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Abstract

Graduation out of chronic poverty has recently been receiving considerable attention
globally for its potential synergies with social protection, microfinance and livelihoods
development approaches to poverty reduction. This paper examines the evidence regarding
the effectiveness of graduation strategies in reducing extreme poverty, with a particular focus
on rural households. Data have been collected from archives, interviews and published
research. However, this inquiry goes beyond a literature review. We attempt to deepen our
understanding of alternative theories of change underpinning the CGAP-Ford Foundation
graduation model and investigate the enabling and disabling contextual factors that affect
the efficiency and effectiveness of graduation programmes. We use two research strategies:
(1) a quantitative analysis of country-level graduation pilot programmes, and (2) a qualitative
inquiry into the mechanisms of capability building, with a particular focus on the interaction
between household and contextual factors. Based on available evidence, we propose a new
analytical framework to support future programmatic work on graduation. We conceptualize
graduation as a learning and adaptation process of alignment between motivation, knowledge
and practice whose outcomes are highly dependent on contextual factors in general and initial
endowments in particular. We conclude that graduation could become a new dimension in
IFAD operational strategies under clearly identified conditions.



Introduction

“We do not learn from experience ...
we learn from reflecting on experience.”

John Dewey

Notwithstanding the reduction by half of global poverty since the beginning of the twenty-first
century, nearly 1.2 billion people still live on less than US$1.25 a day, of whom half a billion
live on less than US$0.75 a day (Montesquiou et al., 2014; Rosenberg, 2015).

In the host of development approaches that cater to the needs of people living in poverty,
two broad - and often disconnected - clusters emerge: on the one hand, social protection
and safety net programmes that address the destitute and extremely poor people; and on
the other, microfinance and livelihoods development programmes that cater to the needs of
the less poor segments of the population. Each of these approaches has made considerable
achievements but has also had serious limitations. Despite the real achievements of
microfinance, more than 2.5 billion people remain unbanked (World Bank, 2012). Similarly,
great progress in poverty reduction has been achieved by extending social protection and
social safety nets through cash transfers on a large scale in countries like Brazil and Mexico
(Mathers and Slater, 2014), but these programmes have also created a counterproductive
sense of entitlement and level of dependency (Samson, 2015). Livelihoods development
programmes that promote self-employment as a pathway out of poverty have had their fair
share of success but they generally target the economically active, not the extremely poor, and
have also proven difficult to replicate at scale.

To sum up with Montesquiou et al. (2014): “in isolation, all three approaches - social
protection, livelihoods development, and microfinance - have achieved successes in pursuit
of their respective objectives. In combination, however, they could be much more powerful.”
In a search for higher effectiveness, attempts to enhance each of these strategies with elements
borrowed from the other two were launched. For example, some protection programmes have
devised graduation strategies out of social protection programmes to foster self-employment.’
Similarly, in order to reach out to poorer segments of the population, microfinance institutions
have developed approaches to support individuals and groups to graduate to microfinance
that build up the savings and financial management capabilities of their prospective clients.?

1. One prominent case is BRAC’s Challenging the Frontiers of Poverty Reduction Programme, which
combines livelihoods development and life skills coaching with traditional social protection projects.

It has created growing impacts on poverty reduction in Bangladesh (Hashemi and De Montesquiou,
2011).

2. In October 2007, the NGO Swayam Krishi Sangam, the not-for-profit arm of what was then SKS
Microfinance Limited, now known as Bharat Financial Inclusion Limited, began implementing the Ultra
Poor Program, which provided highly targeted interventions along four axes — livelihoods, health and
nutrition, social development and financial literacy — in drought-prone Medak. (www.bfil.co.in/know-
sks/)



Livelihoods development programmes have also typically sought to link participating
households to markets and microfinance institutions. It is in these efforts at outreach by
social innovators beyond their respective traditional domains that graduation approaches or
models find their origins.?

Graduation programmes thus generally combine food consumption support, asset transfer
and self-employment to help deprived households lift themselves out of poverty. However, in
view of the fact that the model is rooted in three different approaches to poverty reduction,
there are several concurrent meanings to - and applications of - the concept of graduation.*
For those who design and implement social protection programmes, graduation is an
administrative process relating to the income or asset level at which a household exits a
programme (what Sabates-Wheeler and Devereux (2011) have called “threshold graduation”).
Other authors focus on what people move into, rather than only on what they move from.
So graduation is “the movement of households from a state of high vulnerability to shocks
and stresses (and usually high levels of poverty) to one of an improved income and asset
base, increased resilience to such shocks and stresses, and subsequent improved livelihood
security” (Slater et al., 2010).

Looking at graduation from the perspective of social protection, Stephen Devereux (2011)
highlighted three types of graduation: “adaptive graduation”, which is resilience-oriented
rather than threshold-oriented (i.e. households graduate when their livelihood has adapted
sufficiently to be insulated against moderate shocks); “intergenerational graduation” (once
the intergenerational transmission of poverty has been broken); and “transformative
graduation,” which harnesses the transformative potential of social protection, doing away
with structural root causes of marginalization and vulnerability (such as infrastructure,
public services, financial services, socio-political context, etc.).

The concept of “sustainable graduation” describes the framework of the CGAP-Ford
Foundation Graduation Program, which is the sustainable exit from extreme poverty, based
on a series of graduation criteria such as eating several hot meals per day, having assets
totalling a certain value, having decent housing conditions, etc. Graduation here is defined
as reaching a certain level of human, social, physical and productive assets that allows
households to become self-sufficient and build the necessary capacity to cope with shocks
without falling back into extreme poverty (Montesquiou et al., 2014).

