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SUBJECT: Ecuador - Small Enterprise Loan 

Attached for your review are the recommendations tor 
authoriza~ion of a loan in an amount not to exceed $5,100,000 
to assist in financing the costs of Borrower's program of 
financial and technical assist,ance to small enterprises. 

This loan proposal is scheduled for consideration by 
the Development Loan Staff Committee at a meeting on Friday, 
June 19, 1910. 
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SummarY and Recommendations 
Project Analysis 
ANNEXES I-XII 

Rachel C. Rogers 
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ECUAOOR - SMALL ENTERPRISE LOAN 

SUMMARY .AN D RECOM~fmIDA'I:ION8 

UNCLASSIFIED 
AID-DW/p-918 

June 15, 1910 

1. Borrower : '1~le loan '\-Ii 11 be made to the Government of Ecuador 
acting through the Ministry of Industry and Commerce of the 
Government of Ecuador. It will specify that the proceeds can 
only be Ilsed for small-scale business development. 

2. Amount of Loan: Not to exceed US$5,lOO,OOO. 

3. Total Cost of Pro,ject: In addition to the funds to be made 
available under the .AID loan, eligible participating financial 
institutions, (PFI's) to qualify for access to AID loan funds, 
will be required to earmark an amount of funds from their own 
resources for use by small business applicants. Omitting an 
estimated $400,000 of the loan proceeds planned for use in 
financing essential technical assistance programs especially 
designed to promote project success and $600,000 to be reserved 
for the Guaranty Fund, $I~, 100,000 remains for lending to PFI' s, 
'\-,hicil, added to $5,900,000 In Pli'l resources will result in a 
total of *10,000,000 in loan capital available to the project 
during its three-year initial start-up period. The Central Bank 
has been empowered also to contribute some of its o"m resources 
to the 11'1'1l3 t, Fund, and negotiations are currently under,\-,ay to 
obtain a Gpec:Lfic commitment Vlhich will be included in the loan 
agreemr:.!nt. '1'0 the extent that small business sub-borrowers will 
be requ:i.red to :invest a reasonable amount of equity capital in 
order to qualify as sub-borrowers, an additional $2.5 million 
will be invested ill small-scale enterprises supported by this 
project. 

4. Purpose of PE?J.:-ct: 'l.be project is intended to: 

f.l. prolfiot-.e developllll~nt of the small industrial sector; 

b. tah:e ndvau tEJ{(P' of opportuni ties for forward and backward 
LillImgcG In t.hr~ economy othendse lost because of small 
marl,et.s, Li.mitfl.t.:ions on entrepreneural capL'\bilities, and 
other cons Lra.:Ln Ls; and 

c. brc.eden the :i.nclustd a1 bm;e to take advan tage of, and respond 
t.o, the A110CDll Group challenge. 

UNGLASSH'U .. "1> 
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B,y thcse efforts, the subject Gcctor in turn will be able to 
contribute more significantly to the country's over-all develop­
ment. The lending, technical assistance, and cuaranty program 
herein proposed is specifically designed to induce active 
financial parti"tpation by local financial institutions in support 
of small busin'~ .. enterprises. Assuming an average loan of 
$15,000 (excluding the special activity described in the following 
paragraph},it is estL%~ted that approximate~ 650 small enterpriacs 
will obtain assistance under this project over a 3-year period, 
and that about 4,000 new job opportunities will be created. 

The Project also includes an activity which, essentially, is 
co~~unity business development. The activity is discussed in 
greater detail in Section III H oJ~ the loan paper, but in 
addit ion to serving the e;enerri.l pl1rposes of the project, it io 
essent'ially intended to encourage the growth and expansion of the 
very small type of business activities needed to accelerate 
development in the economica~ backward urban areas, princi~llly 
of Guayaqu il. 

Examples of the types of barrio enterprises Wllich might qualif,y 
par~icularly well for financing under tllis activity are liGht metal 
stampine (e.g. hinges), construction material fabrication (concre'l;e 
bloclcs and quality bricks), furniture making, and small scale . 
manufacture of school unifolms (which are required to be worn b.1 
all children). 

It is intended to set aside $250,000 for thi.s pilot Gub-project. 
If it proves out its value, as the MiGslon strongly believes 'Will 
be the case, a siGnificantly larger loan program ib r this apectlll 
purpose may (;me:cge. 

5. Baclccrcund of th~ Pro,ject: As credtt facilities in Ecu.ndor. develop~d, 
1.t beca~i1e -.Lncrcadnc1y evident that the GOE D.nd other credit 
assistance progra:n3 in support of medium .. larr;e scale induntr'l.es, 
had Gufficicntly (lC'!monst:r.atr:~d the cl'cdit-worthtnes::; of the instUut1.ons 
supportinG Dueh industr"Lcs to enuble them to Guccessfully enter 
world money markets. Small industries (which in the optni.on of the 
USAID and its consultantc are also credit-rlOX'l;hy) still had l'lttle 
access either to loans at reasonable terms or to technical assistance. 
S'i.ncc adequate credit on reasonable terms in the amounts required 
~J 13:;10.11 busincs:.:; was inadr;qllate, the small entrepreneur'~:; only 
recourGC HaG to use the i'1lci.lit'les of the cO~'1lcrcial ban1w or 
::;uppli.crs cred:i.ts. Such c)~edit Generally is for very Ghort term, 
usunll.y si.x months J and not in exeCSG of 11. year. The costi of such 
funds, inclltcUnG 'i.nterest and ()thcr fecs, ronges "tn the nci.r;hllorhood 
of JG··lb~ per annum. 

UNC Ll\SS IF DID 
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6. Project DcGcription: The project contemplo.tes the entabl'loh­
ment of a special fund in the Trv.st Department of the Central 
Ba.nk of Ecuod or which can be used by qualified locnl participating 
financial inst'ltutions (PFI's), including co:n!llercial banlcs, to 
supplement their own resources in making loans to small 
entrepreneurs, ,.,ho, in the past, have not been regular clients of 
such inditutions. 

A portion of the AID loan will be set aside in the Trust Fund 
to enter into guaranty arrangements ~7ith the PFI's to induce 
a greater degree of PFI participation than would otherwise be 
possible. To the extent that the Trust Fund assumes risks of 
losses under the Guaranty pr~~~m, it will be responsible for 
risk annl¥sis and rislc management. The USADJ is currentl¥ 
negotiating ,\-lith the Central Bank to obtain a com!llitment of ita 
own resources to this proeram. Hopefully the co~~itment will 
permit the use of such resources to cover the costs of adlllinister-ing 
the Trust Fund operations. If Central Bank agreement is not 
obtainnble, the cost of marmging the Trust Fund will be borne 
from an over-ride of interest charges to the PFI borrowers of up 
to one percent and from the guaranty fee to be charged. 

About $150,000 of the AID loan proceeds will be used by the Trust 
Fund to finnnce the services of CENDES and other qualified 
firms and indiViduals to assist small scale borrowers in evaluating 
their projects, in preparing loan applications to the PFI's, in 
negoti.atlne for the loan and in providtne; technical, management., 
markctine and other approprinte assistance to sub-borrowers as 
neceSGary. The fee charged the sub-barrm/ers for these services 
will be cap'lt:J.lized by ,the WI's to relieve sub .. borrowers of the 
full 'burden at a point in time of their operation when it is 
mO!,j't; diff'icult to bear. Payments to the Pli'I's would create a 
revolvinG fund mech~nism for fin~ncing future technical assistance. 
neGponsibility for decidinG what types of assistance a sub­
bCl'rcmer requires ,-rill rest primarily with the PFI Lender. 
Vlethods prapoGec1. for [l.G::;ur'i.nl~ that the Lender will d:Lscharc;e thin 
responsibH'lty nrc t1i~;cuGGed elsewhcI'c in this paper. 

Because the exif~tlnG PFI's de not nm., assume the types of rislcG 
contemp1;:lted under thiG progrU!u and the program is designcd to 
encourD.ce such risl( asr.H.uuption, it is uaticipated that the WI' a 
will require technical Ii!.iG-Lstn.nce tl"a ining and orientation to 
ac:;i.nt them 1.n gcar'lng up to the Gpecia.l type of lendi.ng operat'lolls 
planned by this loan. 

unCLASSDi'IED 
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7. Altcrra te Sources of Financing: Ex-lm Bank, the lIm and the 
\'lorld Bank ha.ve all expressed non-intercst in financing this 
project. Local and foreign private credit institutions a.re not 
likely to provide the concesaionlll terms requtred. 

8. ~ntry Team Vie~: The country team considers the economic and 
social benefits estimated to 1.'101., from the project to be 
substant:l.nl, and endorses it. Of particular interest is the 
contribution the project can make to political develorment by 
expanding the base of the private sector so that its influence 
on public policy can be maximized to the benefit of the. 
industrial labor force, trade, and commerce. 

9. StatutoEY_ Criteria: All statutory cr"iteria have been met. 
1See EY~ibit A for detailG). 

10. Issues: None 

11. ReCO:l1.11Cnda.t'ian: Author'lzation of a loan to the Ministr'J of 
Industry and Commerce of the Govermnent of Ecuadol' for an 
a'llount not to exceed five million one hundred thousand dollars 
($5,100,000) to capitalize the proposed Trust Fund at tIle Central 
Bank. TermG of the loan '\-muld be the most lfteral pelmitted by 
the FAA, i.e., l~O years, 10 year grace period ,nth interest 
at 2% durj.ng the grace period and 3rp thereafter. The Tl"uGt Fund 
'fill releno. the AID loan proceeds to the PFI's at rates and terms 
cotn.'llensurnte 'Ynth the risks assumed by the WI's. 

A. COl1cUtions Precedent to Disbm'sement -----
J.) Prior to the first disbursement, the Trust Fund shall 

GllO!u'i.t 't.o j\ID evidence that it is le(,rally empowered to 
~::lkc 10')n8 undf:r the tenns and to the types of cl'lents 
c:n-..-lr.>aCc,J by the ?ro~ram. 

2) Prj.or to c:o:;):nitt'inG 01' dtsburoin15 funds the Trust li'und 
Gh~ll rm'b:nit 1'(11' AIT> ',n'Htcn approval: 

a) A detai.lcd ad'. ;.:riGtrat'ivc and policy Ilk'l,nuJ.l !Jetting 
i'n:ctil all r'l":'1~ ' .. ;:Icn'~ lcnc1i.n15 po:ic1.cs, procedures and 
cri.tcl"ia to bc applied in llUlking the Trust Fund re .. 
sourceG nv,riJ.;;,ble to p[i'I'c for relendi.n15i and 

b) Evidcnr~c ·l,l;.Jt :i t ;l<I.~) o.vnD.ablc adequate st.aff and 
nth!.'}' p<:l'Gonncl ncccGGarJ to aSGure an c:i'fectivc 
ned c,fJ.'i.ciNtl. operatIon of the F14ntl' s activ'lti~G, 
pi"l.rVLe1J ]I' .. t]y 1;ho[:r~ of a GlW.ro.nty nature. 

UHCIASS TI'IED 
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B. Covenants 

1) 

2) 

4) 

The Borrower through the Trust Fund will prohibit the 
use of the AID loan for refinancing sub-borrower debts. 

Three months prior to the end of the first and second 
year of operations, the Trust Fund shall prepare and 
discuss with USAID and in consultation with PFI's 
the experienc~and results of operations to date and 
reach agreement on any changes in policies, directions 
or other pertinent matters required to assure fulfill­
ment of the goals of the project. 

The Trust Fund will maintain appropriate segregated 
accounts for the loanable funds, the Guarantee Fund, 
and the Technical Assistance Fund, and shall report 
to AID as specified in pertinent Implementation Letters. 

In all Trust Fund operations, financing will not be 
permitted in situations in which less than 20% of sub­
loan funding is provided from PFI's own resources, nor 
in which less than 20% of risk of loss is borne by the 
PFI. 

12. Project ConTIni ttee: 

Carl A. Bischoff, J·r., Chairman, Capital Resources Development 
Officer 

Charles S. Blankstein, Assistant Director for Economic Development 
Clarence Zuvekas .• Mission Economist 
Richard .J. Greene, Assistant Director for Social Development 
Ed'Hard Felder, Capital Development· Advisor (AID/W) 
Bruce Berry, Financial &1alyst . 
George K. Fitch, Industry Officer 
~JS.rio A. Gomez de -la Torre, Counsel 

UNCI.ASSH"'IED 



-

-6- UNCIASSIFIED 

SECTION I - BORROvTER AND BACKGROUND 

, A. The Borro't-Ter and the Execut i.ng Ae;encz 

1. The Borrower is the Ministr,y of Industries and Commerce ot the 
Government of Ecuador. The functions and operation ot the 
Ministry are summarized in Appendix III. However, tor 
convenience hereinafter, the Trust Fund of the Central Bank 
is referred to.as the Borrower. 

2. The Executing Agency will be the Trust FUnd established within 
the Trust Department of the Central Bank of EcuEl.dor. 

B. Scope and Authority of the Borrower 

The Central Bank of Ecuador was established as a semi-public insti­
tution in 1927. It was organized with the assistance of one of the 
Kemmerer missions lo,hich provided monetary, fiscal, and 'banking 
advice to a number of Latin American countries between 1923 and 
1931. The stock of the Bank was initi.ally owned by the country's 
commercial banlts and by the general public, with partici"pation 
of the"fonner being mandatory. In addition to its note-iGsue and 
fiscal-agent funct ions, "the Bank lolaS also empowered to regulate the 
cost and a~ount of credit and to act as lender of last resort. 1/ . 

The first reoreaniza.tion of the Bank, carried out by ECuadorean 
experts, occurred in 1937, 

'in order to brOaden its field of operations and clarify 
the scope of its activi.ties. The Eanlt'S capital was in­
creased, and savings and mortgage banks were a~~itted as 
Gtockholders. The Council of Adm~nistration was enlarged 
to i.nclude representatives from agriculture, commerce, and 
industry, and uar. given greater freedom of action in the 
granting of rediscounts and advances. At the Game time, 
a l"L~itat'lon 'Has placed on the Banlt's operations with the 
public, reflcct..i ng the grOl-1ing importance of its respon­
sibilities in the formulD.tion of monetar,y policy'. :?J 

A second reor/2;anization of the Bank occurred in 19118, with the. 
assintance of economists from the U.S. Federal Reoerve System 
and the Federal Reserve Bank of New York, 

'A new cmrtcl" provided for the creation of a Monetary 
Board vrhich asswned the powerG and functions of the 

YFl"anl'\. Tom[tSl1a, Central B:~~}lc;:1-.!lli .:!!! JJCl.ti!:! America (Mey.ic~: Centro de 
EstudioG Monetarios IatinoarJcricanos, 1965), pp. 41-43. 

g/ ~., p. 41. 
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Administrative ~·d with respect to monetary, credit, 
and exchange policies. In this new Board there was 
provided broader representation from Congress, the economic 
and development ministries, the National Economic Council, 
and the National \Oleli'are Institute, and the econanic and 
banking interests of the coastal an~ the mountainous parts 
of the country. The capital, which had been former~ 
shared by the government, the commercial banks, and others, 
was concentrated in two groups, government and domestic 
banks'. J/ 

Changes of a less fundamental nature have occurred since 19h8. 
At present, 93 percent of the subscribed capital of-~hp. Bank 
is owned by private banks. The membership of the 9-man Monetary 
Board is now composed of the following: 

Minister of Finance 
Minister of Agriculture 
N'"lnistcr of Industry and Commerce 
Representat"lve of the National Legislature 
Representative of the Private Banks of the Coast 
RepreGentative of the Private Banks of the Sierra 
Representative of the Chambers of Agriculture 
Representative of the Cha~bers of Commerce 
RepreGentative of the Cha~bers of Industry. 

