 
infrastructure) which also need to be addressed, 
and which need to be paid for (Bundell, 1997). 
Hence, micro-credit should be administered 
alongside such poverty alleviation measures as 
health, education and other programmes. 

The impact of micro-credi t on the poor is 
enhanced where their other needs have also 
been met. Healthy, educated people are more 
likely to establish profitable and sustainable 
businesses, generating a high return on loans, 
than unhealthy, uneducated people . Therefore, 
it is advised that resources earmarked for other 
key development programmes should not be 
diverted to micro-credit , but rather be 
maintained and complemented with micro-
credit interventions to promote economic 
development. 

2. Micro-enterprise s also have 
limitations 

Micro-enterprises - th e primary beneficiaries of 
micro-credit - themselve s have various 
limitations. They generally have a small 
production bas e and poor purchasing power, 
and operate beyond the threshold of 
government regulation and assistance. Where 
many micro-enterprises produce the same 
goods, for the same price, the problem of 
market saturation may arise. In such situations, 
micro-credit programme s alone may result in 
damage by stimulating further pric e 
competition without stimulating demand. 
Possible solutions may include finding ways to 
diversify produc t lines and improve 
infrastructure so that goods produced by local 
micro-enterprises can be more widely 
distributed. These solutions are not found 
simply through the provision of credit . 

3. Micro-credit is not the only way to create 
employment 

It is sometimes argued that micro-enterprise s 
provide only self-employment and do not 
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generate significant employment , as is the case 
with larg e companies. This argument i s valid i n 
situations where the establishment o f larg e 
companies i s feasible bu t ha s not taken place , 
whether becaus e of governmen t regulation s o r 
other reasons . However , i n the majorit y o f 
areas where micro-credi t ha s been introduced , 
there ha s never bee n any notabl e interes t fro m 
large companies (fo r various reason s includin g 
lack of infrastructure ) an d the only feasibl e 
option availabl e to the poo r i s self -
employment 

There are certainly situation s i n which larg e 
companies ca n hav e a much greate r impac t 
than micro-credi t o n unemploymen t However , 
experience suggests that u p to 40 pe r cen t o f 
micro-enterprises ma y i n fact creat e 
employment opportunitie s fo r a t leas t tw o 
people. Thus, the relativ e merit s o f micro -
enterprise versus large company investmen t 
need to b e weighed i n eac h particula r situatio n 

to ensure maximum benefi t to the loca l 
community. I t should also be borne in min d 
that, for the poor , the goa l of increase d 
productivity an d incom e i s as important a s the 
goal o f employmen t creation . This should als o 
be reflected i n the evaluation o f micro-credi t 
schemes. 

Nevertheless, not al l poo r peopl e are bor n 
entrepreneurs. No r wil l th e environment i n 
which th e poo r find themselve s necessarily  b e 
one i n which a  wide rang e of profitabl e small -
scale entrepreneurial activitie s are possible . 
Therefore micro-credi t doe s not obviate th e 
need to create wage employment, as self-
employment i s not an option fo r al l poo r 
people. Many will certainl y continu e to rel y o n 
wage employment fo r thei r livelihood . This 
suggests that government s ar e well advise d t o 
continue to inves t i n employment creatio n 
programmes alongsid e micro-credi t 
interventions. 

1.43 


	Appendix A: The CYCI Model
	Appendix B: Advocating the CYCI
	Appendix C: Selecting the Implementing Agency
	Appendix D: Legal and Financial Agreement
	Appendix E: Some Facts about Micro-credit