The more recent graduation programmes’® have in common a major role for government in
funding and implementation, how this role develops in the context of a variety of challenges
and target groups® and the belief that graduation alone is insufficient to sustainably reduce
poverty at scale. Additional or complementary programmes and policies are also required.
This is well reflected in the definition of graduation, adopted by Fundacién Capital
(FUNDAK), which is based on the strengthening of the productive, financial, human and
social assets of extremely poor people (whether they benefit or not from social protection
mechanisms such as conditional cash transfer programmes). The objective is for the poor
to become self-sufficient, build the necessary capacity to cope with shocks (resilience) and
continue climbing the development ladder on their own. This might coincide in many cases,

3. The LEAP programme (Livelihood Empowerment Against Poverty) in Ghana is combining its eligibility
and targeting with the National Health Insurance programme. It integrates social insurance with cash
transfers to strengthen the benefits.

4. The following analysis has also benefited from an exchange of views with FUNDAK Director
Tatiana Rincon.

5. These approaches are sometimes also referred to as second-generation graduation approaches.

6. For example, displaced populations in post-conflict situations.



but not systematically, with the crossing of the income-based or multidimensional extreme
poverty line as defined by each government.

Since 2006, the graduation approach has attracted increasing attention. The Ford Foundation
and CGAP, most prominently, sought to establish whether the apparent success of the BRAC?
model of graduation was due to the specific sociocultural and institutional conditions of rural
Bangladesh and to the unique capacities of BRAC or whether it could be replicated elsewhere
and by a range of different organizations. Numerous impact evaluations and studies have
been published since then that address a range of questions regarding livelihood outcomes
and the effectiveness of self-employment as a pathway out of poverty. A smaller corpus of the
literature addresses the issues of behaviour change and attitude towards innovation, as well as
the impact of various contextual factors on these outcomes, not least policy, institutional and
market contexts in various countries.® Most of these studies are of a non-experimental type,’
blending qualitative with quantitative approaches, but a significant and increasing number
have been using quantitative approaches, including experimental and quasi-experimental
approaches. A few of these, conducted by prominent researchers and international academic
institutions, have been able to meet the standards of rigour that enable them to control the
main threats to internal validity'® (sample selection biases in particular). A wealth of lessons
can also be drawn from implementation experience as reported by numerous accounts
and studies.

To our knowledge, no synthesis is available that reviews systematically the literature on
graduation building on both streams of knowledge - quantitative and qualitative. This inquiry
is a first attempt at a synthesis. It specifically aims to revisit the theories of change underlying
graduation programmes in the light of lessons learned from impact evaluations. Formulating
better theories of change that understand and take into account contextual factors would
be critical for the design of policies and programmes that systematically foster synergies
and linkages between the realms of financial inclusion, social protection and livelihoods
development. Hence, this inquiry focuses on four main questions:

a. What is the theory of change underlying graduation approaches?

b. Is graduation an effective poverty reduction strategy?

c. What contextual factors influence the outcome and sustainability of the graduation

process?
d. How does the graduation process expand households’ capabilities?

7. BRAC stands for Building Resources Across Communities, formerly known as the Bangladesh Rural
Advancement Committee, which is one of the largest non-governmental development organizations
in the world. Based in Bangladesh, it has had operations in 14 countries, working on economic
development, education, public health and disaster relief for poor communities. We will talk more
about the specificity of BRAC in the discussion on behaviour change in the graduation path.

8. For a broader discussion of attitudes towards innovation, see also Hazell, 2007; Huda and
Simanowitz, 2009; Fan, 2013; Johnson, 2013.

9. For example, Johnson and other researchers conducted a longitudinal study on the impact of
the microfinance and health services in India (2014). Sengupta conducted a qualitative study on
participants’ ascent out of extreme poverty for the Bandhan’s Targeting the Hard Core Poor Program in
2013, and another qualitative study on the sustainability of the Trickle Up Ultra Poor Program in 2012.

10. For examples of experimental and quasi-experimental approaches, see Banerjee, A. et al., 2011;
Hossain, 2012; Banerijee, A. et al., 2015



Following this introduction, the paper presents the theory of change underlying the
graduation approach. We then bring evidence in support of the effectiveness of the
graduation model in terms of livelihoods development for people living in extreme poverty.
We will show that these strategies remain cost-effective despite high costs per beneficiary,
but that self-employment alone is not a long-term solution to poverty reduction. The next
section discusses in more depth the contextual factors that shape graduation outcomes. We
then propose an analytical framework for understanding how capability is developed. We
will contend here not only that graduation is about upward mobility but that it is also and
most importantly about capability building and behaviour change, without which positive
graduation outcomes are likely to be short-lived. We conclude with key learning messages for
policymakers and practitioners, with special attention to the implications for IFAD strategies.
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The model and its theory of change

In this inquiry we view development programmes or interventions as theories of change.
In Pawson’s words: “Programmes chart out a perceived course whereby wrongs might be
put to rights, deficiencies of behaviour corrected, inequalities of condition alleviated.
Programmes are thus shaped by a vision of change and they succeed or fail according to
the veracity of that vision” (2004). It is therefore necessary to articulate at least one theory
about how a given programme or approach is supposed to work before testing the theory
against available evidence. The theory of change “originates with an understanding of what
gives rise to inappropriate behaviour, or to discriminatory events, or to inequalities of social
condition and then moves to speculate on how changes may be made to these patterns”
(Pawson, 2004).

The origin of the graduation model can be traced back to the mid-1980s in Bangladesh when
BRAC, one of the largest non-governmental organizations (NGOs) in the world, and the
World Food Programme entered into a partnership to implement the Income Generation
for Vulnerable Group Development (IGVGD) programme. The programme objective was
to enable poor women to “graduate” into BRAC's mainstream microfinance programme.
The programme combined food transfers with skills training, microcredit and a mandatory
savings component to accumulate a lump sum investment amount over a period of
24 months (Matin et al., 2008; Hashemi and Umaira, 2011).