In addition to "its normal central banlc-Lng operations, the Central 
Banl~ cngu(:;cs in direct lending operations with the general public. 
Most of this lending is for the financing of future export 
operations, usually with a commercial bank guaranty. Direct lending 
for industrial activities is also done. Banking operations are 
conducted through the main office in Quito and throuC;h branches in 
eleven other cities. 

The authori.ty of the Central Bank to undertalce and discharGe the 
function[; and rcspotlGib1.Hties contemplat.ed hereunder for the Truot 
Fund is "r.id.ng cx..'1.~ined and any actions required will be a condition 
precedent to any d"tGbursement under the loan. A substantial~ 
sinl"i.JJU· op8ro.tion under the Land Sale Guaranty Agreement ha.s bE)en 
approved. 

'.l'hc 'llruGt FUnd Department is "in the process of being orGanized 

r--ll)idl.~·p: ii9:-
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and staffed. It will manaee II variety of trust funds such as· 
the one proposed herein: the 1n.nd sale euaranty fund, the uGri­
cultural diverG·ificution fund, and others later to be assiGned. 
So far, only the head of the Fund has been ~elected. The eminent 
qualifications of this man (See Annex IV) in investment banking 
represent the best assurance that he will insist on the selection 
of the best available qualified supporting experts to direct 
Trust Fund operations. He present~ contemplates the employment 
of a hieh~ qualified ilmividual to assist him in managinB the 
small industry investment portfolio of the Trust Fund. The small 
industry division chief in turn will be assisted by an appropriate 
staff of loan and guarantee officers and clerical personnel. 
In the final analysis the best hope of efficient management of 
the Trust Fund res-ts in the confidence the USAID has that the 
Central Bunk is a well-managed operation. 

D. Experis-nce of the BOrrO'l-Ter in DeveloE:'Tlcnt ActiVitics 

The Central funk and Monetary Board have trnditionlllly follo'l-Ted 
a conservative monetllry policy, which in lnrge measur~ has been 
respons-tble for the relatively stable internal and external 
value of the sucre. On the other hand, monetary policy haG 
sometL'TlCS been too restrictive, thus holding down the rate of 
economic grovrth. In the 1.0::> t fe~f years I how'ever I the Bunk has 
become less interested in stabilizntion for its own sake and 
more interested in develop~nent. One example of this interest 
is the S!2.70 (approximately $13.5) million credit that it made 
aVil:ilnblc to the DNF in 19(9 to help finance llgl'icultural 
d1.verGii'icati.on in marginal banana zones over a three-year period. 
A $l! million Horld B:ln1s: Livestock Loan is currently administered 
by the Central B::tnJs:. Another expression of the Bank's interest in 
develo!'w~nt 'b the recent approval by the M)netnl"Y Board of the 
Trust Fund to acblin'i.sGcr the J!ID Land Sale t~uarant.Y Loan approved 
in earJ.vr 1o'Y J.970. ~rjle 'rrll:,t Fuml is also expncted. ~;o administer 
the Ilrecent 108.11 ao well a~j other development lcanG. 

'l'he r,entTuJ. B.'3.nlc in olle of the ctronaest financ'ial inntitutioi"s 
in EcuDdor, U not the dl'onccst. It hac. been relnti.vcly free 
of po 1 'it ieal p:cec;:;urer. frO:ll the central goverl1."llent, and "indeed 
b;~G e;ccr'i,(},l a !ilc,deJ.'at inC; "i.n.[,J.uC:t1ce on government fiscal policy. 
D8:~ptte the f'ac·.· that the D1J..!.;joTity of its members nre from 
the pri.vtl.tc sector, the l>1ol1etury Board has tended to nct responsibly, 
thOUGh so;ncf;"Lmes beJ.at(~dly, during monetary and foreign-exchanr;e 
crlG~s. ':h1:3 is in ro.rt due to the fact that the privo:te-sector 
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interest groups represented on the Board are affected 
differently by proposed policy changea. The Bank has--
a good core of professional staff personnel, and turn­
over is fairly low because of a relatively high 
salary schedule. 

Thus, while the Central Bank has not yet had any 
experience 1/Uh the Trust ]\md mechanism, it has had 
some experience in the last few years with development 
programs. This experience will help serve as a base 
for the opelutiona of the Trust Fund •. 

UNCLASSITIED 
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SECTION II - THE PROJECT 

A. History and BackEjround 

The GOE's special interest in providing supporting nssistance 
to artisans and smnll industries dates back to the establish­
ment of the Servicio Cooperativo Interamericano de Artes Manua­
les in 1954. Subsequent~"with the reorganization ot the 
Development Credit System in 1964 into the Banco Nacional de 
Fomento, credit from a public institution was made available 
to artisans and smll industries to attain the goals set forth 
in the overall economic development program (1964-73). To 
accomplish this mission the BNF organized itself into two 
divisions: Barucing Credit and Supervised Credit. 

The first AID loa~for industrial development was made to the 
Comision de Valores on July 20" 1962. It extended a $5,000,000 
loan for industrial credits" of which $350,000 was designated 
for loans to artisans and s:nall industrialists. A number of 
different technical assistance projects financed b,y AID also 
contributed substantial support to expanding the base of industr,y 
in Ecuador. Additionally,AID's $3,000,000 loan in Januar,y 1966 
vms an important contribution to the establishment of COFIEC" 
Ecuador's first private development bank. 

Thus it is clear that AID's interest in the industrial growth 
of the ecorumy of Ecuador has been of sustaining nature over 
a pcriod of more than e~ ght years. However, while AID financed 
projects, not only in the industrial sector but also in Agri­
culture, have emphasized assistance to artisans and medium and 
larecr producers, lj~tle has been done to aid the small entre­
preneur. 

Hhen numerous AID-financed stUdies pointed up the opportunities 
for increasi.ng the gross nat ional product, opening up new jobs, 
and incl'eur."inc; incomes 1.;1 the s!l1Q.ll industr,y area of the private 
sector, an ana.l:/~;is was made to identify the major barriers to 
realizinG thece potentials. Thc results emplmtically indicated 
the prinnry needs to be a Gubstantial expannion of credit at 
reasonable terms and the up-Bmd"lng and modernization of productive 
and ma.nagement capability of the small entrepreneur. 

The sec;Iuent of industr'J to be assisted under this proposa.l, 
dcserilJcd aD "smf.l.J.l enterprise"" is made up of those productive 
establishmentn (many are sole proprietorships) which have assets 
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valued at up to $50,000, employine; 5 to 50 persons, requiring 
loon:, of up to ~j25,000, and not having acce::w to crcclit 
assistance at reasolmble terms. Because the clientele demand 
among this croup is considered In.re;cr th'ln the re::;ources to be 
nnde available through this project, it is reasonable to predict 
that most applicants for loans Hill be thope already engac;ed in 
bUsiness and desirous of modernizing, expanding, or diversifying 
their activities. In other words, it is unlikely that many 
applicants Hishing to start up neH business will be accomodated, 
(other than in the co~~unity business activity), particularly· 
since the implementation scheme for the loan contemplates sub­
lending by Pli'I's wlhich will be required to participate in the 
financine by assuming n portion of the risks. 

Prior and subsequent to submission and approval of the IRR, 
continuing discussions have been held with key officers of the 
PFI's writh a viewl to assessing their individual and collective 
interests in the proposed program, the deGree of participatory 
interest existine;, and the ternlG under which Guch participation 
miGht be forthcomil1G. Given the hiGhly competitive nature of 
the banldne; and investmr::nt field, substantial aGreement was found 
that WI po.rt icipatJL.on \ia:~ most likely to occur if all of the 
institutions had 0. commor. fund offerine; concessionary financing 
wlhieh they could al-proo.ch "'hen seekinG to partiei.pate in 
financinG activities not normally of i.ntereat to them. It 
beCD..'11C ouvious also that the fund manaGement 1.fOuld have to be in 
the hands of an orcanization with inteGrity and a reputation 
of non-discrbin3.tion. The establishment of a Truat Fund at 
the Central fun1~ appeared the best anSller. 

Hhilc the Gl1ccii'ic poltcies and procedures to be used for the 
Trust Pund have not yet been formulated, there is mutual 
aGrce!n'~nt bct'.:cen the Central funk, the USAID, and the WI's 
that :nnxi:m.l.!:1 l'l,.:!xibility of operations should be an objective 
until an experience base is established. 

Country 'l'cG.:.l Views _k. _ 

The Coun"~l'y 'rc.a~ consider:::. thio project fully consistent with 
U.S. objecti.ves in Ecuador and recommends autmrization of the ' 
proposed loan. 

UNCLASSIFIED 
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c. ~r.!!,Q.t1w Sources or F1nanc1.ncs 

The Ex-L'll-Bo.nk" !BRD and IDB have all expressed no interest in 
financing this project. Other external sources of financing 
are not likely to make financing available at a cost which will 
permit the satisfaction 01' the objectives of the project. 
Country contributions are expected to be substantial in the torm 
01' PFI participation with their own resources as well as the 
resources to be committed as equity by sub-borrowers. The GOE 
is presently undergoi.ng a fiscal crisis and is incapable of 
committing any resources to this project. Every effort will be 
made durinB loan negotiation to seek the involvement 01' Central 
Bank resources as a supplement to the financial plan nov 
envisioned. Prospects of obtaining such involvement are 
promising at this ttme. 

UNCLASSIFmD 
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SECTION III - PROJECT ANALYSIS 

A. Relationship to, Existing Credit Sources 

The proposed pro.ject is o.:!signed to induce the participation of 
various in-country credi~ sources. For that matter, external 
credit, public or private, bilateral or international, hopefully 
will seek participation in the program by offering lines of 
credit or loans to the Trust Fund once the usefulness and sol­
vency of the Fund mechanism have been demonstrated. This even­
tuality will open up new financial markets in support of small 
industry development and expansion. In other words, the Trust 
Fund mechanism will operate with sufficient flexibility to pcrmit 
it to pioneer the development of a diversified capital market 
capable of mobilizing credit for small business. 

B. Present Central Bank Credit Programs 

Annex IV contains the Central Bank's Comparative Balance Sheet 
and Income to~ether with pertinent general conunents regarding 
the Bank's credit and other operations. 

c. Descriptions of Other Credit Programs 

See Annexes V, VI, VII, and VIII. 

D. Characteristics Dnd Goals of the Project 

By ,'lorldne II t the upper level of the small ind ustry ~ector, a 
sector virtually excluded heretofore from development lending 
and tcchnic<ll assistance, this program can, in its initial 
yearc, select the best projects from this large area of produc­
tion. j~uch of the proposed activity l'fill be uith existing 
industl'ic::; "I'lllich arc decapUalized or need to modernize their 
equipment; thus modest in~jections of capital can produce rapid 
result" ':"1 stimulntinc; nel" production and employment and in­
creaGcd usc 01' 10ClJl rUVl materials. Similar pror;rams in other 
LuG::; have shc)','Ill Ili.r::l!c:r returns per lorJn dollar than any other 
liID act1vity,:i.e. J nnnunl incrcn:::;ed production of one to two times 
the value of the: 103mi J and ne,,,, employment at a cost of *2,000 
per .job. Other henefits include developing rural industry, thus 
hr!lpillg to reduce migration to the urban centers; providing new 
r';rl<;:cts for aGricultural products; benefiting medium- and large­
~3c~J.e industry through provison of a stable supply of intermediary 
products; nnd rlruving 11 larf?;cr share of the population into the 
process of eCQflo;;;ic develop:;lent. Loan::, are non-inflationary, 

UNCLASSIFIED 
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as they result in rapid production of goods. 

Repayments of loans, most of which "rill be short- and medium­
term, will be use'd for the establishment of a revolving fund 
to provide continued assistance after the initial seed capital 
has been introduced. Similarly, the loan seeks to provide long­
term benefits by permanently strengthening the ability of finan­
cial institutions and technical assistance organizations to deal 
with the small-industry sector. 

Ba,sically the proposed program is il'l,tenlled to combine technical 
as.c;istance 1',i th appropriate credj~ facilities to make possible 
for small cnterpreneurs the procurcm~nt of needed capital goods 
to replace outworn or inefficient equipment or to establish, 
exp:l"J or improve production,and to Up-t7ude or modernize pro­
duction methods, management, and marketing. It should be 
pointed out here that while the proposed' project was developed 
as a major thrunt to improve and expand small productive indus­
trial enterprise.s, it is not contempla.ted to exclude essential 
service, and other types of business enterprises when they are 
important parts of improving and strengthenine; the performance 
of small producers; e. g., transport, storage, etc. 

For the first time, it may be possible for small enterprise to 
have access to ll. capital market where they may obtain as a part 
of a sin~le paclwc;e short-, medium-, and lone-term loans to 
finance fixed a.s:.:;ct acquisitions, raw material purchases, and 
inventories of finiGhcd products, as well rs specialized tech­
nical and manae;ement consulting services tailored to their 
particular nc:!ecis. Since sub-borrower acceptance of necessary 
tcclmicnl aSGistar,cc will be a condition 0:( granting the loan 
in all C:l:3C3 Fljerc the ppr has recourse to the Guaranty Fund, 
the program offers prospects of considerably strengthening 
the capability of the Dlnall industry community. vlhere the 
Pl"I <iGGUW';'; tllC (~lIt:ire risk of the loan, it will be free to 
decide i·rhether or not a firm needs technical assistance. 

