USAID Letter to Management
Executive Summary

A team comprisng Richard Boulter of DFID, Henri Domme of IFAD, and Brigit Hedms and Eric
Duflos of CGAP conducted a microfinance Donor Peer Review of the United States Agency for
International Development (USAID) in Washington DC from 10 to 18 November 2003. The review
is pat of a 17-agency initiative launched by Development Minigters, heads of agencies, and CGAP
to concretely tackle aid effectiveness by usng microfinance as atest case.

The Peer Review team focused on the interna procedures, practices and processes of USAID to
identify the success factors and condrants that influence the effectiveness of the Agency's
microfinance operations.  The Microenterprise Development (MD) team from the Economic
Growth, Agriculture and Trade Bureau (EGAT) provided the peer review team with an orientation
to USAID and organized meetings with 71 people throughout the Agency. The peer review team
interviewed 21 people from the missons, mostly by phone, 20 gaff from EGAT, 12 daff from other
buresus and 18 people from extend patner organizetions. The team brifed Assgant
Adminigrator Emmy Simmons and gaff onitsinitid findings on 18 November 2003.

The team was impressed by the overdl technical capacity and experience of USAID in
microfinance and hopes tha this letter to management will enrich the internd discussons and
provide ideas on how USAID can further increase its effectiveness in this area and overdl. This
letter outlines USAID’ s strengths and challenges, and presents specific recommendations.

Based on the results of its interviews, the peer review team makes four concrete recommendations
to management to enable USAID to improve its microfinance operations.

1. Clarify vision and strategy on financial sector deepening. USAID should develop a consensus
aound an Agency-wide vison tha integraes microfinance into the financd sector,
demongrate how microfinance contributes to USAID’s larger gods and misson drategies, and
identify and act on the Agency’ s comparative advantage in microfinance.

2. Optimize USAID’s microfinance program quality. USAID should launch a joint EGAT
financid sector deepening initiative, showcase the integration of microfinance into  multi-
sectoral  dtrategic objectives, and creste “how to” notes for difficult environments. USAID
needs to sudy the effectiveness of its current umbrella contracts, integrate MD’s pilot grants
more fully in missons work, widen its choice of implementing partners, and promote the
flexible use by missons of the new microenterprise Indefinite Quantity Contract (1QC), AMAP
(Accelerating the Advancement of Microenterprise Program).

3. Prioritize the roles of the Microenterprise Development (MD) team. Once the new vison is
interndized, the MD team should focus its work aong the following priorities (1) support
missons and partners in the fidd; (2) promote USAID-wide learning and Saff training; (3)
improve relationships within and outsde of USAID; and (4) facilitate a limited number of high
priority centrally-funded programs, e.g. pilots and research.

4. Improve mutual learning and saff training. USAID should create a network on financia
sector deepening, include learning in everyone's work objectives and increase basic training for
non-microfinance specidists. MD should dso ensure thaa AMAP adds vdue, encourage
missions to include knowledge sharing by contractors in their Requests for Proposals (RFPS),
and explore linking the Microenterprise Results Reporting (MRR) system to the Microfinance
Information eXchange (MIX).
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Background

Ealy in 2002 Deveopment Minisers, heads of agencies, and CGAP launched an initigtive to
improve ad effectiveness, usng microfinance as a test case.  As a fird gep, 17 bilatera and
multilateral  development assstance agencies volunteered to participate in a series of Donor Peer
Reviews. These Peer Reviews are not evauations or detailed portfolio reviews, but rather focus on
each agency’s interna procedures, processes, practices and systems to identify success factors and
congraints to good practices in microfinance.

The dhort but intensve reviews result in concrete recommendations for each agency. The
recommendations should lead to commitments by senior management to specific changes that
improve the effectiveness of microfinance operations. It is expected that the anadyss and
recommendations may aso apply to other areas of development assistance pursued by each agency.