After years of innovation and experiential learning, BRAC redesigned the programme and
named it “Challenging the Frontiers of Poverty Reduction: Targeting the Ultra Poor” (CFPR/
TUP). The TUP programme was based on the premise that a strategic sequencing of inputs
and services could address the multiple constraints that weakened the ability of extremely
poor women to take advantage of economic opportunities, offered by the IGVGD programme
(Matin et al., 2008; Hashemi and Umaira, 2011).

The issue at stake — for which graduation would be a solution - has been described in a variety
of converging ways (Sabates-Wheeler et al., 2011; Sengupta, 2010; Hashemi and Montesquiou,
2011; Goldberg and Salomon, 2011). All emphasize fragile and insecure sources of income,
although the focus may be on any subset of contributing factors such as: barriers to entering
the market economy; low earning potential of extremely poor families; intergenerational
transmission of poverty; barriers to accessing financial services; and health-related problems
that are usually a major drain on household resources.

In any case, an important premise underlying the graduation theory of change is that food
insecurity causes significant stress that reduces poor people’s ability to take advantage of
opportunities and plan for the future. Severe inadequacy in food intake results also in
multigenerational transmission of extreme poverty “since child malnutrition causes serious
problems such as lower IQ, stunting, and mineral deficiencies which adversely affect the
development of both the individual and thus society” (Montesquiou et al., 2014).



How does graduation tackle the double problem of food insecurity and insecure sources
of income? In substance: by promoting self-employment as a pathway to sustainable
livelihoods, households will lift themselves out of poverty by building their productive asset
base, thus supporting sustainable income-generating activities.

The central idea is that of giving poor people a “big push” to get them out of the poverty trap
while a specific sequence of intensive actions are undertaken to enable them to graduate in
a time-bound period. The change momentum is enhanced by the synergy between the five
core elements of the strategy:

a. Consumption support, either as cash or directly as food, first helps participants and their
families stabilize their food consumption levels until they start earning income from the
productive asset they receive as part of the programme;

b. Next, mandatory savings help them manage risks, smooth consumption and boost their
resilience, thus reducing the likelihood of having to sell assets when faced with a shock;

c. Transferring an asset is meant to jump-start a sustainable economic activity. Options for
viable livelihoods are developed through market studies that analyse demand constraints,
infrastructure availability, value chains, and upstream and downstream linkages;

d. Skills training centred on managing assets and running a business is essential to proper
use of the asset and to the start of gainful economic activity. To mitigate risks, pilots
encourage households to engage in multiple livelihoods using a diversity of assets;

e. Finally, through regular monitoring and coaching, staff check if participants are on track
to reach their goals by the end of the programme and offer guidance on how to do so.
They also offer business planning advice, provide social support, promote health and
nutrition, and encourage positive attitudinal changes along the way.

As stated in the “Technical Guide to the Graduation Approach” (Montesquiou et al., 2014),
extremely poor people are beyond the reach of the Making Markets Work for the Poor
paradigm. In the case of the very poor person overwhelmed by survival-level issues such
as food security, it only makes sense that the graduation approach begins by stabilizing
consumption in the absence of generalized social protection or safety net services. Without
food security, no meaningful longer-term livelihoods strategies can be contemplated.

In sum, graduation models or strategies consist of a sequence of interventions targeting
poor or extremely poor households not reached by microfinance and conventional banking.
The sequence is designed to gradually build the capabilities and assets of poor households
to the point where they become food-secure!! and able to derive sustainable incomes from
self-employment activities.

11. Depending on the concepts of graduation in use, expanded resilience, credit-worthiness and
entrepreneurship capacity may be part of capabilities that define a successful process of graduation or
they may be the next frontier to reach.

11
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Are graduation approaches
effective”?

Assessing the effectiveness of graduation approaches required a process of standardization
of the approach itself; its replication in various contexts, as well as a rigourous measurement
protocol. All these conditions only matured with time through a process of trial and
error. In this section we first provide a quick historical overview of these attempts before
presenting the most recent and complete set of randomized control trials used to measure
the effectiveness of graduation as a poverty reduction strategy.

First attempts to establish causality between a graduation programme and observed changes
in livelihoods outcomes were not quite successful, for methodological reasons. Through
quasi-experimental designs comparing households selected into the programme with
households that failed to meet selection criteria, early impact evaluations of the CFPR-TUP
project (BRAC) demonstrated that, over a period of three years, ownership of assets, social
integration, and likelihood of holding savings and access to credit increased and food security
improved for households participating in CFPR-TUP, compared with the achievements of
non-selected households (Rabbani et al., 2006). These impacts were mostly sustained over
time, and the difference in income between participating and non-participating households
grew even larger over time (Das and Misha, 2010). These studies, however, presented
many threats to validity. In particular, the selection bias resulting from the construction
of the comparison groups (those who failed to meet the selection criteria) prevented any
robust conclusion on the attribution of observed changes to the graduation programme.
Any difference observed between the treatment and the comparison groups could be
attributable to pre-existing confounding factors (Bauchet and Morduch, 2010).

“Since 2006, CGAP and the Ford Foundation have further adapted the approach developed
by BRAC in Bangladesh with a view to test its replicability. The approach'? targets the poorest
members of a village using a Participatory Wealth Ranking. It consists of a careful sequencing
of five core elements, including: the transfer of a productive asset with consumption support,
training and coaching, in addition to savings encouragement and health or education services.
Each participant is assigned a field assistant (FA) who acts as a mentor. FAs help participants
create milestones, a plan for realizing their goals, and through this process, inculcate a sense
of entrepreneurship” (Hashemi and Montesquiou, 2011).