Consid'~rl1tinn ''laS l~iv·:m to having the Trust Fund evaluate the 
::;ub-bQrrQ'.vcr I s tcc:~.1ical ~Gsi~;tance needs on an individual 
c·:1Ge l.wcif.) but this W.'1S considered unnecessary. Since the 
'£11"1 I G ' .... ill be competing for funds at a low cost not elsewhere 
uVCI ilDblp. J the Trus r. Fund cnn indicate that a high loss rate 
by a i:'FI "rould seriously jeopardize that instl tution' s con­
dnuj,n 0 cligib:i,lity to dl"ilI'l dO'/m its revolving line of credit 
,lit;} the Ti.."ust F1.1J1d; T!li!) threat is considered adequate pro­
tection I·O;!.' the Guaranty Funds. 

tmCLASSD'IBD 
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An important characteristic of the proposed pror;ram is the 
deliberate thrust it makes to induce existing Iells to parti­
cipate more actively in small business development. l~e seed 
capital mnde available to assist in the initial capitalization 
of thc eOlmtry's two industrial development banks (CV/CFN and 
COFIEC) has been so successful that both have established suf­
ficient crcdit-vlorthiness to be able to obtain capitol in foreign 
mnrkets. Thus they have been able to satisfy, without furthcr 
AID assistance, thc demands of the medium- ond large-scale:' 
borrowers, representing the CV/CFN and the COI"IEC estnbli::;hed 
clic·teles. It is now intended to demonstrate to these insti­
tutions that with similar success in aiding smnll business they 
con be induced to expand this activity. Hence it is expected 
that by the cnd of the three-year period the PFI's will subs­
tantially increase the percentage of their own resources which 
they make avoilable to the small entrepreneurs and on terms 
"Thich are not dicriminatory. 

The loan is vlso designed to encourage the Bonco Nacional de 
Ii'omento (mrF) to shift out of relatively unproductive small 
loans to artisans into larger loans to small industrialists 
who have grcater potential for expansion. 

Moreover, the inclusion of essential service industries in the 
pro[7am also for the first time \vill dcmonstr:, te the advir.obi­
li ty of the financing agencies developing their ovm investment 
prO[~r;nl;:; in a rr.anner v:hich Hill tie tosether p:roduction and 
m~:ll'b.:~J.i.ng. Ev(:ntunlly it is to be hoped thot 5uch investment 
pro[3l'a;n!3 \·,ill brins together nccessary financial assistance in 
support oC all ]'\:0;'/ steps in the production nnd marl{t~ting pro­
CCG!:;(~:J. JdcDlly the f;cnls ~hould be to ossist the suppliers 
0:' tll.:: ill;JutS o:C the i'1digcnous I'm'T motcrials required by 
inuu.r; Lr.'f, thl: :;to)',1U~ and movemcnt of such materials to their 
proc\;s::;in[~ pJ.anLs) their usc in producinG finished products, 
and the f'onral'Ci lllO'/emt~nt and marketing of the end products. 

Since dii't'!::rcn'c typ:::; or fi mncilll institution::; tend to special­
ize in j'j !nncinr~ only c~rl;n:~n elcmcnts of the production and 
:ll:::':tltet:Ln[~ cycle, 'cne p::'op'JGcd ::;y 0tcm mny be a major step in 
',,;;'; di·I'\~~i;:i.on n~' r·ncour<1c;ing [:lore of these institutions to 
c:):))'d:Lltd .. c their :Lndj.viduol lending programs so that they 
arE! compntibJ.e and r;mtually supporting. 

rr: e;,::p:1nJ,::rl und Ir.ore cf~'icJJ-·nt. industrial sector will not only 
iJ:.; ;,"" L~c::ii,:()r j;,).'.;O U bet.ter cOlTlpetitive position vTith';n I~he 

j'~r:I:'.;.J:l ·.;~~,,:::;·\n :·;",l'l':.ct, but contribute to increascd foreil!.n ex­
C;-j[;;l;'"C f;>;1.rnin:·~::; or sfI'/inG3 n~; well. An enerc;ctic, henltl)y, 
~~'(;,liin;; inJLl~.;t:.:i:::rJ. COl;1;;}l.mity is less likely to agitate uc;nlnst 
tlw COlruilo:1 ;-"lad<;:et~ 
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Not to be overlooked in considering the goals of the program, 
is the contribution it will make in promoting tht~ growth and 
strengthening of a middle cla.ss which, while enjoying a better 
standard of 1i ving, ca.n participate more fully ir; the political 
and social life of Ecuador. In the final analysis, the broad­
ening of the political and social base is the best insurance 
for responsible government. 

E. Size of Program 

The size of the program is the prodt'.ct of credit demand and the 
capacity of the financial institutiJns to evaluate and manage 
risks. There is no question that J;he effective demand for 
credit of the type contemplated herein substantially exceeds 
the resources expected to be available for these purposes. . 
II recent sample survey conducted cy the USAID (see Annex ):ItXK 
has indicated that the credit gap for small manufacturing 
enterprises (defined as those factory-industry establishments 
employing between 5 and 49 workers) amounted to *11,174,000 
for machinery purchases alone. Of this amount $7,174,000 is 
believed to represent the value of machinery purchases which 
smnll industrialists would be willing to make in the United 
States and Latin America. 

The study also estimated that there was a credit gap of 
*11,315,000 for ra ... r material purchases. Of this amount appro­
xir.1ntcly ~i6, 3!18, 000 is thought to be available from in-country 
stocks. 'fhi::; leaves almost $5,000,000 in foreign-exchange 
credits "rhich ... rould have to be provided to satisfy raw materials 
requirement::;. 

'rue study shm'm, therefore, that the gap between credit needs 
and thocc vlhich CD.n be expected to be satisfied from currently 
available l'c:.;ource::; is *11,174,000 for machinery and $11,315,000 
for rOH materials, or a total of' $22,489,000, of which oVr:!r 
$12 million represents a foreign exchange requirement. Even 
if vIe assume the attractiveness of the AID money could induce 
the PFI' s to match dollar for dollar, there "lOuld fitill remain 
n fiubstantial gap. III:.d the:38 e.stimates do not include working 
cu.pi '\..01 needs otiWl' than for raw materials. 

fib: r.r·) ,jor J.imi t::d;ion on the size of the prorrram as proposed in 
t.his P<~pcr :i.::; the ~~upacity of Gub-borrmrerG to qUCllify their 
nro.:ccU; for lo<.!ns on the 0;1C hDnd, and, on the other, the 
o"n:i:U.ty o.C the FPI I::; to abr.;orb the additional '\-lork involved 
by adc~L-'G tn.:! liD) resource:::; for Game PFI's to undertake a 
rc:.~rll:i.ti.ng ;.:nd training pro[;rara to e;eD.r up for the new volume 
of lmslne:;:.; resu1till~ from this project. 

UNCLASSIFIED 
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F. !!.ligibili ty of PFI Borrowers 

As indicated earlier, flexibility will be the keynote of the 
proGram. Detailed eligibility criteria will be developed by 
the Trust Fund, and will satisfy the USAID's requirements 
before disbursement of the loan. A condition precedent to 
this effect will be included in the loan agreement. So far, 
agreement exists that the PFI' s must demons" ,rate genuine sup­
port for the program in a tangible way by agrc~ing to parti­
cipate in risk-sharing. Since it is impossible to anticipate 
the nature of projects for which financing may be sought, or 
the identity of their sponsors, it would be a mistake to esta­
blish a fixed percentage of risk a PFI must take on each and 
every project. The lending criteria must be flexible enough 
to encourage those institutions to take all forms of risk, 
low, medium, and high. To do so, a variable interest rate 
to the PFI's may be a useful technique to persuade them to 
assume larger risks than normal. In other words, it is hoped 
that tcnns will be established in such a way that profit po­
tential will be related directly to risl~ assumption. Then, 
too) since the program is designed to invite the wides~ degree 
of participation by any qualified organization, the eligibi­
li ty requirements must be set so as to attract financing by 
legitimate sources of local funds. 

Operations of the Trust Fund will be governed by regulations 
issued under the authority of ~he Monetary Board. Certain 
types of operations of the Fund, particularly lonGer-term 
participat.ions ",ith private commercial banks, may require 
certain technical ... .:.i \,atutory changes. Such changes are wi thin 
the authori ty of the Pennanent Legislative Committee, ",hich is 
empowered to act with full powers of the legislative branch 
",hen the Congress is not in session, with certain exceptions 
not nppUcable in the instant project. ChanGes in legislation 
can be hD.l1\.nr~d rapidly by the Committee. As the project is 
supported by {he GOE, the Central Bank, and the banldng com­
muni ty, und a~j there is no apparent opposition to any technical 
changes in the law which might arise, it can be stated with 
full conndence that any change in law which may be sought 
would be obtained promptly and without difficulty. 

UNCIMlSIFIED 
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G. Tbe "no.rrio Ent. p. :r.m'ise" Act:i.vi ;~y 

The (;~:2 50, 000 to 1)(~ made available by the G01~ to ·~hc Ecuadoreo.n 
Development Foul"!dation for a pilot project in development of 
"barr io (;nterprises" \'Till serve the general loan objective of 
expanding the b~se for more rapid development of the industrial 
sector of t he economy, but its special justification stems from 
the needs of Ecuador's urban poverty areas, particularly in Gua­
yaquil. 

Ec onomic progres s i n Ecuador's lovl i ncome urban areas (knmm as 
bar rios :mburbano ~; ) i s dan~erously s l m'l in the face of rapidJy 
grmring urban populations l6% per annum in Guay.:_.::,.i.l). Unem­
ployment and underempl oyment are a lso grm'rine; Y'ap:..c. l.y. (This 
of course is a major current preoccupatio:l of devel opment experts 
throue;hout Latin America and the undf.!rdeveloped i'lo:cld.) The na­
tional a1d munic i xll governments can afford to d :> very little i'o).' 
t he:: bar r'ios subw.' Janos . Fe"l barrio enterprises ca:- obtain credit 
even at usu:l.' ious l'ates (average 8(~ Pi. month ). Di scont ent in tho 
barr :L os is grmling r apidly, and a long vlith it t he frequency of 
dist uxhances and t he threat of terrorism and revolution. If this 
grm'lin13 discont ent is not to result in social upheavals, more 
must be done to create visible progress in the barri os. The mC'lst 
eff ect ive , .. ray of doi ng this vlOuld be:. t o i ncrease the levels of 
economic activi ty of barrio reside; .t:::, t hus incr easing income and 
cn,l)loymc-:t , The USAID is also concer ned about, other remedial 
m"i:.SU1'0S , sueh as urban planning, provisio:l of .sites and services 
for l ovr-cos"t housing , and organizat ion of communities for sel:f'­
EIC lp pu:c 10~.es . HC'i~·,ever, increase i n t he l evel of econoIllic activ­
ity is >el'h;:~I :~ tht: most i mportant and. dir cc'\:' ?<:l.r t of USAID urban 
d.;ve10'.!:1. "r.t ...; .~ :. atc[S7 , since it create., inc ol'('c '.'Ii th 'which most of 
J';'~1e o ';l.c:c n co." 0_ the area can be met, l'<!t .cr t.h::m r elying on 
2;uvc1'nmcn"v t o in t t · ese needs. It a l s o i· ... 3rE:ate:c multiplier 
effect!; . .. 

The c ..: for t is] 0 '" co::.:!'se , e:-.:per imenb,l. '1:1::i.' e :~ f'; :-lot sui' f icicnt 
c;:p riencE; in p'f.'O lt0"7,'· () I of "bar r io" entei.',p:." ~.~;e : ... . 1.:'1.tin America to 
<:; ssure s uccess . H(j ·,~v'r , investigo: i ons "0:: '-l. U . .J.u.ID contract c:y.IJert, 
(:: .ger·· e 'iced i n development of communi t y en .. :.<:: r prisE: in the United 
3t::'. tes ~ •. d Lat i n .A ,:0r ica, as ",ell a s ,'lith the examples of the more 
succes sf ul c onununity programs in the U.S., i ndica:te that~ ' with the 
pro:)c-,:' t echn'·.ca l a.; ...,i r.; tance, SUbst antial ;j,.meflts can result from 

~: . ::; ~lt' o . .:.~· ; r, '1~_ 1 '0 ' '..,.-, i."onghly ev,\luated t o cl87,crml 11e the e~'fec­
"t.:., ~'H:; ::". . l' ; ,e . . ;-;: (' ~. (,; 1 's er.plo;, ed , ThE: 11..' ss ion has an ev ... ]xQ. -
t~. O: l o· 'ficer Q.3 vf ~ l.l as a U. S. cont:co.ct or \·rorking "Tit,h Ecuadoi'c.:.n 
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assistantn in project evaluation. "Before and nfter" data will 
be gathered from a representative sampling of borrowers and from 
a control group which is not participating in the project to de­
termip-e the economic impact of the project on the borrowers and 
the community (creation of n('w 'ousiness, rate of business expan­
sion, rate of creation of new employment, etc.). The relative 
effects of credit and of the various types of technical assistance 
will be evaluated to determine the critical factors in promoting 
more rapid growth of business activity in this type of situation. 
If the experiment is successful it can offer an important tool' for 
attacking the pr-ublems of urban areas which are among the most 
grave and urgent that AID faces in Latin America. 

Private banks and the regular intermediate credit institutions are 
not prepared to deal 1nth most barrio enterprises. The size of 
the loans commonly required is too small and the amount of tech­
nical assistance needed is too great for these institutions to 
ope~ate at an acceptable level of profit in this field. It would 
also require a special increase in their staff and supervisory 
role ~lhich they are not prepared to undertake at this time. It is 
for these reasor,s th~t the credit would be extended to the Ecua-
d ')rean Development Fmmdation (EDF). 

An affiliate of the Pan American Development Foundation, EDF is in' 
effect a public service organization concerned with providing 
credit for development purposes to individuals and groups which 
nre not able to obtain credit at reasonable rates of interest. In 
addition it has sources of income outside of interest on its loanr. 
namely contributions of capital (in some cases in the form of land~ 
nnd Horking funds from individuals and companies which are inter­
ested in supporting national development in this fashion. EDF pro­
vide::; the necessary administration and related technical assistance 
for such loans. More detailed information on EDF is provided below 
and in Annex VIII. 

1. Beneficiaries of the Pro,ject 

T;lC beneficiaries of the $250,000 fund for barrio enterprises 
Hill be businesses and business associations operating in urban 
poverty areas, principally in Guayaquil. To qualify for a l.oan 
the borrower must be unable to obtain it at a reasonabl.e rate 
of interest from another source. Loans will be mue to commer­
d,al and service enterprises as well as manufacturing ones. 
Hm-lever, the loan must facilitate expansion of an existing 
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business or establishment of a ne", one, and not merely 
meet existing needs without gro~~h. Traditional artisan­
type handicrafts will not be elie;ible for loans. Also, 
loans "rill be for less than $10,000 (i.e. for amounts 
less than those to be made available under other 'credit 
operations financed under this loan), thus in effect 
focusing on smaller concerns expected to have fixed 
assets valued at up to about *10,000. Since the demand 
for such loans "Till far exceed the amount of money pro­
posed to be made ava.ilable, it will be possible to exercise 
selectivity amoung prospective borrowers to assure maximum 
growth potential. 