A Peer Review team including Richard Boulter, Head of the Financia Sector Team a Department
for Internationd Development (DFID), Henri Domme, Rurd Finance Advisor a  Interntiona
Agency For Agriculture Devdopment (IFAD), and Brigit Hems, Lead Microfinance Specidist and
Eric Duflos, Microfinance Specidist of the Consultative Group to Assigt the Poor (CGAP) visited
USAID headquarters from 10-18 November, 2003. The Microenterprise Development (MD) team
of the Economic Growth, Agriculture and Trade (EGAT) Bureau organized interviews for the peer
review team with a totd of 71 persons including 21 gaff working in missons (Armenia, Boalivig,
Caucasus, Colombia, EI Sdvador, Ghana, India, Indonesia, Kazakhstan, Mexico, Morocco, Nepd,
Peru, Philippines, Senegd, South Africa, Uganda, Zimbabwe), 20 daff from EGAT (Assdant
Adminigrator's Office, Offices of Program Andyss, Information, Communications, and Outreach;
Agriculture;, Economic  Growth; Poverty Reduction; Development Credit), 12 daff from other
bureaus and offices (Latin America and Caribbean; Europe and Eurasa, Asa and Near Eadi;
Democracy, Conflict and Humanitarian Assstance Human Resources, Program and Policy
Coordination; Globad Deveopment Alliance; Office of Procurement) and 18 people from externd
partner organizations (contractors, PVOs and networks). The reviewers dso read a comprehensive
st of documents on USAID. The team briefed Assstant Adminisraior Emmy Simmons and daff
onitsinitid findings on 18 November 2003.

Follow-up to the Peer Reviews is envisoned both a the agency-specfic levd and across dl
agencies participating in the exercise.  The review team and CGAP ae avalable to discuss the
recommendations contained in this letter in more detall and to support their implementation.  The
team’s findings for USAID will dso be combined with those from other agencies reviewed in a
gynthesis report. A synthess report dready exigts for the first eight agencies reviewed. A meeting
of Minigers and Heads of the agencies participatiing in the Peer Reviews will take place on 13
February 2004 in Paris to share experiences and reforms made as a result of the exercise and to
build on agencies compardive advantages. The meeting will be co-hosted by Mak Maloch
Brown, UNDP s Administrator, and Jean-Michel Severino, AFD’ s Director Generdl.

This letter to management outlines USAID’s drengths and challenges with respect to applying good
practices in microfinance. It then presents a number of specific recommendations for change.
Findly, a matrix summarizes the key findings and recommendetions according to five andytica
aess. The team hopes these recommendations will dso prove hdpful for enhancing USAID’s
overd| effectiveness.
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USAID at aglance

It is inaufficient to andyze USAID's dfectiveness in microfinance without underganding the
context of USAID as a whole. The peer review team has identified the following dements of this
context:

» Commitment: USAID's gaff often work in difficult conditions (both a head office and in
the fied), and are neverthdess invarigbly highly committed to devel opment.

» Professonalism: With some of the most experienced and well trained gaff in the sector,
USAID reflects a high degree of professionalism.

» Multiple goalss USAID has many gods including economic growth, trade capacity,
investment, democracy, humanitarian assstance, HIV/AIDS and nationd security, making
the vision of the Agency complex and difficult to understand for saff and outsiders.

» Political influence:  Among the 17 development agencies reviewed, USAID is the most
affected by politicd pressures.  Politicd imperatives, including those rdaed to internationd
conflicts, drive programsin places like Irag, Afghanistan, and Columbia

» Earmarking: The US Congress earmarks funds for specific geographicad areas and in
svad fidds of devdopment such as HIV/AIDS, microfinance etc. These earmarks tend to
create disbursement pressures, and leave very little discretionary budget to implement the
Agency’s drategy.

» Sove piping:  Communication among different teams, offices and bureaus remains limited,
which poses challenges for cross-sector programming and learning.

» Procurement: The complexity of procurement of services is a source of concern to many
daff interviewed. Mechaniams put in place to ded with procurement congraints may drive
programs rather than devel opment needs.

USAID trends

In addition to the above context, there are certain trends emerging within the organization that
influence its modus operandi. These trends are of mgor concern to staff and affect the way they
work.

» Downsizing: the number of dtaff, especidly technicd daff, has decreased consgtently both
a USAID/Washington and in the missons over the past decades, chadlenging program
qudity.

» Increasing program resources. The program budget continues to grow, presenting
opportunities for increased impact internationdly but dso posing difficulties to manage
larger programs with dedlining staff numbers.

» Fewer Srategic Objectives (SOs): Larger programs within fewer Strategic Objectives create
“muiti-sectorl SOs’, and could make smaler sectors such as microfinance become
invigble  This invidhility can  make programs difficult to desgn and monitor with
condgtent technica qudity.