The various pilots allow for a degree of adaptation to local contexts with regard to the value
and type of the asset transferred, the implementing agencies and some elements of the
programme, such as the frequency of visits. Similarly, the influence of the national or local
context is manifest in the variations of the costs per beneficiary, which include the value of
the asset transfer and all other costs involved in programme implementation.

12. In the rest of this study we will identify this specific model as the CGAP graduation model, for ease
of reference.



Table 1: Graduation pilot programmes fact sheet

t

Cost per US$ (PPP) | 3591 4672 2670 1257 5150 4960
beneficiary
Value of
asset US$ (PPP) 1230 450 540 440 1040 850
transfer

Local and Local and
Type of NGO - Local NGOs | Local NGOs | international | Local MFI | Local NGOs | international

NGOs NGOs

Sample size HH 925 2606 2403 978 1299 2284
Randomized HH 458 666 800 512 660 785
sample
Visit i Week Week Week Week +/- Week 6 weeks
frequency (2 years) (2 years) (2 years) (1.5 years) (2 years) (2 years)

In order to test replicability at scale of the graduation approach, 10 pilot programmes
were launched between 2007 and 2010 in eight countries' representing a wide regional,
economic, cultural and ecological diversity. In parallel, six randomized control trials were
conducted between 2007 and 2014 in Ethiopia, Ghana, Honduras, India, Pakistan and Peru
to validate the theory of change (Banerjee et al., 2015).'* Table 1 presents a summary of these
experimental designs. Of the six pilot programmes, five were led by local or international
NGOs, while a local microfinance institution played an essential role in the pilot programme
in India.

At the household level, treatment groups were randomly selected under distinct eligibility
criteria from an overall sample pool of 10,495 households. On average, 41 per cent of the
households in the selected villages were chosen in randomization. The randomized sample
size of each experiment varies from 458 (Ethiopia) to 800 (Honduras). Households in the
treatment group were offered consumption support and asset transfer, which varies from
US$440 to US$1,230 depending on the sites. We also notice a wide variation in total costs by
beneficiary from US$5,150 (PPP) in Pakistan to US$1,257 (PPP) in India.

Numerous accounts of the performance of the various pilot programmes have been made as
they were launched, implemented and then completed. The CGAP and Microfinance Gateway
websites!® are a major source of information, as is the selected bibliography annexed to this
paper. It is neither the place nor the intent here to summarize this rich set of evaluations for
each country or pilot programme. We will focus on a comparative analysis of effectiveness
across six countries and projects.!®

13. Ethiopia, Ghana, Haiti, Honduras, India, Pakistan, Peru and Yemen.

14. For examples and discussion of the use of experimental methods in the rural and agricultural
development context, see Mukhopadhyay, 2014; Berge et al., 2011; De Mel, 2008; Torero, 2011.

15. www.microfinancegateway.org/topics/graduation-sustainable-livelihoods; www.cgap.org/

16. This analysis borrows extensively and adapts from the most recently published article by Banerjee
et al., (2015).
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Graph 1: Standardized mean treatment effect (Source: adapted from Banerjee et al., 2015)
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Graph 1 presents the standardized mean treatment effect'” of the programme for a range of
outcome indexes by endline 1 (at completion of the project) and endline 2 (one year after the
programme ended). The larger the number, the more positive and significant is the outcome
attributed to participation in the programme. The results show that graduation programmes
clearly have a positive effect along a wide range of dimensions. Arranging the indexes from
most significant to least significant (as shown in graph 1), we find that household income,®
financial inclusion! and assets-holding are the three most positive outcomes, with an
increase of 0.38 SDs, 0.367 SDs and 0.258 SDs (g-value 0.001), respectively, at endline 1.
There are also moderate improvements in per capita consumption (0.12 SDs) and food
security (0.107 SDs). On the other hand, only insignificant to small impacts on working
time,? political expression, mental health (less stress) and women’s empowerment were
observed, as the treatment groups achieved less than 0.1 SDs to the control group at the

corresponding survey round.

17. The z-scores refer to how many standard deviations a particular data point is from the mean of the
data, here of the control group mean. Each tested index (x) is normalized into z-score: z = (x-) / o,
where p is the control group mean and o is the control group standard deviation.

18. The income index is composed of revenues from livestock, income from agriculture, income from
business, income from paid work and self-perception of economic status. In principle, net income is
the difference between net revenue and cost. The study counts agricultural revenues as the sum of
crop production at observed sale price, land rents, livestock revenue, output production and non-farm
microenterprises.

19. Financial inclusion is measured by formal borrowing, informal borrowing, total amount deposited into
savings and total savings balance.

20. Increase in working time suggests people engaging in more sustainable income-generating activities,
which is also in accordance with our goal of promoting self-employment activities.



Overall, the net treatment effect appears to be closer to a real but incremental improvement
rather than the expected big push out of poverty. Most effects diminish within a year of
programme completion, while remaining still positive and significant. The two largest
declines in magnitude occur in household income and financial inclusion, about 0.15 SD
and 0.11 SD respectively, while the largest decline in proportion occurs in women’s
empowerment (-52.17 per cent).

Therefore, the programme does seem to have a real impact on the asset position of households,
per capita consumption and food security. These are considerable achievements that are
compatible with the view that a diversified sequence of interventions helps the poor overcome
both soft and hard constraints in their pathway out of poverty. However, as noted earlier, the
study does not allow us to say that the programme actually enables extremely poor people to
cross the symbolic poverty line nor does it measure the effect of the programme beyond one
year after completion. In particular, we cannot rule out the possibility of programme effects
disappearing after some time for a proportion of the participants. The sustainability of these
approaches needs to be confirmed through longer periods of observation.

There are significant cross-country disparities regarding the increase in asset value per dollar
of asset transfer calculated for the 50th percentile of income distribution (graph 2) - with
Ethiopia having the highest ratio at 85 per cent and Peru the lowest, as this latter programme
could only generate 7 per cent additional value on average from each dollar transferred.