Many of the lorrowers "Till already be in business, others 
"rill he setting up ne,,' businesses. In both cases substantial 
technical assistance will be provided to assure sound ,invest­
ments, business management, and production techniques. ,(See 
section L beloH.) In some cases loans "rill be extended to 
business associations for sub-lending to their members, as 
approved by EDF. In such cases the associations will be 
responsible to EDF for repayment of the loan. Such loans 
"rill serve the secondary purpose of strengthening aSf:ocia­
tions concerned ",ith facilitating the growth of business 
in the barrios., 

2. Credit Operations 

3· 

EDF will be permitted to dra,', down loan funds from the 
Trust Fund on request, as needed to extend loans to the 
beneficiaries of this portion of the project. EDF l'Till 
as::;umc fuJI respomihility for repayment to the Trust Fund. 

EDF in tUrn Hill leud to individual enterprises il.t a ra.te 
of J.i!'~ per anmun and to business associations ut lr:f'/o per 
annum. rl~1e difference between the rates will be in recog­
nition of the risk assumed by the associations and their 
contribution to administration of the loans and to provide 
them Hith a sou:cce of income for their activities. Approval 
of the USAID contract representatives ''lorking in the Barrios 
'Vtill be necessary for a.ll loans extended by EDF under this 
project. 

'i,'cc11l1:tcol J\.t;:;istnnce .- . 
rl'(.~jmicn1. Dssistonce for barrio enterprines will be extensive 
::;j.nr;': r.;Ojr.i.~ beneficiaries will be new enterprises and most will 
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be of a lmTer level of business sophistication than that 
of sub-borro\-Tcrs under the main part of the AID loan. 
Assistance will be provided in plannin~ use of the loan 
and in managerial and (to a lesser extent) production 
techniques. The goals of this assistance will be to 
assure to the greatest extent possible that the businesses 
affected will be operating on a sound basis and that the 
people involved in them, especially at the entrepreneurial­
managerial level, are developing skills which will make 
them more effective participants in the economic growth 
process. 

This technical assistance will come from four sources: 
1) the USJ\.ID contract team, consisting of a U. S. contractor 
with experience in development of barrio enterprises as 
well as extensive experience in Latin America with low­
income groups, 1nd an Ecuadorean profcssional assistant; 
2) EDF, which \'Till provide the additional services of an 
economist-accountant, an assistant accountant, and a 
field \-Torker (especially for this loan, in addition to 
their existing staff of 6 full time and 4 part time 
(from 4~/o to almost lO~/o) professional employees); 
3) the members of EDF, consisting of 99 Ecuadorean and 
foreign banks and companies which contribute funds to 
EDF, and many of which will be prepared to offer tech­
nical assistance to enterprises financed under the barrio 
enterprise loan; and, 4) CENDES, tho~gh CENDES involvement 
will be less frequent in the case of these small borrowers 
than in that of the category which will be the target 
of the bulk of the funds under the AID loan. 

H. Terms of Sub-loans 

The PFI's \-Till be permitted to apply their usual terms, 
vrith the Trust Fund terms serving as leverage to persuade 
the PFI's to liberalize terms for sub-borrmTers needing, 
and deserving of, more liberal trcatment. A major objective 
of the project is to encourage the PFI's to add small business 
enterprises to the clientele lists. 
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I. Administration of the Trust Fund 

1. Purposes and Functions of the Trust Fund 

This Paper has discussed at some lenght the nature of the Trust 
Fund and PFI operations as one of lending and 'relending, 
respectively, and the upgrading of small business management, 
productivity, and marketing practices. In point of fact the 
program is one of changing and improving the attitudes existing 
between the managers of credit institutions and small industr,y 
borrowers. Through the widest range of types of financing mecha­
nisms and the use of AID-financed incentives, it ls proposed to 
induce credit managers to a.bandon current negative attitudes 
towards small loans to small business enterprises or their 
insistence upon extraordinary collateral and security demands 
in addition to premtum charges for such loans, and to regard 
such borrowers as important members of the business community. 

In pursuit of the foregoing objective, the project has been 
designed in such a fashion that the Trust }und management will 
have available a wide range of tools with which project sublending 
activities can be shaped not only to assure that the sub-borrowers 
will receive an appropriate mix of financial resources, but also 
to assure that, over time, the appropriate incentives and 
inducements are available to draw the financial co~~unity into 
the bus'~ness of servicing the smaller-business sector. Thus 
the Trust Fund management will be empowered to vary cash 
contributions, security, other risk distribution elements, 
equity participation by PFI's and scheduling of repayments by 
the Pli'I to the Trust Fund. 

Above all, the costG of porticipat'l.on by the Trust Fund in arv 
given operation ""ill be wried from zero to as much as the 
money market will bear. Thus, the Trust Fund management, by 
p~ofit ind~ement, by absortion of risk, and by other means, 
~Tlll have a wide range of economic tools to achieve the 
objectives of the loan project, to go along with the powers 
of persuassion and prestige of the Central Bank, the most 
tmportant and best-managed financial institution in the countr,y. 
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a. PurpODCS oft-he Trust Fund 

The Trust Fund will serve two main purposes: 

1) As allocation mechanism (no one institutions could 
handle all the requirements of small business 
enterprises in the country--nor should any one 
institution do so in light of the objective of moving 
the entire financial co~~unity in the direction of 
doing bUsiness with smaller enterprises). The Trust 
Fund provides a mechanism for allocation of funds in 
appropriate amount to a large number of individual 
barucing institutions l while maintaining the control 
over the amounts of funds moving to particular sub­
sectors, geographical areas l and other destinations of 
the tolal funds; and 

2) As sophisticated mechanism for the distribution of 
risk and profit of participating f'inancial institutions 
in light of: 

(i) money market conditions; 

(ii) the desirability of sub-projects in terms of 
their nature, security available, capabilitieo 
of entreprenours, and other considerations; 

(iii) attitudes of bankers and inducements needed to 
motivate changes in those attitudes to achieve 
project objectives (noting that, by close contacts 
with the barucing co~~unity, Trust Fund officials 
con sense "lhat attidudinal changes are possible 
in any given time frame and can apply incentives 
to encourage those chanc;es). This permits banks 
to particip::tte in the program while pursuing 
their own regular policies, but within an 
institutional environ~:'"ent which provideG flexibility 
for induc"ine; WI's to change th'Ji.r policies ra'chcr 
than attcmpttng to force changes upon these 
orCaniza t "ions; 

(iv) the need for encourClging combined financine; of 
Gmaller businesses by commerci.al banks and 
financi.eras. (E.g., the availability of TrUGt Fund 
fa~ility may nml(e it feasible for 0. fina.nciera to 
pl'ovtde !;icdiU11-range financing, and for cc%:rercinl 
-roru-:.:; to pl'ovide Horking-capital on a Ghort-tel"m 
b:J.si~, with the Trust Fund Gtanding ready to cover 
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possible eavs in the overall financing scheme 
£or a given Rubproject. A conmercial bank 
may be unwilling to extend short-term credit of 
any longer than 6 months for working-capital. 
A :r-1.rIU.nciera may be interested only in medilL'n-term 
£inancil1g, but be unwilling to undertake such 
£inancing unless there is some assurance that 
short-term working-capital will be available £or 
longer than six months. Assu~inc the commercial 
bank refuses to rollover a short term credit and 
the borrower could not obtain funds elsewhere, the 
£inanciera might consider the medium-term ftnancing 
excessively risky without this coveraCe. The 'rrust 
Fund role in such a situation might be to guarantee 
the cO~~lercial bank's extension of the working­
capital loan, offer its rediscount facilities to 
thc commercial ban1c, oreven £ill the gap by 
making a direct working-capital loan to the PFI' fJ 

sub-borro'Her. ) 

,The philosophy of the Trust Fund operation is to 
assure authority of the Fund to carry out a wide 
range of financial operations in order to promote 
loan projects' objectives. It :3hould be e:nphnsized 
that the Trust Fund functi()ns not only as a 
mechanism for ullocution of funds, but as a hiGhly 
flexible management device to take advnntaee of 
conditions within the money market, opportunitieo 
for promotion of small businesses, and the resources 
of the Trust Fund and participating financial 
institutions so as to achieve the objectiveG of 
the Fund. 

b. Powcrs und Functions of the Trust Fund 

The Trust Fund vi 11 be cmpovlered to carry out various t.ype s 
of operaVions, 'including but not limited to, the £ollowinG: 

1) lending to Pl~I' s for purpose of l'elendinG to small busineSDj 

2) guarantyinG louns made 1:.~' PFI's to smaller businesses; 

3) agreeing to lend to WI'::; with respect to G!Ik"lll 'Uuoi (leGS 

operations ai". sO:71C t'ime in the future, should p.:trticulu.l' 
events tnlce pJ..n.cc (here what 1s envisioned is the tYl)e of 
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situation where the Trust Fund agrees to pick up 
a small bUsiness loan if the PFI which provided 
that amount in the first instance finda it 
necessary to dincount the paper). 

4) Rediscount of small bUsiness paper held by PFI 
(although this should be limited to co~~ercial 
paper issued in support of new operations). 

5) Financing equity investments by PFI's in small 
bUGinesses (provided that the Trust Fund can assure 
itself that the participation in equity by the WI 
is not abusive of the interests of the small entrepreneur). 

HUh respect to any given-operation, the Trust Fund 
management will be authorized to mani.pulate a series 
of variables which the Trust Fund management in its 
best judgment considers appropriate to achieve the 
objectives of the loan. The variatles include the 
follm/ing: cash contributionj secu ... ity provided by 
the borroHer or third parties; equity participation 
by PFI; method of repaym.ent by the PFI to the Trust 
Fund (amortization, payment of principal at end of 
term, etc.); the degree of adminintrative conGrol by . 
the Tl~st Fund and Trunt Fund charces to PFI (and 
therefore PFI profit) in any given participation or 
other operation. Thus, cost item can be viewed not 
merely in terms of cost but also in terms of incentive. 

Each of the foregoing variables can be a.pplied 
ind.ividual:q or in combination vlith respect to any 
given operation by the management of the 'llrust Fund. 
The renult is a broad ran[S!2 of posGible interest 
spreads (and therefore profit margins), and. raneos of 
rink absorption "/hich may be applied an appropriate 
in any e;iven CrLSC. The table::; in IInnex IX show the 
ei':fect on earnin13s potential of u series of variables. 
Trot in, the percentage ai' contribution bctvlecn the 
Tnwt Fund unl the WIG are varied betvleen 75-25, 
65-35, 25-75, and 20-80; and the rediscount rates, 
between 3%, 4sf"and 5~. Furthermore, the method 
of Pi,'I amortizat"Lon to the Trust Fund loan io varied. 
As reflected in IInnex IX, the result is a runge of 
possible eurnll1[;o in terms of true interest from 
lh% to 95~~. 

UNCLASSIFIED 



-26- UNCLASSIFIED 

It is unlikely that the extremes of pro:f'it reflected 
under some of the ass~~ptions would ever be utilized. 
The tables in AnnexIX merely illustrate the decrree of 
leverage ,.,rhich will be ava il1l.ble to the Trust Fund to 
achieve its objectives. 

The follm-ling sub-sections will describe each of the 
various variables which may be manipulated by the Trust 
Fund, and the policies and objectives sought to be 
achieved in each case. 

The various possibilities discussed should be considered 
in light of the overall scheme. A major objective is to 
create a capital market for small business lending which 
nOll does not exist. The function of allocation of profit 
and risk inherent in a rry market mechanism must in effect 
be called into existance in order to initiate the process 
of providing credit to the small business sector. 

The small business 1031 project in its totality creates 
a cap ital market by means of interventions, on both 
the supply and demand sides. The Trust Fund, with its 
hien degree of flexibility, provides a sophisticated 
mechnicm through which funds can be brought into this 
L~portant area at given price levels which can then be 
reduced by mn.rg-inal changes in Trust Fund policy over 
time so as to eliminate ,.,rindi'all profits to participating 
financial institutions while assuring a reasonably steady 
flow of resources for project objectives. 

2. Use of Variables as Trade-Ofts 

a. CaGh ContrIbution 

The basic VLlr-Lable to be manipulated by the Trunt Fund 
manaGement is that of the percentage of ca:3h contribution 
prov-i.ded for any cJ ven sub-project by the WI and, 
rec iproca.l1-y, by t.he Tru:; t Fund. The purpoGe of the loan 
beinG to maxL'lli<:e the flm-l of private resources into the 
small bUf.;1_neGG Gcctor, it is desirable that the cash 
participa.tion in any e"iven operation by any PFI be m.o.ximized. 

flB- anrirnml~l_ 'Tlo..")r'.', -no -le:~ t.j;~n ?J/o of .Sl.1Y.·~ndir,tg ope~~tio~ --'rlQl{i~~pe 
provided by the PFI or Hills involved. In order to induce 
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PFIs to make larger percentages of contribution to a 
part icular S~' oproject 1 the Trust Fund will be empowered 
to charge the PFI less for a given dollar of Trust 
Fund participation when the PFIs contribute more than 
20% of the total of a particular operation. Thus, to 
take an example (assuming a simple operation not 
involving problems of security, equity participation or 
the like), suppose that a given loan of S/.100,000 is proposed. 
Ass~~ing a current interest rate to sub-borrowers of l2~, 
the gross earning to the PFI will be S/.12,000 annually. If 
the PFI takes a mini.'l1~'l1 6% spread on the operation its 
minim~~ earnings would be ~6,000. That mtnim~'l1 return 
could be earned with a minim~~ participation of 20% (or 
~20,000), with the trust fund providing ~Bo,ooo. If the 
Trust Fund charges 7% on 80,000 as a charge for its 
participation of 80% or S/.5 ,600, the PFI must be content 
with earning Si12,000 minus S/.5,600 (charged by the Trust 
Func1), or S!6,400. However, it will be open to the TruGt 
Fund management to reduce the charges of the Trust Fund 
to zero as an incentive to the PFI to increase its 
percentage contribution. Thus, for example, if the PFIs 
put up 50% and the trust fund 50%, the Trust Fund might 
charge only 2% for its contribution. If the Trust Fund 
takes only S/.l,OOO, then the PFI's gross earnings on the 
operation are Sf,ll,OGO. Thus the percentage gross earnings 
to the PFIs can be manipulated to promote high return on 
contribution and to induce greater contribution by WIs. 

b. Hethods of Repayment of Trust Fund Contributions by the WI 
to the Trust Fund 

Another variable which the management of the Trust Fund 
"'ill be c!llpmrered to manipulate will be the methods of 
repayment to the Trust Fund for any particular lending 
operation. Hhilc, as a practical matter, Trust Fund 
lending operations 'with PFI's "rill not be handled on an 
individual basis for purposes of analysis, the ass~'l1ption 
will be made in the following discussion that each project 
is a separate transaction between the Trust Fund and the 
PFI. 

