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Rosa Melgar: Victor or Victim? 

Rosa Melgar represents the quintessential success story of FINCA village banking.
 A 39-year-old widow with three dependents and two years of primary schooling, Rosa operates a modest fruit and vegetable business out of her modest 2-room cinderblock home in a squatter settlement hidden just over the lip of a ravine only five minutes walk from one of San Salvador’s busiest avenues. Now in her fourth year as a village banker, Rosa is an AA client who has borrowed and repaid ten consecutive loans from FINCA, never missing a group meeting or a weekly loan installment. Since joining the village banking program Rosa’s loans have grown from $50 to $450, while her daily net income has doubled from $3 to $6 per day and her accumulated savings, which once reached $200, still exceed $150. Rosa’s family now enjoys modest food security, rarely missing a meal. Rosa can now afford medicine to treat an arthritis condition and asserts that her children are seldom sick. The family dwelling has electricity and its cinderblock walls replace what used to be a temporary shelter built of adobe, sticks, and cardboard. Since joining the program Rosa has made several good friends, her self-respect has grown, she doesn’t shrink from expressing her opinions in public, and she has held two leadership positions within her village bank. Most impressive of all, Rosa has managed to keep all three of her school-age children in school, with her youngest (Alvaro) now in eighth grade, the middle child (Luisa) in tenth grade, and her oldest (Carlos) having graduated last year from high school. 

The average outside observer would qualify the Melgar family as a success story—

another victory in the self-help struggle to escape poverty. But Rosa’s impressive performance as a village banker and microentrepreneur actually provides a misleading impression of her family’s true situation, which in fact remains quite precarious. Despite his high school diploma, Carlos has been unable to find a formal sector job and is currently apprenticed to an auto mechanic who pays him less than half of what his near-illiterate mother earns. Luisa, having learned that a diploma doesn’t guarantee a better paying job, now looks like she will drop out of school, find a husband who will support her, and start a family. At 15-years of age, Alvaro is technically old enough to seek adult employment, so he will probably soon drop out of school and look for work. These choices threaten to neutralize an educational investment by Rosa in her children of at least $3,600 over the last four years alone.
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It gets worse. Although her current FINCA loan has reached $350, Rosa’s business reached a plateau two years ago, and so she now uses only $150 in her business while the 

balance is being spent—much like a credit card—for meeting household expenses and covering short-falls in loan installment payments. To help meet her growing credit burden Rosa has begun to draw down on her accumulated savings. Because her business is not growing, but her cost of capital is, Rosa’s net daily income from her business is now shrinking toward $5/day. While $5/day is excellent income by informal sector standards (compare with the legal minimum wage of $2/day), it still amounts to a daily per-capita income (DPCI) of only $1.25, which falls well short of the national poverty line of $2/day DPCI. This means that the Melgar household’s chances of escaping poverty—based on Rosa’s business alone—are quite slim. To do so will require one to two additional income-earners. Finally, at age 39, soon Rosa will no longer have the energy and health to conduct her business and support her children at their current levels. Given these trends, Rosa now looks more like a victim than a victor. 

Overview

The Rosa Melgar story dramatizes the need for microcredit practitioners to move beyond the superficial evidence of short-term, positive program results in order to discover the longer-term negatives—the many hidden obstacles, challenges, and mistakes hindering our client’s heroic efforts to lift their families out of poverty. In particular, this paper focuses on the serious problem of youth unemployment—now blown into a global crisis—which is not only invalidating our clients’ motivation and serious investment in educating their children but also preventing them from building the additional income sources needed to rise above the poverty line. I will first describe the 2-stage learning process FINCA went through—while conducting poverty and impact research in 17 of its 24 country programs—before it finally discovered the significance and dangers of the youth unemployment problem. Second, I will review some of the “blind spots” that I believe microcredit practitioners must correct before they can effectively re-think their current methodologies so as to produce more holistic products and services that empower the whole family’s potential, not just the female head-of-household. In the third section I present recommendations for specific “second generation”, multi-gender, financial and non-financial products that hold promise for both reversing youth unemployment while also mobilizing the energy and talents of young adults for the war against poverty and the Millennium Development Goals. I conclude the paper with a few comments about business and strategic considerations relating to the above products. 
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Research Findings: Stage 1—Documenting the Positives

Since 1997 FINCA has been attempting to develop a research capacity for reliably measuring the poverty levels of its clients and the impact of its programs on client living standards. By 2003 we finally designed what we call the FINCA Client Assessment Tool 

(FCAT). This Palm Pilot based survey instrument allows field staff or research interns to collect data on some 40 indicators in a 10-minute client interview. It measures poverty based on the respondent household’s daily per capita expenditures (DPCE). It also allows respondents to score themselves on six indicators of well-being—food security, health, housing, education, empowerment, and social capital. Thanks to FCAT in the last two years FINCA has been able to evaluate 17 of our 24 country programs at an average cost of less than $5,000 per program. Among the principle findings:

1. Poverty Levels: 40% of NEW clients surveyed were very poor (DPCE <$1/day), 27% were moderately poor (DPCE =$1-2/day), and 32% were non-poor (DPCE=$2+/day).

