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not uncommon for contracting
companies to ask their bank for a letter
of credit when preparing for a tender.
The firm submits the letter of credit
with their tender proposal to show the
contracting agency that they have
financial backing. Experience shows,
however, that banks are disinclined to
provide bridge finance to contractors
when the contracting agency is a public
entity. Work contracts, as such, do not
guarantee payment, which ultimately
depends on the performance of the
contractor and the administrative
procedures of the contracting agencies. 

Leasing
Another option for contractors is to look
for a leasing arrangement. Leasing is a
common way for small and medium-
sized enterprises all over the world to
finance vehicles, machinery and
equipment. Over the last decade, the
leasing industry in developing countries
has seen a spectacular growth. 

Financial leasing is a contractual
arrangement that allows one party
(called the lessee) to use a piece of
equipment owned by the leasing
company (called the lessor) in exchange
for specified periodic payments. During
the lease period the lessor retains legal
ownership of the equipment. Most
leasing contracts will include the option
for the lessee to purchase the piece of
equipment at the end of the lease term
for a certain price. 

The great advantage of leasing for
contractors is the absence of collateral
requirements. The equipment itself will
serve as security for the transaction. If the
contractor is unable to make the periodic
payments the leasing company can
simply repossess the equipment. A leasing
arrangement can therefore be concluded
easier and faster than a bank loan. 

Experience from Uganda, Ghana,
Zambia and Sudan
The ILO has assisted in the setting up of
leasing schemes for small contractors in
Uganda, Ghana, Zambia, and recently
Sudan. In all cases, the financing of the
equipment for the contractors was
regarded as a bottleneck for the
implementation of a public works
programme. In Uganda, the Ministry of
Public Works took up the role of lessor.
Small contractors leased equipment
packages with values between 40,000
USD and 191,000 USD. Although the
set-up with the Ministry playing the
double role of contracting agency and
lessor was not considered optimal,
repayments by the contractors were
generally satisfactory. A similar scheme
was set up in Ghana, with the
involvement of a local bank as lessor.
Both schemes have been successful in
equipping the contractors and improving
their competitive position. 

In Zambia, a financial NGO was
engaged as lessor for the local
contractors working on the rehabilita-

tion and maintenance of feeder roads in
Eastern Province. While the perform-
ance of the financial NGO in this
scheme was at times below expectation,
the contractors were eager to participate
and complied with their repayment
schedules as much as possible.
Experience in these countries shows
that the contractors working on labour
intensive public works make up a
serious clientele for leasing.

ILO leasing project
The ILO Employment-Intensive Investment
Branch and the ILO Social Finance
Programme have recently started a
programme on leasing within the
framework of public works programmes.
The main objective of the programme is
to assist financial institutions in Africa
in setting up leasing schemes for small
enterprises in the construction sector.
Small contractors will be assisted to
understand the pros and cons of leasing
and learn to negotiate favourable leasing
contracts with financial institutions.
One of the outputs of the programme
will be tools and training materials on
leasing, both targeted at the financial
intermediaries and the construction
firms. Special attention will be given to
opportunities for female entrepreneurs
in Africa to expand their business
through lease finance. 
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Travelling rural roads in Peru has
long been a problem, but in 1996
a viable solution was found that

also provides sustainable jobs and
social benefits for the rural population.
Some 400 micro-enterprises were
formed, providing routine maintenance
for almost 12,000 km of rural roads
using simple tools. The enterprises are
comprised of 8 - 12 associated members,
men and women, each person attending
approximately 2.5 km. The work involves
filling potholes, cleaning drains and
culverts, repairing retaining walls, etc.

But the financial survival of these
enterprises is a big concern. The micro-

enterprise based maintenance system is
currently financed and supervised by
the Rural Roads Programme (PCR1),
which receives substantial funding
from the World Bank and the Inter
American Development Bank.
However, in order to be sustainable,
these responsibilities should be passed
to those entities which are by law
responsible for ensuring rural road
maintenance _ the municipalities.

But are the municipalities prepared
for this? The question was examined in
1998 with support of ILO Lima. The
result showed that municipalities would
only be able to fund 10 - 20% of the

maintenance costs, due to a centralised
budget and restrictive regulations
concerning recurring costs such as road
maintenance, and that the necessary
management capacity was lacking in
most municipalities. In response, the
PCR started a capacity building process
with municipalities, to enable them to
better manage road maintenance.
Additionally, the government recently
allowed municipalities greater flexibility
in using the funds, which is expected to
have a positive impact on the sustain-
ability of the micro-enterprises.
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