» Generalists The current trend toward generd development officers rather than technica
specidids throughout the organization can reduce technical competency in the Agency’s
work.

» Outsourcing: The Agency increesngly uses contractors to implement and manage its
programs. Excessve outsourcing has implications for accountability of results and raises
guestions about where capacity is being built.

» Millennium Challenge Account (MCA): While the MCA represents an opportunity for the
US to maximize its influence on new or additiona funding going into development, there is
uncertainty among staff on the relationship between future USAID programs and the MCA.
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Microfinance in 2004

Microfinance is a rgpidly changing fidd. Increasngly, internationa agencies seek to understand the
place of microfinance within the financiad sector as a whole, and adopt strategies and programs that
ensure that microfinance fills identified gaps according to the context.  This might mean an
emphass on savings and insurance, rather than credit and on working with banks rather than NGOs.
Today, microfinance encompasses a diverse range of financid services (savings, credit, insurance,
remittances and transfers, etc.) provided to a wide diversty of clients (poor landless women,
retirees, urban families, rurd entrepreneurs, etc) through meny different types of inditutions
(banks, NGOs, credit unions etc). Taking a sector gpproach includes not only working at the retail
level but dso drengthening linkages between microfinance services and the formd financid sector,
financid networks, investors and policy makers.

The following anadyss and recommendations assess USAID from the perspective of its potentid to
play a leadership role in defining the future of this sector, dongsde the internationd community.
They largdly reflect the views of the 71 people interviewed as understood by the peer review team.

USAID’s Strengths

The peer review team has identified the following srengths that dl reinforce and contribute to
qudity programs and have a direct influence on the effectiveness of USAID in microfinance:

International leadership. With over 25 years of experience, USAID rightly describes itself as
a pioneer and a leader in the fidd of microfinance. USAID has largely contributed to the fied
by funding some of the mogt prominent MFIs and networks (such as BRI, Grameen replications,
ACCION, FINCA, Banco Ademi, WOCCU, etc.) and by launching research programs that have
produced sgnificant knowledge and become public goods for the internationd community (such
as MD’s three mgor projects from 1996-2002: Assessng the Impact of Microenterprise
Searvices (AIMS); the Microenterprise Best Practices program (MBP); and the MicroServe
contract).

Microfinance policy that reflects good practices. The 1995 Microenterprise Development
Policy Peper focuses on an inditutiond agpproach that builds the capacity of microfinance
inditutions to reach finandd sudanability. More than in most of the other agencies reviewed,
USAID daff seems to be aware of the Policy Paper and uses it for gidance. By goplying this
policy, USAID programs have helped many inditutions increase access to financia services for

millions of poor people.

Private sector approach. USAID can work directly with private sector through appropriate
grants and contracts. There is widespread evidence tha the private sector is more efficient a
delivering financia sarvices than governments  USAID has a comparative advantage in this
aea gnce many other donors are condrained to implement programs through government
inditutions.

Accountability for results. USAID continues to be at the forefront of measuring performance
by tracking financid and other indicators (quantitative and quditative) through the  internet-
based Microenterprise Results Reporting (MRR) system.  While the team could not verify the

accuracy of the figures presented by the MRR, this system condtitutes the most advanced donor
framework to ensure accountability for results.
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Commitment to learning. USAID offers extendve opportunities for staff, induding Foreign
Service Nationds (FSNs), to undergo technicd training. Staff often cite training such as the
Microfinance Training Program in Boulder, Colorado and EGAT-wide events in Charlottesville,
Virginia as key to ther motivation. These opportunities contribute to building the expertise of
the Agency in this technicdly intendve area of devdopment. USAID’s commitment to learning
is ds0 reflected in its knowledge generation programs in microfinance (formerly PISCES,
GEMINI, AIMS, MBP and currently AMAP), and in the recent hiring of a full time knowledge
management specidist by the MD team.

Global outreach. With over 40 missons active in microfinance, USAID makes a globd
contribution to the sector. Such a large number of offices in the fidd, combined with
decentraized management, enables USAID to better adapt its programsto loca demand.

Consistent program funding levels. On an Agency-wide bass the scde of funding for
microfinance has remaned consgent, with goproximaidy USD $100 to $110 million per
annum over the past few years. This amount is expected to increase dightly this year. USAID
is the largest bilaterdl funder in the sector. This ggnificant amount of funding gives USAID the
opportunity to make aremarkable contribution.