2. Business Income: The average client earns $120/month from her self-employment activity financed with a FINCA loan. She re-supplies her business every ten days, spending about $300/month in purchases from other local market suppliers. Multiplying this result by FINCA’s 300,000 current borrowers suggests total global

income generation of $432 million/year in client income and $1.08 billion/year in increased local market purchasing power.

3. Well-Being: Comparing current FINCA clients with non-clients we find that clients rate themselves as 15% better-off with regard to food security, 18% for healthcare, 11% for education, 18% for housing, 21% for personal empowerment, and 17% for social capital. 

4. Education: 94% of FINCA clients have all of their school-age children in school, and 57% of these children are studying at the secondary or post-secondary level. 

These findings allowed us to create a most positive profile of the average FINCA client and how village banking programs benefit them. They allowed us to tell the positive side of the Rosa Melgar story. But was it perhaps too good to be true? 
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Research Findings: Stage 2—Discovering the Negatives

Upon taking a deeper look at some of our data we discovered some less favorable trends, along with many new questions:


1. Client Age: We found the average FINCA client to be much older than we expected—39 years of age. Assuming she started bearing children in her late teens or early twenties, this client could have two or three children aged 15-24, old enough for adult employment and quite possibly already graduated from primary or secondary school. What has happened to them? How many dropped out of school before they earned a diploma? How many graduated? How many had found employment in the formal sector? How many were unemployed or employed at informal sector wage rates (under $8/day). Had the investment in their education paid off? 


2. Use of Loan: We next found that the average new client was employing 88% of her FINCA loan in her business, but the average current client was only investing 65%. In some of the poorest countries of Africa (Uganda, Zambia) and Latin America (Honduras, and Ecuador) the loan share spent on business had dropped into the 41-45% range. Further checking (still in progress) clearly suggests that the older the client the lower her business share drops. Why is this happening? Why do clients grow their business to a certain plateau level and then stop? How is the non-business use of their loans being spent? Is it possible that this is how they finance keeping their children in school. Is educating their children the highest priority, or higher than the business itself?

If so, is this strategy paying off?


3. Youth Unemployment: To get a handle on some of these questions we hired student interns to conduct a “census” of a representative sample of FINCA clients to document the education and employment status of their children. This research involved about 1,200 clients in Honduras (January 2004), Mexico (June), Guatemala (July), and El Salvador (August). What we found was quite shocking. Only 16% of our clients’ children

who complete high school find employment in the formal sector (defined as a salary of at least $8/day). The rest are either unemployed (including young mothers with babies and daughters who help without pay in their mother’s business) or employed at an informal sector rate of less than $5/day (and usually much less). So the strategy of FINCA clients educating their children so they can qualify for formal sector employment—as secretaries, teachers, bank clerks, supervisors, drivers, security guards, fast-food restaurant employees, salespersons, and even FINCA credit officers—is not succeeding for the majority of our clients.


4. Confirmation from the ILO: On August 12, 2004 the International Labor Organization (ILO) announced the release of its Global Employment Trends for Youth, 2004. This document reports that worldwide unemployment is now estimated at 186 million jobless, and that of this amount a disproportionate 47% represents young adults 
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(ages 15-24). This share has more than doubled (104%) from only a decade ago, suggesting a rapidly-growing global crisis. In the words of ILO Director-General Juan Somavia, “We are wasting an important part of the energy and talent of the most educated youth generation the world has ever had…Enlarging the chances of young people to find and keep decent work is absolutely critical to achieving the UN Millennium Development Goals.” 
  

I believe the microcredit movement has an important and strategic role to play in addressing this crisis of youth unemployment. Further, I believe that our movement’s current clients—who are predominantly the mothers of unemployed youth—will never be truly successful in lifting their families out of poverty as long as we restrict microcredit service outreach to mothers only. By ignoring their better-educated children, we deprive or undercut the family’s capacity to create additional sources of income for itself. In the concluding section of this paper I wish to explore ways in which we can create a more holistic application of microcredit products and services so that low-income families can become far more successful in escaping poverty. But first, I feel it necessary to review a few “blind spots” that appear to be preventing microcredit practitioners from considering more holistic approaches. 