The internal rate of return on investment varies from 6.9 per cent in Ghana to 23.4 per cent
in India (graph 3) with an average return rate of only 12.12 per cent. Generally, the pilot
programmes appear to be moderately cost-effective. While there may be potential gains
from economies of scale, further research is required based on specific country contexts and
intervention approaches to identify lower-cost alternatives.

Graph 2: Increase in asset value/transfers, 50th percentile Graph 3: Internal rate of return
(Source: adapted from Banerjee et al., 2015) (Source: adapted from Banerjee et al., 2015)
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Graph 4: Benefit/cost ratio (at discount rate of 10%) Graph 5: Total supervision cost/direct transfer cost ratio

(Source: adapted from Banerjee et al., 2015) (Source: adapted from Banerjee et al., 2015)
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Further insights into differences in economic viability are provided by the computation at
10 per cent discount rate of the cost/benefit ratio (graph 4). India with 211 per cent generates
a benefit equivalent to more than twice the total investment. Ethiopia comes next with a
ratio of 124 per cent while Ghana (63 per cent) and Peru (69 per cent) generate positive
benefits but only as a fraction of their total investment. Pakistan presents an intermediary
profile closer to 1 dollar benefit for each dollar invested. “Honduras stands as an exception to
the generally positive trend due to the high mortality rate of the asset [chicken]| transferred”
(Banerjee et al., 2015).

Disease risk (and livestock mortality) increases in the aftermath of disasters such as floods
and hurricanes. The Honduran results show an important contextual factor of risk that can
affect the success of graduation programmes, both during and after completion.

We noted earlier in this study that high upfront costs characterize the graduation approach.
Specifically, the ratio of supervision costs to asset value (direct transfer cost) appears to be
the single most important driver of cost-effectiveness. As shown in graph 5, Ghana and Peru,
with the two highest ratios of supervision cost to direct transfer cost, at 416 per cent and
307 per cent respectively, also have the two lowest cost-benefit ratios; conversely, India, which
has the lowest ratio of supervision cost to direct transfer costs, achieves the highest cost-
benefit ratio. More cost-effective methods of supervision will be needed if any replication of
the graduation programme is to occur on a significant scale.

In discussing the randomized control trial results for the pilot graduation programmes,
Banerjee et al. consider that the pattern of impacts on intermediate and downstream
outcomes accords with the theory of change as productive assets, income and revenue all
go up (2015). Recognizing that the modest size of the average effects does not fully support
the assumption that the graduation programme has unlocked a poverty trap, the authors
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proceed with a discussion of alternative explanations regarding the size and the nature of
the poverty trap in the light of available evidence from this research and others. The evidence
suggests “that the effect of the big push might be heterogeneous with those households
closer to the edge of the trap being able to exit from it, but the rest will just slowly fall back
in it” (Banerjee et al., 2015).

Regarding the nature of the poverty trap, several explanations are reviewed: “a standard
narrative says that the poor cannot afford to buy enough food to make them strong enough
to be productive” (Banerjee et al., 2015). This explanation has been discounted in recent
years as not plausible enough, based on empirical evidence. An alternative explanation
emphasizes poverty in terms of under-investment on account of inadequate access to credit
or because of risk aversion, but the supporting evidence is not strong.

Alternative explanations are thus worth exploring. As the authors put it: beyond these
standard theories of poverty traps, “there are now behavioral theories of poverty traps that
give an important role to positive expectations of the future. We do see some improvement
in the self-reported well-being of the beneficiaries, which, at endline 1, are visible at all levels
of the distribution except for the 90th percentile. ... Perhaps this program worked by making
the beneficiaries feel that they mattered, that the rest of society cared about them, that with
this initial help they now had some control over their future well-being, and therefore, the
future could be better” (Banerjee et al., 2015).

17



18

Enabling and disabling
environments

Anumber of implementation challenges complicate the objective of achieving developmental
impact, conditioning the replicability of the BRAC model of graduation at scale. We attempt
in this section to identify some of the critical contextual factors that may enable or inhibit
the effectiveness of graduation programmes as a poverty reduction strategy. Admittedly, the
purpose of randomized control trials was not to explain but to measure graduation outcomes.
Context was treated as an exogenous variable. We have therefore sought answers to the
question of the influence of contextual factors from insights found in the pilot programme
implementation reports. We have furthermore completed this information by a review of the

wider graduation literature and related qualitative research.

Institutional capacities and quality coaching

“The model entails rigorous (or ‘heavy’) forms of targeting, aiming to reach the very poorest
using community-based approaches or other mechanisms with often high direct and indirect
costs. The expensive up-front costs limit the potential of more universal approaches especially
in lower population density areas” (Samson, 2015).

The complexity of livelihoods development requires an abundance of skilled programme
implementers, stretching the government’s capacity to scale up programmes nationally and

challenging the sustainability of implementation partnerships.

In the light of the above observations, the fact that the graduation model has its origin in

the practice of BRAC takes on particular significance. The implementation systems, processes

and modus operandi that characterize the BRAC model can relatively easily be adopted by

a variety of implementing agencies and also adapted to various contexts. However, these

agencies do not necessarily share BRAC's organizational culture or have its implementation

capacity. BRAC's organizational culture and principles can be briefly characterized as follows

(Seelos and Mair, 2006):

a. An operational mode where solutions are developed by experimentation and learning;

b. An emphasis on working closely with the poorest through a close group of peers who
support and monitor each other, creating an effective means of reinforcing desired
behaviours;

c. A focus on women and a holistic development effort covering a wide range of basic
social and economic needs; and

d. Aneconomic organization that substitutes for market failures by owning and developing
whole supply value chains.