Strong technical capacity. At USAID, technica capecity is a particular strength at the head
office and in the missons. There are many FSNs with vauable technicd skills in microfinance,
and many of them have benefited from internationd training opportunities funded by MD and
their missons. As demondrated through other peer reviews, technica capacity of saff directly
correlates with an agency’ s effectiveness in microfinance.

Specialized and appreciated focal unit. In dl the agencies reviewed, the focd unit is
composed of a peason or a team of people responsble for providing backstopping in
microfinance.  The peer review team found a widespread view among misson daff that MD
support is wecome and of high qudity. Strong focd units play a crucd role in improving
effectiveness within their agencies.

USAID Challenges

With dl these drengths USAID remains a leading bilateral donor in microfinance. However,
cetan chdlenges pose risks for USAID’s ability to retain this leadership: the isolation of
microfinance within USAID, the potentid for declining qudity of programs and the need to refine
therole of the MD team.

| solation of microfinance within USAID:

Unclear relevance of microfinance to USAID priorities. Despite recent efforts within EGAT
to show the connection between microfinance, poverty reduction and economic growth, many
people interviewed are skeptical about the relevance of microfinance to larger USAID priorities
such as economic growth, trade capacity, competitiveness and investment. This lack of clear
aticulation of these linkages makes it difficult for dtaff to appreciate the importance of financid
sarvices for the poor.

Constraining microfinance vison and strategy. Staff often percelve microfinance as limited
to microcredit for microenterprise development. Microfinance has matured a lot since 1995,
5
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and USAID’s policy datements do not reflect the levd of progress and new emerging
opportunities in the sector. For example, microfinance has become more integrated within the
ovead| finahcid sector as illudtrated by the trend of commercid banks to move down-market,
and the growing interest of central banks and minigtries of finance in financia sector degpening.

MD stuck in the “poverty box”. MD has become a team of the Poverty Reduction office
whereas previoudy it was a separate officee.  Many saff might wrongly perceive that the MD
team’'s work congsts only in poverty reduction. They often associate microfinance only or
manly with poverty lending or socid services to survivalist entrepreneurs and not with overdl
economic growth. This view is redrictive as not al microenterprises are survivdist and the
microenterprise sector contributes a large share of overdl employment, income and GDP in
many developing countries. Furthermore, many of the poor are not entrepreneurs, but ill need
financid services for ther daly life, be it tranders, savings, insurance or credit.  While
microfinance is an effective tool for poverty reduction, it adso sgnificantly contributes to
economic growth by degpening and strengthening the financid sector.

Congressional earmarks and poverty targeting measurement requirements. Congress has
required USAID to eamak gpecific amounts of funding annudly to microenterprise
development (of which microfinance conditutes the largest sector), credting the feding that
microfinance is being “forced” on the Agency. These earmarks cause some resentment from
daff confronted with increesingly tighter discretionary budgets a8 USAID. The congressond
obligation to target 50% of its microenterprise/microfinance funding to the very poor and to
report on client poverty levels further reinforces the “poverty box” image and potentidly
conflicts with efforts to integrate microfinance more fully into the financid sector.
Furthermore, the targeting requirement adds Sgnificant operationd costs and disncentives to
launch microfinance programs.

Need for greater engagement between MD and the rest of EGAT. While the MD team has
made dgnificant progress recently by engaging with colleagues from different offices, severd
daff dill perceve tha MD is not often enough involved in joint programming or initiaives,
egpecidly in areas such as financid sector development, SME and agriculture.  This limited
sense of connectedness makes it difficult for specidigs in related sectors to fully recognize the
potential contribution of microfinance to the overdl development of the financid sector. Unless
further addressed in a proactive way, this lack of engagement could margindize microfinance
from the rest of USAID programs.

Potential for Declining Quality of Programs

Fewer and larger Strategic Objectives (SO) with more non-specialist staff in the missons
increase the likelihood of microfinance components appearing in larger multi-sectoral programs.
These components, especidly when managed by non-microfinance specidist saff, could be
particularly damaging for program qudity, since ill-desgned credit components can negatively
affect the poor and the overdl financid market.