Blind Spots

As the so-called “father of village banking”, founder of FINCA, and after 20 years spent developing and replicating this methodology, I believe that the microcredit movement in 

general—and FINCA village banking in particular—has developed some serious “blind spots” that urgently require correction before they eventually undermine our effectiveness 

and potential. Among these blind spots I would include the following: (1) our tendency to over-sell our effectiveness; (2) our failure to understand our clients’ true priorities (versus our own); (3) our failure to understand the diversity of our clients’ specialized needs; (4) our mono-focus on women versus other members of their families; and (5) our belief in short-term escapes from poverty. 

1. Over-Selling: Even before I had abundant research data to back up 
my assertions, I have often advertised village banking as a “poverty vaccine”, a “sure thing”. As the story of Rosa Melgar illustrates, there are many benefits of village banking and we will nearly always find them if we look hard enough. But the positive half of every story also has its counterpart, negative half. We should search even harder to 
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understand what is holding our clients back, because acknowledging these client challenges, and then designing strategies and products to address them, will greatly strengthen and quicken the success of our clients as well as our programs.


2. Whose Priority? Since the earliest days of microcredit we’ve assumed that self-employment was the perfect vehicle by which the poor might lift themselves out of poverty. But having a business and growing it are too entirely different matters. One of the least-documented realities of microcredit is how most clients, after reaching a certain plateau, (a) stop growing their business, and (b) start diverting loan proceeds to non-business uses. As the Rosa Melgar story suggests, growing the business may be our priority but the client’s may be keeping her kids in school—two very different strategies for escaping poverty. And as we will see presently, loans for schooling, coaching young adults in how to find a job, and other products or services that target and benefit a client’s children directly, rather than the client herself, may turn out to be a more effective way to accomplish our poverty-alleviation mission. 


3. Diversity of Client Needs: In my experience there is a tendency among village banking practitioners to develop standardized products and services, which would imply (falsely, in my opinion) that there are also standardized client needs. I believe client needs reflect far more diversity than similarity. Many of these needs relate to the age, health, education, and employability of other family members—for example, whether or not the client is young or old, married or is a single head of household, whether or not other adults earn income or send remittances, whether or not she has school-age children and at what levels of schooling, and whether or not she has employment-age children. I believe microcredit programs need to do a much better job of client needs assessment, client segmenting, and then develop products and services that match each segment’s risk and need profile. 


4. Gender and Other Restrictions: From its earliest years FINCA has predominantly served women clients. I believe this focus was appropriate and has served well for the last two decades. However, I also believe it is finally time to take a new look at gender and other restrictions that may be getting in the way of both client and program efforts to alleviate poverty. The core challenge for a family seeking to escape poverty is to build additional sources of income. The Rosa Melgar story shows how a single income source per family is usually insufficient to lift a family above the poverty line. So if better-educated, employment-age children are among the most logical candidates to supply these additional sources of income, I believe we should support this opportunity by systematically testing the relaxation of one-gender, one-loan, one-client-per-family restrictions that make it harder for new income-earners to be created. I believe this can be done in ways that maintain the primacy of the female head of household while reinforcing loan payment discipline, providing for adequate loan supervision, and avoiding family over-indebtedness. 
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5. Short-Term Versus Long-Term Poverty Alleviation:  In addition to over-

selling the benefits of microcredit, too many of us practitioners hold the “instant gratification” belief that a family can escape poverty in three years or less. This also reinforces a second myth that a single income-earner (the heroic mother-client) can pull this off by herself. I believe the truth lies closer to 10-20 years and requires the push-pull participation of two generations—first the parent who does the pushing (schooling for future income-generation roles) and second by the children who do the pulling (as income-generators once they have decent jobs). This push-pull model also makes for a better fit for any attempt to expand microcredit service outreach to young adults instead of just their mothers.   

Recommendations for Microcredit Services to Young Adults

1. Poverty Monitoring and Program Impact Assessment: Before a microcredit program can safely create new products and services, it is advisable to understand the baseline, context, or environment into which these changes will be introduced. In particular, it is important to know whether or not the current program is in compliance with its mission. This is documented by (a) measuring the poverty levels of its clients and (b) measuring how well the current program is impacting the well-being of its clients. For this purpose FINCA developed its Client Assessment Tool or FCAT (described above, pages 2-3), a technology which FINCA is willing to share with any and all interested microcredit institutions. For further information please contact the author.