The net earnings on invested capital which a WI earn::; with 
respect to any transacti.on is of course a function not on~ 
of the intere;:;t spread earned on the entire operation, but 
also the nrr~unt pa id by the WI to the Trust Fund for th~ 
money borrmrccl by the WI for that operation, and the time 
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at which the repayment must be made. To take a Gimple 
case, if the contribution is on a 50-50 basis and repay­
ments by the sub-borrm...er are attributed first to the 
PFI contribution and then to the Trust Fund contribution, 
the effective earn-tngs rate to the WI on its 50% contribu­
tion is substantially higher than if the repayments by the 
sub-borrmrer ",ere attributed on a 50-50 basis as pa. id to 
the Trust Fund and to the PFI. This relationship of timing 
of repuyme nt by the PFI to the Trust Fund can be expressed 
in terms of the difference between a l~~p s~~ payment b,y 
the P.FI of principal at the end of the term to the Trust 
Fund as opposed to an amortizatio'l on a regular basis of 
the PFI--Trust Fund lending operation. By making 
adjustments in the schedule of repayments of any.given 
operation the Trust Fund can leverage the profits of the 
P.FI very substantia.lly. (See Annex IX.) 

?·13.nipu1ating the variables of contribution, charges to the 
PFI for Trust Fund contributions, and timing of repayments 
to the Trust Fund ~.' the PF:D provide the Trust Fund with a 
broad ranGe of variables to manipulate to create cash 
incentives to enter into particular Bublending operations. 

Allocation of Risk 

Another set of variables exists, perhaps equally i..~porta.nt, 
on the rislt;: side of the equation. In certain caGes PFIs 
may be mor~ concerned ",ith sharin~ or eliminating risk than 
with a high rate of return. It is of course true that from 
ti~e to time projects ,.,ill be presented to PFI's which are 
simply not banlmble. But it mw:;t also be recognized that 
excessive conservatism may exist in certain cases. Furthermore J 

conver:~n.ti.ons by Mission personnel with various Pli'I managerial 
[lersonncl indicate that it is oftcn the case that WI 
9crsonnel arc 1?eri'cctly '...-i.lline to undertake certn in riGks 
)n "rh.'3t are conGiuered very sound projects, but tht). t 
~xtre!11e].y conservative boards of directors "'ill fr("~ll time 
;0 tL'lle refuse to enter "Lnto opcrations unleGG security 
~or the loan is absolute. It is preciGely thts type of 
)olicy which He are attempting to chnnge over time through 
;he mechanism of this loan project. lImi risk on small 
)tls"incGs lending operations can be sr.ared, sDrend l or fully 
bsorbed by the Trust Fund is descl'ibed in the following 
.aragraphs. In gener::l.l, the poUcy wi.ll he to attempt to 
Qximize the riGlt;:G undertal';.p.n by the WI in a given operati.on. 
o thi;:; end, any QbS01~ptiGn of risk by the Trust Fund will 
e I,aid for at variable rates by the WI. 
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It is oftl!:l the case that a problem faced by a smaller 
businessmD~ is not so much one of presenting a desirable 
project to a financial institution or the ability to pay 
the interest rates involved but rather the security for 
the loan which a bank requires. Banks and finnncieras 
in Ecuador, as in so many areas of the world, are extremely 
conservative in this respect. During the intensive review, 
Mission personnel were informed by certain financieras that 
th~y would be very much interested in working with smaller 
bus'Lnesses (and indeed have on nU!l1erous ocassions) but 
only ",hen complete security coverage is available to them. 
The security requirement is one which is absolute with 
certain institutions. Thus, it "TaS pointed out by SO:Ii~ 

officials that other",ise excellent projects have been 
refused because the security avaih~ble "ras not adequate 
to cover the full a~ount of the loan, despite the complete 
confidence of the institution that the project would work 
and the loan ",ould be repaid. One of the funct"ions of the 
Trust Fund would be to cover extraordinary risks. 

vlhile it might be arGued that the policy of the financieras 
involved "is ,,~ong and that pressure should be put on . 
financieras to chane;e their policies, it is the view of the 
Mission that attitudes toward complete and, indeed, excessive 
security coveraGc can only be changed over time, and tllat 
it "TOuld be pointlcGs to attempt to force policy chanGes to 
achieve this objective. The 101"Lssion specifically rejects 
the notion that thC14 C is any leverage available with banking 
institutions to ~~ke funds available for lending under 
conditions involving less than their current minimal 
security requirements. The better financial institutions, 
the ones that the Mission is interested in bring"ing i.nto 
the small business sector, "Tould simply reject the policy 
and refuse to do business with the Trur:;t Fund. Thus ,.,e 
",ould lose in these cases the very benefitG of instituti.onal 
competence ",hlch the project seeks to take advantaee of. 

The usual sccurity requirements demanded by financial 
institutions i:1 EcU.:lu.ol' are 100 to 150% coverage of the 
loan proceeds by assets ,,;hich can be realized-upon qutckly. 
It is not neceEisarily the case tba t banks insist upon 
mortgages, liens, and similar claims to obtain Guch coverage. 
Co-signature loans or signature guarantees are cOnI!11only used 
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when the borrouer or guarantor of the borrower is well enough 
known to the bank 0::: firJn.nciera. to satisfy their desire for 
protection. In addition to this type of "perconal loan", 
financierao uill obtain morteageu on L"eal estate buildings, 
and other assets which can be quick4r realized-upon. Bankers 
have indicated that they do not ordinari4r desire to be 
placed in a situation of having to realize on security which 
is not readi4r saleable. Thus, substantially more outside 
security would be required for a specialized piece of 
machinery for rh ich no ready market exists than for, let us 
say, vehicles, lathes, drills, or other readi4r marketable 
items. 

Financieras are particularly wary of oituations in which 
they would be called upon to operate a business in order 
to realize upon security. As a result of these policies, 
lvhich are not at all unreasonable in principle but seem on 
ocassions to be carried to unfortunate lengths, the small 
businessman who is not very well connected in the community 
finds it impossible to obtain anything but Short-term, high­
interest credit fro'!Il bo.nks. 

The Trust Fund will respond to this problem by agreeing in 
appropriate cases to guarantee certain loans to the extent 
that the sub-borrower has been unable to put up security 
adequate for the requirements of a particular barutine 
institution. This ·type of operation is particular4r delicate 
from a number of points of view. To the extent that a WI 
accepts the risk of default under a small business lending 
operation, Trust Fund review and approval of the opera.tion 
need be only minL~al. But once guaranty questions arise, an 
ana.lysis of the soundness of the project by the Trust Fund 
would. be required. Furthermore, an analysis must be made of. 
the security itself, as lIell as of the pro.iect. For example, 
a PFI, thou,:h adequately covered with security provided by 
the borrOl"er, mi.Ght ,{ish to "reinsure" Hoelf throuc;h the 
Trust Fund. This is not necessarily undeoirable, but it 
placer; the Trust Fund ill a pOSition of undcrtaldng operations 
llhich may limit its resources available for other operations. 
It certainly is not the objective of the Trust Fund to assist 
PFI in bccominc; more conservative in lending policies. But 
the "rcCl.sGuronce" may in certain cases induce the PFIs to 
move into areas l-lhich they otherwise would not have 
considered with any a~ount of security backing. 
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Once ae;a 1.n .. 1.n this area. the Trust Fund ",ould be empOllCred 
to provide guaranties of small business loa.n operations at 
charges raneinG from zero to as hieh as any eiven P.FI is 
willing to accept. 

The flexibility involved extends not on~ to the amount 
of participation or guaranty, but 0.100 to the tL~ing of 
the guaranty. Thus, the Trust fund might provide Wen F€l'centage 
guaranty in the first year when presumab~ the risi~··1.s -·the 
greatest, scaling dovm its euaranty over time to zero. 
Thus, r-Lsk of loss can gradual~ be shifted from the Trust 
Fund to the PFI. However, :in no event will financing be permitted 
in which less than 20% of the risk of loss is borne by the PFI. 
Su.'l1!l1aI),) 

Each of the variables described above have been exa~ined 
in isolation. In actual practice, two or more variables 
may be applied in arw given operation. In this fashion an 
extraorclinnry degree of flexibility in terms of risk, profit 
to the PFI, and rapidity of operations can be achieved. 
(See Annex IX.) 

3. Eg,uU;y Pnrticipn.tion 

DurinG the intensive revieH, an interesting proposal vluS mnde 
by the muager of a leadine i'inanciera concerning the financing 
of equity ~~rticipation by PFIs in small business. Thin io one 
of the orGanizations "lhich has pJ.D.ced very strong empha.sis upon 
security. V:lrious eX<l..'nples were given of attractive projecto 
~·!hich had. to be abandoned because of exc!essive debt-equity ratiou 
and in[ulc'luate Gecurity availabilities. He suee;ested that he had 
p:cop:)r;ecl in certain cases that an equity participation be taken 
by h-LG or[JJ.nizo.tion. In at least one case, this vluS done HUh 
succes:J::'ul :tCGults. lim-lever, 1-lhile he "inS prepared to consider 
thts type of oper'<:diion on other oeassion .. he had encountered 
consid.erable reststllnce omong more conservo.tlve membel's of the 
manaGement of this organization. He suggested that, ",ere the 
Trust Fund c!1lpowcrccl to f ino.ncc equity p::1.rt i~i"pat ions, at the 
risk of the fi.mnciera, this type of operation mie;ht be carrIed 
out mOl~e often. 

There are a"i-cni.ficant. o.dvnnt;aecs to be cained from facilitntine; 
equi.tJ' participa.tion by 1;anl'~s and finnncierao "in G:llallcr bu(;-i.nesG 
opcra.tions. Fh·r.t of all, ver'J constrained debt-equity rati.o 
situations can be GubGto.ut"inl~ relieved -if additiol11.l e'luHy cnn 
be rail,cd in thia fa::;hi.on. Second~, signi.fico.nt benefits cun be 
o·bt:1. ined in -GerLl::; of o.s::;urine sound. mnnae;Cfl1Cnt if the lnte re~jt. 
of the oo.nk or finD.nc"icru eoes beyond repayment of' 100.110 as Guch. 
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Thirdly, the small bucineos enterprise can often be benefited 
Gubsta.ntial~ by the cloGe ,wrldnt; relo.t.ionohtps ",h1.ch develop 
,,,here stock is owned by fimnc ieras. Fourthly, the financieras 
themselves beco:ne beeter acquainted with the problems of smaller 
businesses and gain a better "feel" for the types of new 
opportunities which become available to small business enterprise. 
, 
On the other hand, it must be recocnized that there are possibili­
ties for abuse in the situation. A bank or financiera might 
insist on tla piece of the action" ,\-,hen straight lendirlB would be 
entirely appropriate. The closeness of relations with a 
financine organ"ization may not be necessarily the best thing 
for any particular entrepreneur. vlhile on balance the 
advantages of facilitating equity participating by banks and 
financieras seem far and allay to outweiGh the potential dangers, 
the Project Co~~ittee has concluded that the dancers are 
sufficient that such operations should be reviewed b,y the Trust 
Fund on a case-by-case baois to assure that abuses do not take 
place. Once again, the cost of money for such an operation to 
any WI "lould 'be subject to determination b,y the management of 
the Trust Fund, in accordance '''ith the objectives of the loan. 

h. Trust Fund Reviml Responsibilities 

All of the forec;oing variable::; imply another: a deGree of admfnio­
trative review and control by the Tl~st Fund with respect to any 
given operati.on. In cases '"here the PFI abGorbs the major risk 
of loss, the Trust Fund function need be no more than to 
determine 'Hhcther or not the project meets basic loan criteria. 
\{nere 'rrust Fund c;uaranties or acceptances of risk in ""hole 
or in p!.l.rt are involved, presumably the Trust Fund "Till review 
project soundness in cm siderably more deta"il. Similarly, in 
cases of equ'ity pn.rtil.!ipat"ion financinG, the Trust Fund must 
aSSlU'e itself ti'~t no abuse of the entrepreneur on the part 
of the WI tal:cs place. 

Implied i.n these rclatior.=::hips 1.s not only the ticgree or review 
and control as cuch, but also the question of time for 
processinG. It :nc..:r ,·lell bo that an ilnportant incentive for 
participatinG financial institutionG to take greater risks 
themselves would be the ve~J difference in review and control 
and time elapsed inyolvcd ""Hh respect to any gi.ven sitw.tion. 
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J. Pro~~n~ Sub-loans 

Since a nQ~ber of different PFI's are expected to participate 
in the Trust Fund operation, it is not possible or necessary -­
to describe the procedures employed h,y each in processing sub­
loans. Essentially, they all use conventional loan application 
and reviell procedures including appropriate credit checks. 
For exa~ple once a loan is granted by the CV/CFN the following 
disbursement methods take place: 

vlhen a loan is approved, the borrorTer pays a 1% commitment fee 
on the unused balance, until the loan is ful~ drarrn down. On 
raw materials loan components the CV/CFN either requires the 
borroHcr to provide evidence that he bought the materials, or 
pays the actual bills on presentation by the supplier. On 
fixed assets or capital equipment, the CV/CFN uses the Letter 
of Credit in favor of the supplier. On building construction 
loans component whether building is pe~rormed Qy a contractor 
or by the borrower himself, the CV/CFN makes inspections of work 
progress and issues checks in accordance with the payment 
provisions of the sub-loan agreement. 

CV /CFN closely controls disbursement on its loans, althOUgh­
private barnes often do not and simply hand the borrower a check. 
CV/CFN, like other banks, charges interest begi~line on the day 
of the:; first drawdmm, and only on the amounts disbursed. 

K. Technical /iGf.istance 

1. ~~ion of the Technical Assi.stance Program 

'1.lhe Technical Assistance aspect of th is project is designed 
to i.'llprove the CQPQbility of PFI' G successfully to manage 
th·ls procro.m. It is also directed to the goal of improvi.ng 
the capQhility of the Grrl,'lller entrepreneur to effectively 
mann13e and expand a bus1.r.es5 enterprise. In flildition it is 
an importo.nt mco.sure of protection for the 'I'rust Fund. 

A charncteris"dc of the mnnll-i.ndustry sector is that access 
to cred.it at rCl.l.sonable terms i.s traditionally denied to 
borroll~rs due to the·ir inability to provide full security 
coverage for loans. Precisely for this reason there will be 
recourse to the Guaranty Fund in cases i,there the sub"pro,ject 
spon:::or can CO;i1e up .. rith no :nore than 60% or 80% of the security 
required and the PFI ir; ull...9.ble or unwilling to take a risk on 
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the ba.lance ~ The riok to tho Trust Fund is ba.lanced 
mainly b,y the desire or the PFI's to maintain as good 
as possible a record on loan utilization with the Tru~t 
fund in order to tlua1i.i'y ror rurther participation fr. the 
progrrun. But technical assistance to the sub-borrowar 
is also important ror the protection or loan runds, since 
experience "In. th banks and w'lth management techniques is very 
limited at the small industry level. 

a. ~i.ca1 Assistance to PFI's.. 