Political pressure to commit large amounts quickly. Two factors could creste damaging
disbursement pressure: (i) the need to fit microenterprise earmarks to country programs, and
(if) foreign policy imperatives to spend, where credit appears to be a good solution to reach a lot
of people quickly, such as in Iraq and Afghanigan. Typicdly sudanable microfinance
operations require reatively smal amounts of funding over severd years raher than large lump
ums,

6
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Perceived trend of reliance on a few US contractors. Interviewees often mentioned that most
of the funding dedicated to microfinance is channded through two contractors, which could
narrow the perspectives and methodologies offered to USAID and partner countries.  This
concentration, aso noticed by the review team, could build more knowledge capacity among
contractors than in developing countries, or even in USAID.

Poverty targeting and measurement requirements. The Congressondly-mandated
obligation to use 50% of microenterprise funding for the very poor, and the burden of measuring
the actud achievement of this obligation, could subgantidly reduce missons flexibility to fund
prograns where they are most effective. More importantly, it could prevent USAID from
contributing to the broader agenda of integrating microfinance into the financid sector.
Financid sector deegpening gpproaches usudly require work with a diverse range of ingitutions
and clientele.

Unbalanced knowledge sharing. Knowledge sharing seems more concentrated in Washington
than linked to field operaions. Missons rardy share experiences with each other, which
prevents them from building stronger programs on the basis of lessons learned on the ground.

Need to refine MD team priorities.

Lack of balance of roles between centrally-managed programs, misson support, and
learning. There is a sense that MD is not providing enough support to Missons rdative to
other central work. With dedining technicd daff in the fidd, Sgnificant support to missons
from MD remains akey condition for program effectiveness.

Unclear relationship between business development services (BDS) and microfinance. The
trend of the MD team to work more in business development sarvices than in the pas, is causng
some confuson to staff and outsders. The priority of microfinance relative to BDS and the
diginction and the overlgp between the two remains fuzzy. This lack of darity reinforces the
narrow view that microfinance is limited to microcredit for entrepreneurs.

Complex budget process and regional resource allocation. Budget processes seem
particularly difficult for MD, which receives much of its core budget (approximately 80%) from
“taxation” of the regiond bureaus unlike other EGAT programs. The budget process has very
significant consequences as it can create a mismaich between the actud regiond digtribution of
USAID’s overdl microfinance funding and the dlocations from the regiona bureaus to the MD
budget. MD might be required to spend time supporting regions that contribute to their budget
and miss opportunities to support regions that do not contribute but have sgnificant
microfinance portfolios or needs.

Concerns over flexibility and costs of the new micro-enterprise Indefinite Quantity Contract
(1QC), AMAP (Accderdting the Advancement of Microenterprise Program) by missons.
AMAP, the large 1QC that has been split into three pats by the Office of Procurement
(Financid Services, Busness Development Services, and Enabling Environment) is sometimes
perceved as a difficult mechanism to use. Missons wishing to develop programs that cut
across more than one of these topics may perceive the need to issue multiple task orders. Some
missons have chosen to issue ther own RFP ingead of usng AMAP. Severd people dso
questioned the cost effectiveness of this mechaniam.
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Recommendations

Based on its analyss, the peer review team saw important opportunities for USAID D improve its
current programs and minimize the dud risks of incressed margindization of microfinance and
diminished leadership. The peer review team makes four recommendations to management, many
of which reinforce promising steps that have aready commenced.

1. Clarify vision and strategy on financial sector deepening. USAID should develop a consensus
aound an Agency-wide vison tha integrates microfinance into the financia sector,
demondrate how microfinance contributes to USAID’s larger gods and misson drategies, and
identify and act on the Agency’ s comparative advantage in microfinance.

Staff across EGAT should develop a vison that integrates microfinance into financial
sector deepening. This exercise would build on current efforts to strengthen cross-team
diaogue and a process of conaultation to produce a brief (2 page) note. The daff involved
would come from the MD team, financid sector specidists from the offices of Economic
Growth, Development Credit, and Agriculture, and regiond bueaus and would seek
feedback from the missons on the draft vison. The paper itsdf would be less important
than the process of didogue and better understanding among different teams that work on
financid sector development. The cregtion of a cross-team task force could be envisaged.
Once completed, the new vison should be reflected in sector Strategies and in an updated
verson of the 1995 Microenterprise Development Policy Paper.