2.  Assessing Education and Employment Status of Clients’ Children: A client poverty monitoring and impact assessment system such as FCAT will itself provide large amounts of data about clients, their families, business, income, expenditures, and standard of living—all potentially useful for the design of new products and services. But to focus specifically on the education and employment status of the children of existing clients, a specialized needs assessment is recommended. The survey format that FINCA has used consists of a simple 2-page form (available from the author) which, for a single village bank of about 20 members, can be completed by a credit officer or research intern in the space of an hour. Among other things this survey will tell you (a) How many children are in pre-school? ; (b) How many children are in elementary school, and in what grades? ; (c) How many children are in secondary school (including vocational schools), and in what grades? . (d) How many children are in post-secondary, and in what grades? ; (e) How many school-age children have already dropped out of school and at what levels? ; (f) How many employment-age children (15-24 years) are employed in formal sector jobs, including job type and salary? ; (g) How many employment-age children are employed in informal sector jobs, including job type and salary? ; and (h) How many employment age children are unemployed? 
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Such a survey will tell you to determine where the greatest school drop-out risk is located—usually grades 6 and 7—which then allows you to offer an education loan (see product 3 below) to assist families with children who are about to graduate from primary school. The survey will tell you which students are nearing graduation from high school and are thus in need of coaching (see 4 below) on where the most accessible jobs are, job interview skills, and how to prepare a resume. The survey will tell you which families have unemployed or under-employed children who might be interested in a microcredit loan (see 5 below) or a loan to study at a vocational school (see 3 below).


3. Education Loans: Considering that keeping their school-age children in school may be the highest priority of low-income mothers, any product that will help them to finance this priority is bound to be greeted enthusiastically by these clients. It is recommended that such loans be made exclusively to current clients with good repayment histories, with a loan quota of about, say, $100 per child for elementary, $200 per child for secondary or vocational, $300 for post-secondary, etc.(adjustable as per local schooling costs). It should be issued for a period of at least 10 months—which will allow the client to distribute her loan repayments into smaller and less burdensome installments. 


4. Coaching for Students Nearing Graduation from High School: Based on the results of the needs assessment (2 above), the program should identify how many students are nearing graduation, gather them together in a 1-day seminar, and provide them with coaching on the most accessible formal sector jobs, how to prepare a resume, and how to conduct oneself in a job interview. Such activities might also include the preparation of letters of recommendation on program letterhead for those students attending such coaching events. As graduates successfully become employed, the 

program should keep track of them, consult them for advice on how other young adults can best access and keep such jobs, and consult their employers for what characteristics or credentials they most seek in new-hires. Little by little it is hoped that young adults recommended by FINCA will acquire a special reputation for excellence that gives them a leg up in the competition with other job seekers. 


5. Self-Employment Loans for Young Adults: If the graduating son or daughter of a program client fails to land a formal sector job, and if his/her mother is a village banking client in good standing, it is suggested that such a young adult should be eligible for a self-employment loans to launch his/her own microenterprise. It is recommended, like normal village bank loans, that this product targeting young adults begin with a 4-month “test” amount (say $100-$150) to allow the young borrower to prove his/her credit discipline. The loan should co-signed by the borrower’s mother who already has a successful credit history with FINCA and therefore has a vested interest in making sure her child is also a successful client. Instead of incorporating this youth into his/her mother’s village bank, it would be preferable that he/she be organized in a separate solidarity group with other young adults like themself. After the successful completion of the test loan, and pending the results of any BDS training received (see below), the 
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amount of the young adult’s loan could be grown more quickly and the period of the second loan be extended to six months. As early as the third loan this client could be graduated to normal individual loan products offered by the program.


6. Business Development Services for Young Adults: FINCA has generally followed a “minimalist” path with regard to offering BDS services to its traditional low-income clients. Our argument has been that with small loans of under $300 the interest income earned (about $9-12/month) is barely enough to cover supervision costs, much less expenses incurred for business skill trainers. Furthermore, it was felt that most FINCA clients were either too uneducated or too old or their businesses too small to much benefit from BDS technical curriculums. With the case of better-educated young adults who have graduated from high school, are proven students, have youthful energy and sometimes boundless ambition, the situation changes completely. If such borrowers were to partner with their mothers, they could well become the “booster rockets” that might enable their parent’s stalled, informal micro-business to achieve lift off and attain a much higher orbit as a formal sector business. But even if the young adult “does their own thing” to create a separate business, the income levels she is likely to reach will in all likelihood be sufficient to help lift their parent(s) and younger siblings above the poverty line. Either way, these young adults have the potential energy and skills to make good use of BDS training content. 