At the WI level, technical assistance "In11 be provided 
to increase the competence or sub-managers, loan 
orricers, and inspectors. This aspect of the technical 
assistance program ro110ws the recommendations of the 
October 1969 report by Benjamin Spiro,~/ contracted' b,y 
USAID to provide guidance ror this project. 

1) Techn-Lca1 ILssistance to the BNF 

The BNF has had rour years of experience "I'lith a 
superviseu small industry loan program (credito 
de ca.no.cttacion). Capacitacion in this ca.se means --' -----he1}rLng a small, marginal rim acquire a capacUy 
for grolrth, mainly through the provision or new 
machinery and equipment or through assistance with an 
expansion plan. The BNF has made 1,21,,8 loans under 
this proGram totalling S,98 million ($5 million). It 
also conducted a 2-Heek, full-tUne training course in 
December 1968 for 35 inspectors from its (then) 35 
branches, covering all aspects of small industry 
100.n analysis, app~ovn1, and fo11m-r-up. The BNF 
used. to contract services of International Development 
Services to provide guidance in this program. 

'I"ne technical asr;'lctancc progra'1l under the present 
loan providcs the BNF vTith the contract serviccs of 
a consultant adv'lsor for two years; one-month training 
visits for l\.ey mrF sub-managers and orf-icia1s of' the 
~~acitaci.on program to observe the successful supervised­
small industry credit program aa'1linistered b,y the Caja. 
AGrarla, Industrial y Minera in BOBota, Co1ombiaj and an 
intens-Lve training program of one month in the head 

11 Bcr,j.'1l1lin Spiro !;ssm.taten, Inc., "A Program for the Dcve10pnent or 
Small Scale Industry -in Ecuador" (October 1969), ditto. 
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office of the Br~ in Quito for branch-office sub­
manaGers, loan officers, and inspectors. This program 
is based upc:n the sUGgestions contained in an earlier 
report by Bcnj~~in Spiro.E! This course will be 
conducted by BNF staff personnel and specialists from 
CEIIDES, the Institute of TechnoloGical Research, INERRI, 
the Centro de Ejecutivos, etc. 

Technical Assistance for Other Participating Financial 
IriG'titt!t ionG 

Si~ilar assistance and training is to be provided to 
other WIs, includinG a training visit for a group of 
PFI loan manaGers to observe the Colombian program, 
also for one monthj a one-month intensive traininG 
course in loan supervision in Guayaquil for PFI loan 
officers and inspectorsj and consultant advice and 
direct supervision by the 2-year contract advisor. 

b. Technical Assistance to Sub-Borrowers 

CEIIDES, the Ecutldorean Development Center, has been supported 
by AID since 1962 and has earned an excellent reputation. It 
has a staff of over 80 economists and enGineers, plus 6 AID-
financed foreign advisors, in its branches in Quito and 
Guayaquil. Its Di.vision of Technical Assistance provides 
a full range of diac;noctic management and consultant ser vi.ceo 
to sr:L'lll tr:dustI"'J in Ecuador. It is p1a.nned to use CENDES 
staff to provide assistance to sub-borrovlers, when necessary, 
both in the preparation of loan applications under thi.G 
procram and in follou-up. visits ::'or loan supervision and 
control of use of loan funds. 

A small Gum U:-lrler this loan is reserved to assist CErIDES 
set up a special J~l'a"i.n:lne; prOC;ra!Jl for selected consulting 
staff ~!ho ,r11l proviG.e services to sub-bm:roHers. 
I;Jr. Al~f'Jn Young, an f.G.visor in the eErIDES office in Cua~a quil, 
haG prepared t.he curriculum for this course, a consultants I 
handbook, and a Get of procedures for plant vi::;its stressine; 
technical,. financial,and marketiIlG aspects of s:na.ll industry 
projects (See Ann~x XI). . 

"Credit with Technical-Assistance to Small Scale Industry in Colombia" 
(October 1964), pp. 11-14. 
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-The Centro de Ejecutivos (Mana.gement Institute) was 
founded initially as a branch of CENDES in 1962, but is 
now indeper.dent- and self-supporting from its own revenues. 
It is located in Guayaquil, and has conducted a total of 
224 management courses for 6,800 participants, including 
middle-management staff, personnel officers, technical staff, 
secretaries, etc. A branch in Quito was established but did 
not prosper due to poor direction; however, efforts are now 
being made to revive the Quito Center. 

The Centros will be able to provide technical assistance 
to associations of small industrialists Dnd artisans which 
hDve been organized by the Ministry of Industries and Com-
merce in a number of the major cities of Ecuador. Four such 
or[pni'zations have been esta.blished to date, and plans call 
for the establishment of Dn additional four. These associa­
tions Dre potentially useful in contributing to the success 
of the proposed Small Industry LODn Program. Basic, con-
densed courses in management should be given to key personnel 
of the associations. The Centro de Ejecutivos in Guayaquil 
is now preparing such a course, which includes most of the 
major elements of monDgement (accounting, plant maintenance, 
personnel, labor relations, etc.). This course will be given 
five nights a week to each of the eight associations by a 
travelling team provided by the Centro. The course is preceded 
by one month of preparation and home study. It will be repeated 
a year later both to refresh initial participants and to train 
new association members. The loan will cover the cost of these 
courses, which will be given free •. 
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2. Details of the Technical Assistance Program for Sub-Borrowers 

a. General 

Technical assistance to the sub-borro",er "'ill include (1) 
help in the preparation of the loan application, checking 
of security, and evaluation of the feasibility of the project 
and (2) follo",-up activities after a loan is made, including 
plarLt vinits, checlcing of loan utilization and projec~ 
progress, provision of assistance on technoloeical matters 
as needed, etc. For each activity, CENDES or other 
specialized consultants such as auditing firms "'ill be 
useC1. as required at the request of the PFI. A 1% fee "'ill 
be charged for each type of assistance. Technical assistance 
Hill be optional (at the discretion of the PFI) lolhen the 
WI as::3U!lleG the entire risk of' a loan. Ho",ever, both types 
of' technical aSGistance lolill be required when there is 
recourse to the Guaranty Fund. 

Technical assistance beeins llhen a potential client is 
identified either directly by CENDES or by ref'erence 
from a PE'L The first step is a prelblinaT'J review of 
the small businessman's project. This preliminary review 
will be carried out by CENDE3 or another conGultine firm 
if the PFI is not in a pOGit"ion to provide this service. 

To be conGidered for the program, loan applicants must 
meet the i'ollm.,ine criteria: 

(1) The enterprise must be under the complete control of a 
full-ti.'Tle manager malcinG day-to-day decisions for hiG 
business. A family bUGiness run by a member of the 
fa:niJ.,y "'ho does not have absolute powers to make 
posi.tivc decisi.ons, introduce chanr::es, and make improve­
ments, or a partnership ,.,here decision-making respon­
sibility is shared 1o1ith non-vlOrking partners, will 
not be considered for the program. 

(2) The enterpri.se must have C;rm-rth potential and be 
allle to sill'vivc adjustments made necessary by the 
Andean Common Marlcet. 

Once CErIDES or another consultant has approved a pro­
ject, it will begi.n to '-lOrk loli th the client in a com­
prehensi ve program of technical assistance beginning 
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,'lith the preparation of the application and ",orking 
through the implementation of the program until the 
final payment of thp. loan. Throughout this involve­
ment, the dual aspects of manac;ement consulting and 
management education "'ill be maintained a.s essential 
elements of the consultant's Dctivity. 

In the preparation of the application for a project as 
,,'eli as in the continuing technical nssistance after 
the granting of the loan, consultants will use a specially 
prepared consul tan t' s handbool(, "'hich ~.s presently being 
revised by ltr. Al\v,yTI Young, CE~~ES advisor in Guayaquil, 
to meet the specific conditions of the Ecundorean situa­
tion. This hnndbook defines a large number of activi­
ties to be carried out in three main management areas: 
marketing, finance, and production. l'he consultants' 
hancJbook is \'Tritten in a manner that permits a l6gical 
sequ(;!>-:C! to be follo",ed in the sys tematic application 
of m8nagement development techniques. The three first 
items from each of the main management areas are des­
cribed in Annex XI to illustrate the application of the 
techniques to be employed. 

b. Cases in \'Thich the PFI Does Not Usc the Guarnnty Fund 

If the Plt'I decides to assume the entire risk of a sub .. 
100.n--1. e., if it decides not to seek recourse to the 
Guaranty FWld--it "'ill be free to determine whether or 
not an ~pplicCJnt needs technical assistance in preparing 
a. loan application and/or folloH-up technical Ilssistance. 
In ma.ny cases this technical assistance will be provided 
by CEfIDES or some other organization. Even if the tech­
nical assistance consultants recoll'L'l1end loon approval, 
hm-fever, the final decision on credi t-uorthiness will 
be toiwn by the PFI. 

For loan~ provided by the BNF, m(lst of tlle necessnry 
technical ::tSSi:3ti<::;&cc: cun be provided by the Dank's 
m·m stoff'. 'I'he Dmi' has e):perienced personnel "'ho have 
underc;one traininG courses in the management of sma.ll 
industry 1.ouns ';'ii th technical assistance elements. 
Addi tiorw.l loan officers "rill be added to this staff 
as needed. All of thc::;e personnel will be e.ble to take 
advantage of addi t.ional tra.ininG courses f1.U1ded under 
the Loan. 
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If the BNF l"cfers the applicant to CF.NDES or snoth ... 
consultant, a fee of 1% of the proposed loan amount 
will be charged. This amount ,·rill be pDyable in cash 
to the consultant only in caGes in "rhich the sub-loan 
is approved by the BNF. This charge may, by agreement 
bet"reen the BNF and the sub-borrower, be paid in cash 
or capitalized under terms of the sub-loan. In cases 
in "ihich the loan is not approved, neither the applicant 
nor the PE'I vrill be liable for consultants' fees. 

For follmv-up plant visits and technical assistance after 
loan approval, the BNF may, in cases , ... herc technical pro­
blems are beyond the capabilities of its ovm inspectors, 
request that C~IDES make the plan visits normally handled 
by BNF staff. The char~e for these services will be 11~ 
of the loan value. In cases vrhere this charge \oTill be 
necessary, the BNF vrill so inform the borrower in advance. 

Other PFI's \·rill Dlso decide \vhether technical assistance 
is required, either in the preparation of loan applications, 
or, follm'rinr; approval of the loan, in plant visits and 
follmr-u:? on loan utilization. Hmlever, since most l'::<'I I s 
do not have the experience, traj.ned staff, Dnd branch 
offices available to the BNF, it i3 expected that they 
Hill have recourse to CE~IDE:S or other outside technical 
assistonce more often than the 13NF, at least in the 
initial year or t~vo of project operation. Fees for tech­
nical assistDnc·~ '.vill be for the same amounts, Dnd payable 
in the some manner as deocribed above in the case of the 
13NF. Tnese PFI's may require ,not only outside help in 
the preparation of acceptable loan applications, but also 
help in checking of credit-'vo;:thineas and security posi­
tion of sponsors, especially in YeBions outside of Quito 
and Guayaqt~il. 

Prospective applicant;, Hill be identified not only by the 
PFP s, but < ... lso by CF.NDES, vrhich has a. list of prospects 
for small inr:u:;try lo~ns as a result of itn studiea of 
Andean 1-1ol'l\ct projects, feasibility studies, o.nd con­
tracts rr.adc b:{ i-.he Ci::1IDES Promotion Division. In such 
caser, CEi'WE8 \'1ill be authorized to charge the sub­
borrm·rer an :.:tcccpteblc fcc for project preparation. 
Once such a project i~; accepted by a ?FI, the same 
arran(3emcnta for plant visitn and fol1m·r-up establi::;hed 
above vrill be r.;;:t;le, 1. e., at the PFI's option these 
mayor !iJ:ly not bc rco.u-Lred and may be handled by the 
PI'T itself, C,';['rDES, or another consultant. 

UfiCLJ\SSIFIED 
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C. Cases i'lJlhich thc_ PFI han Recourse to the Guaranty Fund 

In cacc::; llhere [l nub-b~)rY.'ower is not able to provide full 
sccurHy coverngc :for hi G proposed loon, and the PFI 
decides to have recourr;e to the Guaranty li'und, technical 
assistance to the sub-borrower will not be optional, but 
required. The 'I'runt Fund, to Hhich these cases will be 
referred, will have CENDES or another consultant make 
visits to opplicants for an initial assessment of project 
fellsibilUy Ilnd credit 1wrthiness. Favorable assessments 
will be follo.red by usni.stance in the preparation or 
revised applications. If a loan is then eventually not 
granted, the sub-borro'.rer applicant will not be required 
to pay for the assistance given by the consultant, and the 
cost of this ass-intance will be debited to a special 
technical aSGistance fund in th~ Central Bank (described 
below). If a loon is granted, the cub-borrower will pay 
a 1% fee to the consultant. In addition, follow-up 
ass-Lstance by CErmES or another consultant, including plant 
visits and reports on the r>rogress of loan uti.lization, will 
be requirEd. 'l'hese services will also be paid for with a fee 
of 1% of the face value of the loan. 