Demonstrate how financial sector deepening contributes to USAID’s goals. Congdering
the current focus of USAID on economic growth, the MD team should collect information
and compile evidence on how microfinance contributes to financid sector development and
economic growth while reducing poverty. Influentid economids, including possbly World
Bank and IMF géff, could be involved in this process through brown bag lunches and other
dissemination vehicles.

Identify and act on comparative advantage in microfinance. As pat of the vison
exercise, USAID should identify its areas of comparative advantage in microfinance. Based
on the benefit of the experience in 16 other peer reviews, the team feds that USAID has
developed a dgnificant comparative advantage in a few aess. USAID has a long
experience and know-how in developing the capacity of retail-leve inditutions. It hes
adopted a commercid approach to microfinance by working directly with the private sector
and looking a the financid breskeven of an inditution as a key dement of success. USAID
has aso built up international knowledge through its research projects. Findly, in some
countries where USAID combines expertise and clout in financia sector and private sector
development, it could play asgnificant role in the policy agenda.

To creste conditions for maximizing the effectiveness of a financad sector degpening
gpproach to microfinance, USAID’s top management should work with Congress to remove
restrictive client poverty targeting requirements.

In the process of developing a vison, EGAT management should consider whether the
current structure matters, and determine whether the Microenterprise Development team
should be placed somewhere outside of the poverty reduction office.

8
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2. Optimize USAID’s microfinance program quality. USAID should launch a joint EGAT
financia sector degpening initiative, showcase the integration of microfinance into  multi-
sectoral Strategic Objectives, and create “how to” notes for difficult environments. USAID
needs to sudy the effectiveness of its current umbrella contracts, integrate MD’s pilot grants
more fully in missons work, widen its choice of implementing partners, and promote the
flexible use of AMAP by missons. The firsd set of recommendations looks a operationdizing
the vision and the second consders tailoring USAID’ s ingtruments to optimize program qudity.

Operationalizing the vision:

To ensure that the new vison becomes truly operationd, EGAT should launch a financial
sector deepening initiative. The cross-team task force could select a few countries where
there is a demand from the missons. The task force could use a range of instruments (such
as DCA, AMAP) and resources, such as the SWAT team approach proposed by the financid
sector specidigts of the Economic Growth Office (a flexible group of individua experts on
retainer).  This initigtive could typicadly combine work at the policy leve, with industry
infrastructure like credit bureaus or working with auditors, and technicd assgtance to
promisng inditutions.

Showcase integration of microfinance into multi-sectoral Strategic Objectives (SOs).
The MD team should synthesze and disseminate Success dtories where microfinance has
been implemented using good practices in the framework of some of the larger SOs, such as
rurd finance, agriculture, trade, and private market devedopment. These cases would dso
include practical tools like sample Scopes of Work. These documents would help non
microfinance speciaist daff better understand what does and does not work in the context of
their programming redlity.

Create “How to” notes for difficult environments. These notes would $ow when and
whether it is appropriate to launch microfinance initiatives in difficult environments, such as
post conflict. For example, when working in countries with high prevaence of HIV/AIDS,
the notes would give advice such as. “don’'t only target those directly affected by HIV/AIDs,
but offer financia services that meet the needs of the broader community coping with the
impact of AIDS’. Notes should be as operational as possble so that missons can readily
use them.

Tailoring instruments and mechanisms:

Study current umbrela program effectiveness. Umbrella programs enable USAID to
work a different levels of the microfinance sector by awarding funding to a contractor or a
consortium to launch a nationd microfinance indudtry-building initistive.  Together with the
missons, the MD team should identify success factors and lessons learned from umbrella
programs. Some examples of these programs exist in Uganda, Haiti, and El Salvador.

Integrate Implementation Grant Programs (IGPs) more fully in misson work. The
MD team should prioritize IGPs in those countries where missons can most benefit from
them.  Building on experiences in West Africa and dsewhere, the MD team should
sysematicdly involve misson doaff in goprasd and monitoring. MD should then

9
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demondrate how IGPs have influenced misson programs in microfinance, o0 that they
become both an ingrument for learning and for improving program qudity.

Widen choice of implementing partners. USAID should proactively seek out and work
with nonUS contractors, local contractors and networks.  This approach would enable
missons to get better vdue for money by incressng competition and diversty in the
approaches proposed.