Final Thoughts 

1. Business Considerations: The findings and recommendations presented in this paper primarily focus on ways to better-serve our clients. The suggested products are designed to address youth unemployment, to more fully utilize the human resources of client families, and to mobilize the energy and talents of young adults for the global war on poverty and for meeting the Millennium Development Goals. But aside from these more altruistic and mission-related purposes, there also exist important practical and managerial benefits that can result from more holistic, multi-gender, multi-loan microcredit methodologies—the kind of results (like greater profitability, outreach, sustainability, and competitiveness) that so appeal to MBAs and business managers. By better matching the priorities of clients, these new “second generation” products will be popular with those clients, thereby enhancing their loyalty and retention. Deepening outreach to more members of the same family will quickly raise total borrowing per household (the same effect as an increase in loan size), thus raising income earned per client and making each client household more profitable to the program. The transaction costs of lending can be expected to decline as multiple loans are packaged at the family level, providing the program with economies in new client recruitment. Each client-household will have its own built-in structure of mentoring, co-signer guarantee, and peer pressure, thus reducing supervision costs and credit risks. Multi-loans per family will reduce credit application, risk assessment, and other paperwork costs since they share a 
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common set of data that when up-dated for one loan simultaneously up-dates the others. Finally, multi-loans per family (assuming different and overlapping loan periods) will reduce client desertion because the client household will always be likely to have a pending balance on at least one of its loans—unlike today’s one-loan, 4-month pay-back schedule wherein every client reaches a zero balance three times per year and thus has three opportunities to cash-out her savings and leave the program. 

2. Strategic Synergy The above benefits mainly refer to recommended loan products, but what about the suggested opening into education and training services? I believe FINCA’s borrowers have really been right all along—i.e., giving higher priority to educating their children than growing their own businesses. Education is key. Its potential importance is certainly equal to, if not more important, than access to working capital loans. With our traditional clients (who in general are poorly schooled or near-illiterate), it has been a near-impossible challenge to train them in the business skills needed to successfully grow their businesses. But our clients’ children, in whose education their parents have invested heavily, are ideal candidates for (1) learning and applying business skills, and (2) becoming the new income earners that “pull” their families above the poverty line. The greatest strength of the strategy proposed by this paper is that it finally provides a model for moving beyond “minimalist” approaches by integrating education and microcredit in a way that specifically targets young adults. It provides education loans to help mothers keep their kids in school. It proposes to coach near-graduates in how to prepare themselves to qualify for formal sector jobs. It offers them a safety net if they fail to find those jobs—namely, loans for self-employment. It delivers business skill training (BDS) to self-employed young adults, who are in the best position to understand and apply these business tools. It even offers to conduct local labor market surveys to understand where are the most accessible formal sector jobs and who are the most interested employers.  

I believe this strategy will make better use of the energy and talents of young adults,  shrink youth unemployment, create microbusinesses that keep growing, generate new income-earners at a faster pace, and alleviate poverty more quickly than ever before. So, after two decades spent in promoting women-only loans, I throw my gauntlet at the feet of microcredit practitioners everywhere, to boldly and unilaterally declare: “village banking is no longer just for mothers!”

John Hatch

September 2004

     �  FINCA stands for the Foundation for International Community Assistance, which manages an international network of 24 village banking programs that since 1984 have served nearly one million low-income families in Latin America, Africa, Eastern Europe, and Central Asia. For more information visit FINCA’s website at � HYPERLINK "http://www.villagebanking.org" ��www.villagebanking.org�. 


     �  This estimate is based on an average cost of education of $30/month x 10 months or $300/year/child. Multiplied by four years and three children this investment reaches $3,600. On the other hand, Rosa’s gamble was well-justified. Assuming a minimum formal sector starting salary of $10/day, a single child employed in the formal sector would raise the Melgar’s daily income from $6 to $16/day, lifting the family solidly above the poverty line.  


�  John Hatch and Patrick Crompton, FINCA Client Assessment 2003, Washington D.C. (January 2004), electronic copies available online from the authors.


�  Global Employment Trends for Youth, 2004, International Labor Office, Geneva, 2004. It does not require more than a small step in deductive logic to realize that unchecked youth unemployment is incredibly dangerous to everyone on the planet. This is because it will fuel an unprecedented outburst of terrorism. The most perfect prescription for creating terrorists is to educate youth, swelling their expectations of a better life, and then to dash their hopes by closing the door to formal sector jobs. The world’s “most educated youth generation” could quickly become its most angry and violent generation. 