Obviously, not all organizations that implement graduation programmes have a similar
capacity to substitute for market and state failures by essentially isolating poor people from

negative contextual factors (nor is this always necessary).



Markets, policies and self-employment

Emerging results from the implementation of the pilot programmes also show that
“protecting assets and dealing with uncertainty by diversifying the range of livelihood options
is a priority for all pilots. Price fluctuations, the absence of reliable support services, and poor
infrastructure can undermine participants’ efforts to earn a decent life with their new asset”
(Hashemi and Montesquiou, 2011).

The relevance of the type of assets transferred to the context and circumstances of the
participants is paramount, in particular for income diversification, but to succeed, participants
must also have access to adequate services that support the use of the asset.

Since the programmes can generate important macro-level effects, simply scaling up a
model that is successful at the micro level may backfire (Samson, 2015). Similarly, new
self-employment activities can be particularly vulnerable to diseases, floods, cyclones and
other shocks.

Hashemi and Montesquiou assess the factors affecting graduation in the developing
countries of Africa, Latin America and Asia. Their findings indicate that absence of market
(for selling primary products and buying agricultural inputs), lack of physical infrastructure
and macroeconomic shocks are the main hampering factors of beneficiary graduation (2011).
On the other hand, diversified income source, asset ownership, improved housing and
access to credit are the enabling factors and indicators of graduation from social protection
programmes. Other sources mention participation in the labour market, remittances,
households headed by men and market access as the main enablers of graduation in Malawi
(Hayalu, 2014).

The rationale for the asset transfer is based on the assumption or rather the fact of the scarcity
of gainful employment for extremely poor people; clearly, the range of labour opportunities
available to them varies with the location and time (season). Trends in wages, public and
private investments in the local economy, as well as rural-urban migratory flows, shape
the demand for services and labour and, as a result, the opportunity structure for gainful

employment of the workforce, including extremely poor people.

These trends and market conditions are in turn shaped by the nature and coverage of public
policies and, in particular, by the extent to which they are oriented towards raising the
returns to the labour of the self-employed (Fields, 2011). Such policies include, for example:
designing products to help raise the productivity of the self-employed (frugal innovations);
adopting a positive policy stance towards the self-employed and the informal sector;
providing the poor in the agricultural sector with means of production (including improved
technologies, water infrastructure); facilitating supplemental off-farm and wage-employment
and self-employment; and making capital available to the poor.

To expand this analysis of the influence of contextual factors we look at the experience of
social protection programmes. A number of them involved designing micro components as
part of the social protection programme to expand their social benefits. However, this was
not sufficient and it became clear that social protection schemes would also need to address
macro considerations in order to have adequate developmental impacts. Sabates-Wheeler
and Devereux (2013) highlight the factors of the macroeconomic environment that may
constrain graduation components of social protection programmes or their developmental
impacts more broadly. Specifically, market conditions, scale of programme coverage, and
environmental context can have significant effects on the impacts of social protection.
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Social protection interventions that operate at the household and the community level work
best when integrated within a macro-level policy environment that strengthens developmental
impact. Policies that strengthen social protection’s natural tendency to promote livelihoods
and foster pro-poor and inclusive economic growth and development yield the greatest
impact when coordinated with a range of government interventions within a larger planning
framework. With a supportive macroeconomic climate, grants enable households to invest
in more sustaining livelihoods, as this additional income can be invested in activities that
further reduce their vulnerability and risk (Samson, 2015).

Initial endowments and geographic poverty traps

Related to the market context is the ability of households and individuals to take advantage
of this market context with a given level of assets (at both the household and the community/
local levels). The idea that an economy may exhibit endowment sensitivity has roots in the
writings of Alexander Chayanov (1925), who argued “that farm households with different
endowments of productive resources would use those resources in different proportions,
with different productivities” (quoted in Zimmerman, 2000). Theories of endowment
dependency suggest that “asset accumulation primarily depends on initial endowments,
with obvious implications for distributional outcomes” (Barham, Takasaki and Coomes,
2000). For instance, constraints in capital or insurance markets over time interact with poorer
landholders’ inability to accumulate assets, which leads to poverty traps and livelihood
vulnerability. Thus, at the household level, movements out of poverty appear to be largely
determined by initial endowments.

This conclusion appears to apply to the community level too. As Dercon (2004) puts it: “if
growth requires a certain threshold of local endowments to take off, then poorly endowed
areas may well find it hard to escape poverty.” Geographic poverty traps result from initial
community characteristics. Unlocking the growth potential of asset-poor areas or regions
is likely to be related to a variety of policy responses, such as irrigation provision or health
and education provision (and other issues to do with market failures). In geographic poverty
traps, isolated graduation programmes are unlikely to be an effective solution to poverty.

In sum, graduation programme outcomes very much depend on factors that are not under
the control of the programme, such as: initial conditions, target group response, policies,
markets, shocks, historical legacy and other contextual factors. In this light, the theory of
change stipulating that farmers will lift themselves out of poverty through self-employment,
while broadly valid, should nevertheless be qualified, as graduation outcomes also depend
on the specific contextual factors at play in each situation. Hence the need to revise the
graduation theory of change to include actions that address contextual factors, both enabling
and disabling.



The graduation path

The magnitude of the behaviour change expected from extremely poor households is
tantamount to a cultural revolution. In the relatively short timespan of 24 months, households
are expected to reduce risk aversion, learn proactively about a wide range of topics, adopt
regular savings and financial discipline behaviours, project themselves in the future by
setting goals and jump-start a new microbusiness. How are such changes expected to take
place? We noted earlier the importance of positive expectations generated by participation
in graduation programmes. In this section, we briefly review the available evidence on
behaviour change before proposing a new analytical framework for the graduation model,
thus revisiting the theory of change underpinning it.