Promote flexible use of AMAP. The MD team should help the missons understand better
how they might benefit from AMAP, refaring to dreedy successful examples and
promoting its flexibility for implementing cross cutting task orders.

3. Prioritize the roles of the Microenterprise Development (MD ) team. Once the new vison

1st.

2nd.

3rd.

4th.

is interndized, the MD team should focus its work dong the following priorities: (1) support
missons and patners in the fidd, (2) promote USAID-wide learning and deff training;
(3) improve rdationships within and outsde of USAID; and (4) faclitate a limited number of
high priority centraly funded programs, e.g. pilots and research.

MD dready undertakes all these roles. For the largest and nodt influentid bilateral donor in the
sector, the question is more about where to put the emphasis to maximize effectiveness. The
short-term priority of MD remains to complete an EGAT vison for financid sector deepening.
The long-term objective should be to support the missons, and other areas of work should feed
into this priority. To reach these objectives efficiently, USAID management should reconsder
the budget aloceation process to reduce the adminigtrative burden on MD to secure funding.

Support missons and partners. The top priority of the MD team should be to support the
work done by USAID missons. More specificdly, the MD team should further market its
technical advice to the missons to hdp them desgn their country drategies and to provide
demand-based technica advicee. From experience, involvement of technicd units in early
phases of design is key to the success of a program. The case of the field based MD expert
in West Africa should be further explored and replicated if appropriate. The PRIME
mechanism represents a cost-sharing incentive for missons that the MD team could dso
further utilize.

USAID-wide and staff learning. The MD team does a lot dready in this area. The recent
hire of a knowledge management specidis and the current training for Economic Growth
Officers including New Entry Professonds (NEPS) provide good opportunities to transmit
basc knowledge and skills to non-microfinance specidist colleagues. The peer review team
makes additiona suggestions on this topic in the fourth and last recommendation below.

Relationship management (internal and external). Reationship management consgs of
assgning daff to become point people for specific bureaus, other offices and missons. The
MD team could dso assign individuds to work on rdationships with Congress, PVOs and
other externa parties to increase mutua understanding and better promote MD’s work to the
outsde world. Interndly, the MD team should incresse its presence a in-house fora such as
sector councils.

Centrally funded programs such as IGPs and AMAP Knowledge Generation activities
(i.e. the buy-ins to support research, experimentation and tools development). To better
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focus on the firg three priorities, the MD team should decrease daff time on pilot projects
(IGPs). While research remains a key area for USAID’s technical leadership, the peer
review team sees a need for shifting the emphass toward re-packaging the information
coming from the AMAP Knowledge Generation Project to make it more attractive, user-
friendly and rlevant for USAID missons.

4. Improve mutual learning and saff training. USAID should create an internal network on
financid sector deepening, include learning in everyones TORs and increase badc training for
nortmicrofinance specidists. MD should dso ensure that dl AMAP knowledge generation
activities add vadue, encourage missons to include knowledge sharing by contractors in their
RFPs, and explore linking the MRR system to the MIX. USAID has been one of the best
donors a internationa knowledge generation, but it has not entirely succeeded in trandating this
knowledge into internal support to operations. The peer review team sees knowledge
management as away to leverage its support to the missons.

Create a network on financial sector deepening. The network would consst of nationa
and intenationd daff from missons and USAID/Washington sharing knowledge and
promoting good practices. It would enable cross-bureau, cross-regiond and cross-country
exchange of knowledge. To ensure that this network can be effective, management needs to
allocate budget resources for events and processes such as adding onto financial sector
anud medtings, holding regiond meetings on financid sector deepening, devedoping a
network webste and some intranet links. Consdering the growing role of FSNs, they
should be well represented in these networks.

Include learning in everyone's terms of reference. Managing knowledge and information
is not only the respongbility of one person or team. To become successful, knowledge
management needs to be integrated into the culture of the Agency. All daff need to share
the respongbility of exchanging information and enabling cross learning to take place.
Management shoud bring its full support to this common task.

Increase training for “intelligent consumers’. Even non-microfinance specidists need
minimum informetion to effectivdy manage ther technical patnes. USAID should build
on the exiding joint EGAT traning and deveop curricula that combine microfinance,
financid sector development, and rurd finance. Curricula should include the “How to”
notes and methods on how to link microfinance with larger Strategic Objectives (both
mentioned in the second st of recommendations). USAID should aso continue to take
advantage of the internationd courses in Boulder, Colorado, New Hampshire and others,
and identify more specidized types of training for those who have dready attended Boulder-
type traning. Training for FSNs and other misson daff would be particularly important,
consdering the decentralized nature of the Agency.