3. Costs of the Technical Assi.stance Program 

The costs of special advisors and courses associated "li.th the 
loan totol $100,000. These arc as follows: 

a. I~ cont;raet spc:clo.li.nt in small industry credit is needed 
for two yearG: 

(1) to set up ::;ub-loan criteria, appli.catton forms, 
sub··lou.n approval procedures, follow-up forms, etc.j 

(2) to asstnt the BI'Jli' Ln reorgan'lzins ito supervised 
crecHt der.3rt:;;cnt by Gtrengthening the technical 
Ilf)5i.stance clement; 

(3) to visit all field branches of the B1'lF in order to 
o.S:;CGS ccqlCibihties of sub-managers' nnd field loan 
officCTGj nnd 

(1d to monHor for USAID the small industry loan program 
allc1 o1'[,;8.l1i.%'.e the 'intf·:r-J.'elr:ltionships between the Central 
Dank. 'fru:t }und ar;d the PJi'Is. $60,000 
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b. Five fellowships for a one-month atay in Colombia 
for the manager and four regional deputy managers 
of the BNF's credit-\OTith-technical-llssistance 
department for small-and medi~~-6cale industries 
(to be based on the present supervised credit program). 
Training will be carried out in the relevant department 
of the Coja de Credito Agrario, Industrial y Minero 
in Bogota, Colombia.· $ 3,000 

c. Five fellowships for a one-month cour"se at the Caja 
in Bogota for selected participants from private 
banks. $ 3 .. 000 

d. One industrial credit specialist to orgpnize and 
conduct, with the assistance of the five BNF 
deputies mentioned above, an intensive training 
course for the specialized staff of the BNF, 
including loan branch bank officers and inspectors. 
This will be a one-month course, to be held in 
Quito. The training course will be repeated in 
Guayaquil for participants from other WI's. This 
short-term specialist would be needed for four $12,000 
months. 

e. A four-\Olcek, full-ti.~e training course, as 
described in (d.), and follo\Oling the curriculum 
outlined in the 1964 Spiro report for Colombia 
(pose 12), .'iill be given for loan officers of 
the BNF main office and the 37 branch offices. 
Costs include fees for instructors from CENDES .. 
the Institute of Technological Research, the 
Centro de Ejecutivos, etc. 

f. A cour!Je ident"lcal to that described in (e.) for 
lOCln officers from other participating PPI's. 

g. Nanagement courses "ill be e;i ven by the Centro 
de Ejec<'iti.vos of Quito and Guayaquil to key 
1?ersonnel of e icht s:nall-industry associations 
(in guenc::t l E,jmel'alda3, Hiobamba, Ambato, Ibarra, 
Tulcan, QUltO, and Guayaquil). These associations 
have In''l.lfficient funds to pay the usual S/.6oo fee .. 
per TJ3.rf.icipant for these courses. The Centros 
\oTould send a team to each location with audiovisual 
equiIr.nent, and the costs would be defrayed by the 
Loan. This activtty QIso benefits the Centro in 
Guayaquil and provides Ull incentive for the quick 
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reestablis~~ent o~ the inactive Quito Centro. 
The Guayaquil Centro is now fully capable of 
tailoring special courses for these eroups in 
accounting,· plant maintenance, production 
control, bookkeeping, financial management, 
human relations, etc. 

h. A course identical to that described in (g), 

$ 4,000 

to be given one year later. $ 4~000 

i. A grant will be made to CENDES for recruiting 
and training technical assistance advisors for 
the supervised small industry credit progra~. 
Costs will include training course expenses, 
duplication, stationary, equipment. (See Annex 
XI.) $ 8,1~00 

TOTAL $100,000 

In addition to the above, a fund of $150,000 will be set 
aside from the Loan to provide technical assistance to sub­
borrowers who must be referred to the Guaranty Fund due to 
lnck of full security coveraGe. As stated above, this 
assistance will be obligatory and will not be charged to the 
applicant unless a loan is approved. The funds reserved for 
this purpOGe arc sufficient to cover consultant costs for 
approximately 1,000 projects over a 3-year period. However, 
as on~ loa.n applicationG 10lhich are not eventually approved 
will qua.lify for use of this fund, it is estimated that in more 
than half the cases the consultant fee required will be paid 
by the sub-borro1oler. Thus it is the itent of the Misaion that 
the $150,000 constitute in part a reserve for possible addi­
tional technical ascistance activittes which the loan contract 
consultant may deem necessary for the advancement of the projec· 
1his fund will remain in a separate account in the Trust Fund, 
and final utilization mll be determined by the Loan Committee. 
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SECTION IV - ECONOMIC ANALYSIS 

A. Helation:~hip of PrDJ~:(:t to Eccmom.i.c and Social Developm, 

1. Recent 'l'rends in the ManufDc turing SectorY 

From 1960 to 1968, ECllador's manufacturing sector grew at 
an average annual rate of 5.5 percent, compared with 4.5 
percent growth rate for the economy as a whole. This re­
presents D significant improvement over the situation in 
the 1950 IS, when, despl te a more rapid overall growth 
rate (4.9 percent), the manufacturjng sector grew at an 
average annual rate of only 4.7 percent. 

The factory sub-secGor (jllclustrin fabril) now accounts 
for approxll1liltely two-thirds of value added in manufac­
tlITing, as the artison sub-sector has decrease substan­
tially in importance from 44.2 percent in 1961 to 32.5 
percent in 1968. Applying these perccntages to total 
Illanufacturing product, the annual rate of [';I'owth of the 
DrLisan sub-cector ill Lhe period 1961-1968 is seen to be 
only 1. 8 percent, whi.le the factory sub-sector grew by 
9.2 percent nnm1811y, thus accounting for almost 90 per­
cent of m<1nufactlITing c;rm.th during this period. 

As in most other Lntin American countries, employment 
in rnmmfitcturing is growing considerably less rapidly 
than output. In factory mal1ufacturine;, even if the 
current rate pf increase were equal to that of manutac­
tU.l'inr, output, the nurnbel' of lle~., jobs created annually 
",ould still be only a few thousand, given the 1m1 ab­
G';)lutc lev(~l of employment in manufacturing (47,629, 
according to the 1965 CenSUE of Menufacturing, or just 
u;'lder 3 pcrcc'nt 0".' the total Inbor force). Employment 
in llrtis:.,r:. r,FH1Uj';.:;ctll"Cing (un estimated 1138,200 in 19(6) 
('D.s nt be::; t lwcn s'GD.tic DI1 may well have declined in the 
lost 10-J.5 years. 

Dota on r~Gl w~~cc ~hDW thot average wages and salaries 
i:1 factc)J":;{ r.n:w.f'uc::'urir..;:, h'"'Ie risen by less thon one 
pcrc8~t AnGuHJ.ly Gincc 1957, compared with an average 
nnnuc;.L lncre3r:v in PCl'-cnpita national income of 1. 4 
percent. 

fJ li'o:;-;-;;;'-(~ d(~t[. il::cl r0nnly;~.i.:; I see Clarence Zuvekas, Jr., "Recen1 
TC(!lld~; :i.n io;cuado:c'[; MUI1ufactur:ine Sector" (January 1970), rnimeo, 
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The outlook for e;rmrth of the manufncturing sector in the 
next few years is clDuded by the balance-of-payments pres­
sures "'hich have forced the government since late 1968 to 
adopt import and credit restrictions that have prevented 
a recovery of the industrial grovrth rute, which has slowed 
since 1965. These pressures, causrnprimarily by a fall in 
export earnings, are likely to continue until 1973, when 
Ecuador is expected to begin exporting large quantities 
of petroleum, 

2. The Chal1enqe of Andeun Economic InteBration.Y 

'l'he industrial growth rate must be increased, and industrial 
development policies reoriented, if Ecuador is to meet the 
challenge of Andean economic integration. With both Colombia 
and Chile pushinG hard to make this regional integration effor' 
successful., end vli th the Ecuadorean government regarding it 
as a coming reality, the Andean Group must be taken quite 
seriously at this time --certainly rnust more seriously than 
LAFTA. This means that, although the overall level of im­
ports may have to be tightly controlled through 1972, import 
policies must be revised to further discourage imports of 
consumer goods and imported inputs to highly import-intensive 
industries, nnd to encoura.ge the development of export-oriented 
industricr; [:nu productivity increases in light low-import­
intensive consumer goods indust.ries threatened by competition. 
from other Andean Group countries. 

~,rost Geriously threatened are probably the textile and the 
foot,rear lJnd clothing industries, vThich together accounted 
for 14. '( pc:cccnt of value added and 27.4 percent of employ­
ment in lar[~e manufacturing establishments in 1965. l>1any 
of thC! r~maller f'irl:',s in these industries are likely to fold 
as a re~mlt of r;::,(~nter competition, and r.lOst of ther;e are 
TJrooubly not vrorth snlvar.;ing. Still, there are some that 
Ci:Jn b,~ I;l:,dc CC;ll":)ci;i ti ve i C technical ossistnnce Dnd bank 
credit on rea::;onable terms can be 'made available. In 
nddiU.on, ECUDdor ::;hould talco advontace of its favorable 
position ",it,h respect:. to certain activities within each of 
thece branches of industTY. 

In nr3di cion to textil(~::; Dnd foot'vp'/lr and clothing, other 
l.ndu.:;tr leG lil-:ely to be hard hit by competition are the 

g] S8'~ -,·:·;l~·.l'i~;--·-;(. C:ibs'O;1, "E(:u[lo')n:nn Import-Substitution find Indus­
t:d.::l··i';xportinG Polj.r::ie:.: ;:lnd Aw;ean Economic Integration" (:,iay, 
1970 L ~~l£~~.~. 
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metal, metal products, machinery, and equipment industries. 
Given the ~nl£lll size of the Ecuo.dorenn market, these indus­
tries, " .. hich often require relatively lorge-scale operations, 
are of only minor importnnce in thc Ecuodoreon economy: in 
1965, cnu branches 31+ throuc;h 38 t08ether nccounted for only 
4.6 percent of value Dueled by larc;e industrial establishments. 
In the larger Andean countries, a larger domestic market has 
permitted more extensive development of these branches of 
industry. r.1oreover, these contries have must better domestic 
supplie~ of industrial raw materials needed by these indus­
tries than does Ecuador. Thus they ''lOuld seem to be in a 
better position than Ecuador to produce these items, and may 
displo.ce some current Ecuadorean production. Still, there 
,."ill be some CDses in ,.,.hich Ecuador can competitively satisfy 
its mm domestic needs in these areas and perhaps also pro­
duce for export to other Andean Group countries. 

i'lith ree;ard to the development of other import-substitution 
industries, the best possibilities appcDr to be in paper and 
paper products, tobacco, food products, and chemicals. The 
industries with great export potential seem to be wood pro­
duct[j, fUJ.'niture, and food products. 

Detailed ::;tUtiies of industrial development prospects in 
Ecuador by DeBcaus~et, Gibson, CENDES, and others "till be 
made uvailable to PFIls to assist them in establishing 
[,;uidelines for their industrial lending activities. Tnese 
studies should help prevent PI"I , s from financing invest­
ments that do not appear to be in a favorable competitive 
position viS-<l-vis the other Andean Group cOWltries. 

3. Cred it ['nd Technical Assistance 

r·~..:diu,n and larr,c-::;cale manufacturing enterprises now have 
adequate access to credit from the two financieras, the 
cv I G'ln and COFIEC. Both of these institutions, established 
\lith i\ID 3ced copitnl lcmns, have succeded in attrllcting 
loanfj and liner; of' creciit from international lending 
at:;encies uno from p~1ivDt.e sources sufficient to meet the 
dc,r.ar:ds of mcdil;;n ~Ind loree-scale enterprises. The CV/CFN 
and COFn:C, tOl~et'hcr vI} tIl CEI'IDES, are also in a position 
to provido most of the technical assista.nce needed by these 
firms. 

Small-GcDle industry, om"ever, does not have access either 
to the credit or to the technical assistance it needs to 

t)i';CLMjSIF'IED 



- 46 - UNCLASSIFIED 

increase its output and productivity and thus meet the 
challenge of Andean economic integration. The present 
loan proposal'has been designed to meet these critical 
needs, 'vhich are described in more detail elsewhere in 
this paper. 

B. Benefits Exoected from the Project 

1. Economic 

Small inductry occupies an important role in the industrial 
, developi:lcnt of the country, and Ecuador's successful res­

ponse to the challenge of Andean economic integration "Till 
depend to a laree degree upon productivity improvements 
in small manufactw'ing ,establishments. The 1965 Census 
showed that 93.5 percent of the factory-industry establish­
ments in that year employed less than 50 "Torkers, and that 
these accounted for 21~.1 percent of the total value added 
in factory manufacturing. Many of these small establish­
ments are in the textile industry and in the footwear and 
clothing inductry, Vlhich are seriou::;ly threatened by com­
petition. Others are in the food products, furniture, and 
wood products indu::;tries, where there is good export po­
tentiol for many products. Credit and technical assistance 
are vit~11y needed for these and other industries. 

DeBeau.s:,ct ha.s ic1cnt.ified small industrial loan opportuni­
ties (US:I;25}OOO or less) in more than 300 activities total­
lin;:; :!i17. 7 million and involving more than 1,200 enter­
prises • .17 Hl",j J.e these figures are probably too optimisticil 
they provide i, good detailed list of the possibilities for 
invC'Gtment by :::mall industrial enterprises producing for 
both the domestic and the export market • 

•. .:.:c.-__ 

VEll de 3c:3t~:::;:::;ct) IIEcuadorcon Small Enterprise Development" 
(January 1970), ditto. Sec also de Beausset' s earlier report, 
"Ecuador: Pl'clxlr:i.n;: for An,deon Subregional Common r.!arket" 
(October 1969), ditto. 

For Q diGcu~sion of the de Bca.u~setts reports, see Clarence 
Zuvel:as, Jr., "A sUl'vey of Credit and Technical Assistance 
Hc()uircments of Small Induntrial Establishments in Ecuador" 
(J,',a-y 1970), m:L~. (See Annex X. ) 
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The present loan seeks to make an important contribution 
tm ... ard relievine; the credit shortage that now exists for 
small manufacturinc; enterprises. Given"the size of the 
credit gap (see Section III-E), this loan should supplement, 
rather than compete "lith, the $800,000 made available for 
small industrial lending under the new IDB loan to the BNF 
and under the :1;3.0 million line of credit made available 
to COFIEC by the ~xport-Import Bank. The administrative 
capacity of the BNF and COFIEC is sufficient to enable 
them to participate in the AID loan as well as to take 
advantage of these other loans. 

Experience in Colombia, Tail-ran and elsewhere has indicated 
that a one-dollnr injection of credit into on existing 
small enterprise can have a payoff of one dollar and more 
in annual additions to the value of production by that 
enterprise. If this occurs in Ecuador, disbursement of 
the entire loan could increase annual production by approx-

imately $10 million, or roughly three percent of the esti­
mated total value of production by factory industry in 
1970. ~'he direct increase in employment resulting from 
this expansion of a.ctivity is expected to be as much as 
4,000. Furthermore, considerable stimulus will have been 
given to the development of a strong group of medium-
scale entrepreneurs. 

2. Social/Political 

The dif'ficu.lticn experienced by small businessmen in 
cxpBndinc; and improving their opera.tions not only repre­
sent D uraC' on the economy as a ",hole, but also have 
important Gocial and political consequences. The ca.pa­
city for [;rmrth within the middle class is materially 
lilni"Gce: by the serious obstacles no, ... bloclt.ing one of 
the cJ::.~::;ic router. to middle-class status, that is, small 
bUlj:Lnc;:;:~ flctivitics. An important counterweight to the 
easily l'aoicaJ.hcd lo'tlcr class has thus had little oppor­
tunity to develop ns a :political force, as market forces 
in Ecut~d0r pre"enL};t fu.nction in such a ",ray as to screen 
out too m3rJY potc:ltial cEndidates for grm-rth and leadership. 
Ultimiltcly, thc political interest of those "'Tho might 
have joined the middle class but are precluded from doing 
so by ID"cl~ of accesn to the Hherewi thal lies with those 
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groups advocating ro.d:Lcal solutions to the country's 
social and political problems. 