On behaviour change

Based on randomized trial results, there are in fact indications of real attitude and behaviour
changes: participants spent more time working on productive activities, became more involved
in community life and political process, reduced child labour or changed their attitudes
towards social and health issues, for example. While some of the changes in behaviour and
attitudes such as improved consumption, self-confidence and increased participation in the
community appear to be reasonably within reach of extremely poor households, it takes a
leap of faith to consider that the rest of the required changes would equally occur for the
majority of the households in a two-year time frame.

Furthermore, given that savings are mandatory, as part of the programme strategy, to what
extent can such “improved behaviour” be considered sustainable? What do we know about
the programme participants’ understanding and interpretations of mandatory savings?
Do they genuinely buy into the rationale promoted by programme staff or do they have a
different view, and if so, which one? The answers to these questions are likely to differ from
household to household and from site to site.

As indicated earlier, randomized control trials are proving useful in establishing causality
between programme and outcomes, but they tell us little about how these results are
obtained and certainly nothing about the process by which households interpret and act
upon the activities and messages to which they are exposed as participants in a graduation
intervention.

Not much in fact is known about the mechanisms by which graduation programmes and
their components generate behaviour change and livelihoods outcomes. We find piecemeal
evidence in the literature that savings play a vital role not only for building assets but also in
building self-confidence (Hossain, 2012). There are also indications about the positive role
of being a member of self-help groups (Chanani and Huda, 2011), and about the influence
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of the organizational culture of implementing agencies. Similarly, there is evidence in the
literature that financial literacy has a proven impact on the improvement of small businesses’
outcomes. In this regard, Drexler, Fischer and Schoar (2011) also show that the rule-of-thumb
type of training is more effective than traditional principle-based accounting rules.

With regard to capacity-building, not all acquired knowledge through training necessarily
translates into a capability (i.e. the ability of an agent to use newly acquired knowledge to
achieve its own goals). Capabilities are in fact developed through practice but, in the case of
extremely poor households, acting upon new knowledge acquired can be risky, unless a safe
learning environment is created around them.

Arecentground inquiry based on IFAD's experience in Cambodia (El Harizi, 2015) in situations
that involve a comparable process of graduation shows that capabilities are developed
through a process of alignment between the motivation, knowledge and behaviour of the
individual household or the group. This alignment process requires constant adjustments as
capabilities develop. This is a fundamental aspect of self-leadership.

In any event, intentionality is essential to change. An understanding of the interpretations
of programme participants along the graduation path is integral to evaluating its outcomes.
Hence the importance of recognizing the diversity of motivations and therefore the potential
diversity of outcome patterns.

Analytical framework

Replication cannot be regarded as a ready-made solution. On the basis of the lessons learned
from this inquiry and of the author’s previous research on empowerment (El Harizi, 2006),
we propose an analytical framework to support future programmatic work on graduation.

The framework does not assume any particular sequencing in capability building but it
does list a number of critical capabilities that must be developed along the path, including:
improved consumption and cash incomes; savings and asset position; skills, information
and knowledge; as well as self-confidence and social capital. These capabilities are generated
by the behavioural response of participants to the graduation programme.

Graduation outcomes are understood as the result of the dynamic interplay of four main
factors or clusters of factors: household capabilities and characteristics; an enabling
relationship; an implementation platform; and a policy and market context that shapes the
decision-making environment of key actors in the process. The term “dynamic” refers to
changes that affect each of these factors over time as well as to the changes affecting their
linkages, whether anticipated by the graduation strategy or emerging during implementation.

Furthermore, we assume arecursive relationship over timebetween the graduation intervention
(actions) and household capabilities along the graduation path. Some capabilities are
prerequisites to the development of other capabilities. This is the case, for example, of better
health (physical capability) and better food security (livelihood capability). One literally feeds
into the other. As a result of several rounds of interaction, a third capability can emerge, such
as the capability to access better paying jobs or to simply access a job that can be physically
demanding. For children, health and nutrition directly affect their performance at school and
their long-term livelihood prospects. In the same way, the initiation of a voluntary saving
behaviour would require other capabilities to be developed first, and some basic needs to be
satisfied before the saving/investment capability can increase.



Chart 1: The graduation path: An analytical framework

Household capabilities Contextual factors
(Attitudes, asset position Community endowments,
and livelihood outcomes) shocks, policy and market

Implementation platform

Enabling relationship
(coaching) working at scale
SElelelpiielcyle adaptive management

Graduated household

¢ Resilience to moderate shocks
¢ Increased earnings

e Credit-worthiness

e Ability to run a business

Savings
Increased cash income

Improved consumption

Alignment of motivation,
knowledge and behaviour

Skills and knowledge

Social capital I Practice in a safe

learning environment

Assets

I Asset transfer
and training

4 4 4 4 4 4 4 >
t t t t t t t t >

3 6 21 24 months

The framework operates at both the micro and the meso? levels. At the micro level, household
capabilities are developed through repeated rounds of interactions between one or several
enabling organizations and the transforming households.?? We hypothesize that capabilities
are built through an ongoing process of alignment between the motivation, knowledge and
behaviour of the graduating household. Critical to its success are the individual and collective
learning abilities of the graduating households as well as the quality and effectiveness of the
enabling relationship (coaching), including its ability to create and maintain a safe learning
environment for graduating households.

At this level, the graduation path is essentially the expression of a deliberate implementation
of a predesigned strategy focusing on the enabling relationship. Hence the importance for
understanding how graduation models work, analysing not only the particular sequence
of actions that characterize alternative graduation strategies, but also the goals, structures,
systems, processes and modus operandi, and, more generally, the organizational culture and
capacities of implementing agencies.