Incorporate knowledge sharing in Requests for Proposals (RFPs) from missions.
Congddering the increasing role of contractors in the adminidration and implementation of
USAID’s microfinance programs, it has become crucid to involve contractors directly in
knowledge management.  Where appropriate, contractors should aso be tasked with
coordinating with other donors in order to assst under-resourced missons. USAID daff
should more sysemdicdly apply the requirement for contractors to share learning and
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information with USAID’s head office and missons, and re-package lessons learned for
easy dissemination.

Explore linking MRR to Microfinance Information eXchange. The peer review team
recommends that USAID explores a potentid link with the Market Information eXchange.
This link could enable the Agency and other donors to leverage the benchmarking function
of the MIX, further andyze performance, and srengthen accountability and transparency for
USAID programs.
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AlID EFFECTIVESSAND MICROFINANCE MATRIX —USAID

Analysis Recommendations
1. | Strategic - Internationd leadership in microfinance Develop a vison tha integrates microfinance into
Clarity and Microfinance policy tha reflects good practice with an financia sector degpening
Organizational ingtitution-building approach Demongrale how financid  sector  deepening
Culture Private sector approach particulally  well  suited  to contributes to USAID’ s larger development goals
Supporting microfinance Work with Congress to remove redrictive
Significant political pressures  from Congress poverty targeting requirements
(earmarking) that limits ability to be Strategic
Unclear rlevance of microfinance to USAID priorities
Condraining microfinance vison and drategy redricts
microfinance to microenterprise credit
2. | Technical Strong technical cgpacity and professondism among dl Creaste a cross-team task force to eaborate
Expertise & saff Agency-wide vison and conduct joint programs
Resour ces Commitment to learning as evidenced by opportunities| -  Prioritize the roles of the MD team: (1) misson

for gaff traning and hisory of cutting-edge knowledge
generation projects

Specidized and gppreciated focd unit (MD team)

Fewer and larger Strategic Objectives with more
genedig  daff increese  likdihood of  potentidly
dameging multi-sectoral programs

Imbdance among MD roles  centraly-managed
programs, mission support, and learning

Unclear reationship between business development
sarvices (BDS) and microfinance

and partners support, (2) USAID wide learning
and gaff traning; (3) reationship management
within and outsde USAID; and (4) management
of exiging centraly funded programs eg. pilots
and research

Cregte “How to” notesfor difficult environments
Increase training for non-microfinance specidigts
0 tha they can become “intdligent consumers’
of technica information
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alysis

Recommendation

An
3. | Organizational | -
Structure  and
Flows

Accountability for results through the MRR system

Globd outreach with over 40 missons active in
microfinance

MD duck in the “poverty box”, limiting USAID’s &ility
to lead on financid sector degpening

Need for greater engagement between MD and the rest of
EGAT

Unbalanced knowledge sharing among head office and
missons

Create a network on financia sector degpening

Incdude leaning and informetion sharing in
everyone€s terms of reference  (not  just
Washington)

Congder whether the current USAID/EGAT
dructure matters in the process of developing a
financid sector degpening vision
Explore linking MRR to
Information eXchange

the Microfinance

4. | Instruments
and I ncentives

Consdently largest bilaerd progran  funding leves| -
among the agencies reviewed
Congressona  earmarks and  povety  targeting

measurement isolate and redrict USAID’s microfinance | -

initiatives

Politica pressure to commit large amounts quickly

Perceived trend of reliance on afew US contractors
Concerns over flexbility and costs of AMAP 1QC
mechanism

Complex and inefficient MD budget process and regiond
resource alocation

Showcase integration of microfinance into multi-
sector Strategic Objectives

Study current umbrella program effectiveness
Integrate | GPs more fully in misson work

Widen choice of implementing partners

Promote flexible use of AMAP

Incorporate knowledge sharing by contractors in
RFPs from missons

Reconsider onerous MD budget process

5. | Future
Microfinance
Operations

Identify and act on compadtive advantage in
microfinance

Launch a financid sector deepening inititive via
a cross-team task force
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