We should not underestimate the influence of these meso-level factors on the overall
effectiveness of a graduation programme and the sustainability of its outcomes, especially
while working on large numbers of households and communities. At this level, the actual
graduation path depends on the type of interactions that exist — or are created during the
course of action - between the implementing agencies, the graduating households in the
programme and an opportunity structure represented by key contextual variables. Contextual
factors include both economic and socio-political factors. The former include factors such as
initial endowments, the range and coverage of market or public services that support farming

21. Simply defined as an intermediate level of research between the micro (household) and the macro
(sector) levels, which is the level of operational strategies for most development programmes.

22. In this IFAD-sponsored study of graduation models for rural finance, we are more particularly — albeit
not exclusively — interested in small-scale farming households.
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households, self-employment and external shocks. The latter revolve around public policies,
the interplay of stakeholders’ interests and access to social capital at the community level. It
is the interaction between these contextual factors, households” own efforts and the ability
of the graduation intervention to create a safe learning environment that ultimately enables
graduating households to increase their self-confidence and build their capability to advance
their economic status and social standing.

The same package of interventions will have different outcomes in different configurations,
each being defined by a particular combination of context, actions and behaviour changes
in response to these interventions. Effective change [i.e. whether individuals will pick up the
opportunity of improved incomes from self-employment] will specifically depend on such
contextual factors as social infrastructure, local labour markets, mobility and migration, the
presence of institutions, and market services that support the type of livelihoods activities
in which the graduating household are engaged in addition to the initial endowments
of individual households and communities. At this level, the graduation path cannot be
planned or anticipated but is better understood as an emerging strategy as the actors learn
from their practice, negotiate in pursuing their respective interests and adapt to changes in
their environment.



Conclusions and policy implications

With the rapid decrease in mass poverty worldwide, chronic poverty is the new frontier to
cross. It is a particularly resilient problem requiring a solution that involves developing an
enhanced capability to design and implement customized approaches to meet the needs and
expectations of a range of specific and dispersed groups that are relatively small in number,
including youth without qualifications, persons displaced by conflicts, ethnic minorities, etc.

What have we learned?

Graduation strategically bridges the gaps between purely social protection activities on one
side, and livelihoods, microfinance or microenterprise development work on the other.
Randomized control trials conducted by CGAP and the Ford Foundation have proven that
the original graduation model developed by BRAC in Bangladesh is adaptable and replicable
in a diversity of contexts.

Positive effects were found to be persistent one year after programme completion but
diminishing too. Asset transfer and self-employment alone are not sufficient to offer a
long-term solution to chronic poverty. In certain situations, alternative strategies such as
building the skills and fostering the employability of extremely poor people might be a better
choice than self-employment.

Asset transfers need to be accompanied by adequate capacity-building. It is not just human
capital, but physical and natural capital that may be lacking. Proper implementation of
graduation strategies is very demanding in terms of institutional capacity and quality
of coaching. This is a potential problem, particularly when it comes to scaling up these
programmes through public structures. In particular, whether a social protection system exists
and is accessible to graduation participants makes a big difference in graduation outcomes.

While the mix of activities that constitute the graduation model seems to be sufficient to
achieve some level of positive results, we cannot conclude on whether all the activities are
necessary. Questions have been raised as to the effectiveness of the costly life coaching, for
example. However, the randomized control trials did not control for this factor and more
research will be needed to identify the individual contribution of each component of the
model as well as the contribution of subsets of these components.

Admittedly, the purpose of randomized control trials was not to explain but to measure
graduation outcomes. Context was treated as an exogenous variable since they are not under
the direct control of such programmes. Initial conditions, size and nature of the poverty
trap, target group response, policies, markets, shocks, historical legacy and other contextual
factors all play a role in shaping these outcomes. Scaling up the graduation model will

25



26

require identifying lower-cost alternatives in most countries. As is already the case for the
new generation of graduation programmes, the objective is not to replicate the BRAC or
CGAP models, but to strategically build on what exists in the country, adapting the model to
its context. Hence it is important for any graduation programme to establish solid linkages
with its immediate institutional environment.

Overall, graduation programmes are indeed able to generate a positive dynamic for extremely
poor people, but the question is how to sustain and expand such momentum. Paradoxically,
the graduation strategy may prove more effective for helping those households just below the
poverty line - typically IFAD target groups - than the chronic poor.

Should graduation become a new dimension in IFAD
development practice?

There are many similarities between the IFAD type of programmes and graduation
programmes. Among the most important similarities are targeting (wealth ranking); asset
transfers (conditional or not); technical and financial training; promotion of village savings;
and work through NGOs.

There are several advantages for IFAD in stepping up its engagement with graduation
programmes. First, graduation approaches that were created for the ultra-poor are likely to
be even more effective for IFAD-type target groups. Second, graduation programmes offer
a valuable opportunity for IFAD to leverage, and adapt, its policy instruments, including
rural finance, targeting and gender, as well as innovation to support a continuing increase in
household earnings from self-employment. Most importantly, IFAD project platforms can
deliver a wide range of multistakeholder services at scale and at a relatively low cost per
beneficiary that create an enabling environment for graduation programmes. This type of
platform is very much in demand by an increasing number of developing and emerging
countries because of potential synergies and efficiency gains that could stem from linking
social protection and productive development programmes.

Nonetheless, the IFAD-funded type of project is not so well placed when it comes to
two important requirements of graduation programmes: high-quality coaching and
entrepreneurial management. To successfully engage in this type of programme, IFAD will
have to revisit its project delivery models and focus on more dynamic and entrepreneurial
solutions that rely on strong partnerships involving capable organizations of the private and
civil society sectors alongside the traditional public-sector organizations.

In these times of uncertainty and questioning about the future of the development field, it is
somewhat heartening to conclude this research with a renewed belief that development, after
all, can work, even in the most challenging situations, provided some equally demanding
conditions are met.
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