On another level, the capacity of Ecuador to develop in 
the face of the special challenges of the 1970's is severely 
restricted in social, political and econorrlc terms because 
of the lack of a broader base of enterpreneurial activity. 
The most serious challenge in this respect is presented by 
Andean economic integration. The economic need for a more 
efficient and dynamic industrial sector has been treated 
elseifhere in the paper, but the international political 
consequences of Ecuador's ability or failure to rise to 
the Andean Group challenge also deserve serious considera­
tion. Experience has shown that countries incapable of 
competing effectively in international markets have caused 
serious problems for the international community. Countries 
in the process of 1I10sing out ll have often exhibited unpre­
dictable and perha.ps irrational behavior in the international 
arena. More serious yet is the possibility that failure 
to meet the Andean Group challenge may tllreaten the sur­
vival of Ecuador as an economically viable entity. The 
simple truth if that Ecuador has no alternative but to 
f!7m., in order to survive. The critical bottlenecks cons­
training the capacity to grow must be dealt with on pain 
of far more difficult problems to be dealt with in the 
future by the international community. 

C. Centrnl Bonk LendinB Policy 

To the extent that the proposed loan provides ne'" monetary re­
sources to the Central Bcnk through the Trust Fund mechanism, 
there existc the possibility that the Central Bank's Trust 
Fund operationc might haV·3 an inflationary impact by expanding 
the totQl m::ol1..'1t of credit to the private sector. Even if the 
entire amount of the loan represented a nevT addition to the 
total volume of credit outstanding, hmTever) the resulting 
increase in cred it 1'lould b'~ very minor, espedally since 
disburscr:lcnts Hould be .sPJ:ead over a three-year period • 

.. '. . .. _ . _. _ .•. _' •. '._ -.t.. . 

In til(: face of cOllt:Lnued. heavy .1 r'~ndin13 to the Central Govern-
r~~~~~ _-.t~~ __ Q.C!~i;E<:l:( pa_12-1< ___ .~:!-lL.Pn-~1?.~~_~y keep-os: iigii~ -!~i~1 ~11-- c~~_<?-~ ~~ 

-~-.. ----.......... -.-.- --------. --.,--,-1'" .... . 
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expansion to the private sector in order to liltit total credit 
expansion. At the same time, the Central Bank is expected to 
continue encouraeing a shift by the banking system as a whole 
out of commercial lending and into a~iculturul and industrial 
lending. Such a shift~d in fact occur in 1969, and the pre­
sent loan should provide an incentive to bring about an addi­
tional redistribution of lending in favor of the industrial 
sector. 

D. Balance of Payments Impact 

The credits Th~der this program are intended to encourage the 
production of goods '''hich can compete effectively with imports 
at home and in the Andean Common Market. 'I'o the extent that 
this is the case, the resulting foreign exchange earnings o"r 
savinr,s will improve the GOE B/p position. Hith respect to the 
proposed impact on U. S. B/p, the USAID does not consider it 
significant. 

E. Imnact on the U. S. Economy 

It is not cOIltemplated that the production resulting from cre­
dits provided under this loan "'ill compete in any significant 
"laY ",ith U. S. manufacturers; hence a negative impact on the 
U. S. economy is not expected. On the 'contrary, ",here U. S. 
manufacturcrs can compete ,'lith other ,,,estern hemisphere suppliers, 
there Hill be a favorable impact on the U. S. economy. 

UNCLASSIFIED 
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SECTION V - FINANCIAL ANALYSIS 

A. ~ancial Plnn bl Source and Use of Fund~ (in $000) 
, 

1- Source of Funds 

1st 2nd 3rd 
PFI Conttibutions ~ ~ ~ Year -
1,500 BNF 1,500 400 500 600 

250 CV/CFN 1,000 250 350 400 

150 COFIEC 750 200 250 300 

750 Commercial Banks 750 200 250 300 

250 EDF 250 75 75 100 

3,000 Guarantee Fund 600 100 400 100 

Technical Assistance 250 ...J.2.Q. 50 50 

5,900 5,100 1,375 1 z812 lz8~0 

2. Use of AID Funds 

--L L. c. Total 

Equipment & Other Fixed Assets 2,000 750 2,750 

Horldng Capital 1,000 -1,100 2,100 

Technical As~istance 75 175 2"i0 ---:-

3,075 2z025 .2z 100 

The above financial p1nn is based upon discussions 'i'Tith the PFI's. 
Tne BNF has indicated its \'/illingness to match dollar for dollar 
AID funds. In the case of the other development banks, it is 
a~sLJ~ned th;;:.t their general expression of participation interest 
'-Till l'esult in n II go slow" policy, increasing their participation 
8S the:i.r confidence in the proGrram grows. Since the commerc:ia1 
DiJnl:s are nOvT engaged in providing credit assistance to small 
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industry on a short-term basis, here it is assumed that with 
the availability of th...: AID loan they 1'1ill be induced to match 
the AID funds and liberalize their terms by perhaps extending 
slightly longer maturities for vTOrking capital needs. The 
leveroe;e of the Guoranty Fund is expected to induce additional 
PFI lending without collateral or perhaps with only partial 
security at a ratio of 5 to 1 or *3,000,000. 

B. Financial Analysis 

1. Central Banlt:. 

'rne Trust Fund uill make available proposed loan funds in 
the amount of *4,600,000 to qualified financial institu­
tions wishing to participate under the proposed proeram. 
A Trust Fund vlill be established by the Central Bank for 
the purpose of discountine; notes and collections. Finan­
cial statements on the Central Bank are given in Annex IV. 
The Central B;mk is accepted as a sound and strong organiza­
tion. As 11 matter of fact, it is the "backbone" of the 
financial system in Ecuador. Net profit has shown good 
grovlth during the period under review. Approximately 75% 
of its total income in 1969 vlaS from Interest while approx­
imately 77~~ of its expenses vTere classified as General 
Expenses. 

2. Partidn;)tin~ Financial Institutions 

Financial ::;tntemcnts on institutions 'vho have indicated a 
Hillingness to participate under this proeram are given in 
Annex V, VI, VII, and VIII. In addition to these institu­
tions it is anticipated that several commercial banks will 
ulso purticipatc. BNF, CV/CFI~, and COFIEC' have loans from 
AID, und tLcir .implementntions have been satisfactory. 
'J.'i.1CSC in::;titutions are Dudited annually by independent 
public DCCQutnnts, and no serious problems have been re­
porto-d. The EDF \oIDS orf;anized in May 1968 and has not had 
time to establish an operational trend. Basically, its 
operat.ing e:.xpcnr,es are financed by donations and its 10lln 
ftmas co:ne from donutions and loans from the Pan American 
J)(~Vt!lOp;~lent Foundation. It has not been aUdited by un 
inde!)cndcnt public accounting fir!ll and this will be a 
requirement if it UGes any of the proposed loan funds. 
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C. Financial Status of Participating Financial Institutions 

See Annexes V, VI, VII, and VIII. 

D. ~~payment Prospects 

Prospects of repayment depend upon two considerations: (a) the 
capacity of the PFlis to service their debt to the Trust Fund 
and (b) the capacity of the GOE to service the external debt 
represented by this loan. 

PFI Debt Service CGpacit~ 

The capacity of the PFlls to service debt is evident in the 
financial statements of the principal PFlls set forth in Annexes 
V) VI, VII, and VIII. 

GOE Debt Service Capacit~ 

Ecuador's debt-service!commodity-export ratio has averaged 
only 10·3 percent during the period 1965-1969, as indicated by 
the data in the follmring table: 

____ D_ebt Servicinr; 
Amortization Interest 

10.0 1j..6 

10.8 5.3 

11.7 6.0 

16.8 7·4 

18.6 8.0 

Total 

14.6 

16.1 

17.7 

24.2 

26.6 

Commodity 
Exports 

180.7 

186.5 

200.4 

210.7 

188.1 

Debt Service 
11S a % of . 

Commodity Exports 

8.1 

8.6 

8.8 

11.5 

14.1 

(e) Estimate 

Source: Banco Central del Ecuador, /,';cmorias Anuales and unpublished data. 

n;c 'cise in this ratio in 1968 "lOS att:i'ibutable primarily to 
an ).ncrcufoe in al:.or'cization paymentc by both government and 
non-covc:rnlllcnt enititics, but the 1969 ri::;e--to ll~.l percent.-­
is a re.~lcdioi1 primarily of a fall in export eClrnings. Ex­
po)!' ~s a:ce expected to continue to be sluggish through 1972, 
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after , ... hich they should rise substantially as a result of 
petroleum exports beginning in 1913. 

Meanwhile, the burden of debt-servicing in the near future 
seems to be quite modest, as shmm by the following table 
which estimates debt-servicing requirements on the public 
debt outstanding as of December 31, 1968: 

Public Debt Servicing, 1969 - 19191/ 
(millions of dollars) 

Year Interest Amortization Total -
1969 8.0 11.0 25.0 

1910 8.2 18.9 21.1 

1911 8.0 21.6 29.6 

19'(2 1.1 20.5 21.6 

1913 6.4 20.8 21.2 

1914 5.5 19·8 25.3 

1915 4.8 18.2 23.0 

1916 4.2 16.4 20.6 

1911 3.5 16.1 19.6 

1918 2.9 10.9 13.8 

11 Intere::;t Dnd amortization on foreign public debt out-
standing (inc1udine; undisbursed loans) as of December 
31, 19G8. Repayment terms for leans totalling $6.4 
million are not available. 

Source: IMF, Ecuador - J.9~9 Article XIV Consultation 
(F~bruary L~, 19~rO. Part II, Table 3h, p. 62. 
(Based on data from the IBRD and the Banco 
Central del Ecuador.) 
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The contracting of new loans, of course, will add to debt­
servicing requirements, but if Ecuador places primary re­
liance on borrowing from official rather than private sources, 
the additions to debt servicing should be qUite modest in the 
mediwn of the favorable grace periods offered by official 
lenders. 

As a result of improved export performance after 1973, and if 
only modest additions are made to debt servicing, the debt­
service/commodity-export ratio, after a slight increase in 
1971 and 1972, should fall to about 10.5 percent in 1974: 

Debt Service 
Total Debt Commodity as a % of 

Year Servicing Export~ Commodity Exports 

1970 29·0 210.0 13.8 
1971 32.0 205.0 15.6 
1972 32.0 205.0 15.6 
19~(3 33.0 250.0 13.2 
1974 33·0 315.0 10.5 

Source: USAID estimates. 

Ecuador has tl'acl:.:, tionally had a good record for meeting its 
loan repayment obliga.tions and no special problems with the 
dollar repayment of the proposed loan are anticipated. 

The GOE, as the Borrower, is responsible fu~' repayment of the 
loo.n l..lccord:i.nc; to the terms of the Loan Agreement. The ultimate 
respons:i1)ili ty for maintenance of value will be borne by the GOE 
"/hJch may make arrungements with the Central Bank to deal with 
Imv problems which arise in connection with sub-loans if 
appr'op.i:'il.l. Lc. 

rJ~',is Joan is not 'being II t;Vl'-S teppecl" for the reason that the 
Central Dank is a governmental c:nti ty vii th a maximum of flexi­
bill t.y, "/fiicll Lhe M:i.:-;sion fee]::.; to be in a posi t.ion to exert 
influence wi Lhin tLe GOE, as w:!ll 8.:3 "lith the Ecuadorean 
publ:l.c, t;o"l8.rd~'!-Je ol!.i':;ct,ives of our program in this country. 
T1h1l0., under oUlf::r cJ.rcUl;mtance~~, relinquishing of the two-step 
opt.j,()~ lIlj~hl~ seem 1;0 be a form of "locking-in" U.S. resources 
to a ;:;inijle PUl'PO;3(:, the Mission feels that, in this case, the 
OPlJe,;;i (:! C!fft:cc .... tin be achieved. Availability of these re-' 
SOlU'c::.:;s .... ::l J.l be 10d[~ed in one of the broadest-gauged entities 
irl .::;C\'i .. :lOi', notabl~1 Jllllllune to political pressures, soundly 
rJur,IJ,.:,,/2:d., £I·.Ld, :10\01,· development minded. 
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The r.!i::;sion is strongly of the persuasion tha.t, in this ins­
tance, passing along to the Central Bank the advantages of the 
most favorable A.I.D. concessional lending terms, not resorting 
to the tHo-step device, will add to the flexibility and effec­
tivenes::; of the loan. 

Justification of Concessionary Terms 

Tnis proposal calls for granting the loan to the GOE or. the 
most concessionary terms available, 3% for 40 yea~s ",ith a 
10 year Grace period during Hhich interest will be 'Cfo. The 
nature of the financial problems facing the Ecuadorean Govern­
ment has been referred to previously. TIle Government is pre­
sently facing a serious budgetary crisis and it is anticipated 
that critical needs for government expenditures will continue 
to absorb financial re:30urces available to the government well 
into the future. Hhile substantial improvements in certain 
elements of the GOE financial pict.ure are anticipated during 
the next decade, the requirements for financing Hill probably 
continue to outrun available resources through the end of the 
century. All AID previous financing in Ecuador in recent years 
had been on the most concessionary terms available and other 
international lending institutions pursue a similar policy. 
On the bnsis of the foregoing,the Loan Committee has concluded 
that this loan should be made on the most concessionary terms 
possible. 

F. Sub-J.o:m ~l.'er:ns 

As indicated earlier in this paper, the PFls will be permitted 
to ~Ippl:! to su"o-borrovlers a "Tide range of terms both with re­
Gard to interest changes and maturities, depending upon the 
risks they assume. The Trust Fund will also employ the same 
val'i301es in determining its terms in extending credit to.PFI's 
or rediscounting PFI financial paper. 
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SECTION VI - IMPLEMENTATION PLAN 

The ~ollowing schedule establishes within a time ~rame the critical 
events which must occur i~ the program results are to be achieved 
on a timely basis: 

June 1970 Authorization FY 70 

FY 71 September 1970 Agreement Signed and 
Implementation Letter Issued 

December 1970 Conditions Precedent Satisfied 

FY 74 

January 1971 

S~ptember 1973 

Funds should be disbursed as ~ollows: 

Estimated Local 
PFI Contributton AID Loan 

BNF $1,500,000 $1,500,000 $ 

CV/CFN 250,000 1,000,000 

COFIEC 150,000 750,000 

Corrunercial 
Danks 750,000 750,000 

ED]!' 250,000 250,000 

Guoro.nty Funds 3,000,000 600,000 

T. A. 250z000 

First Disbursement Made 

Loan Fully Disbursed. 

AID Loan Drawdowns 
1st Year 2nd Year ~rd Year 

400,000 $ 500,00'0 $ 600,000 

250,000 350,000 400,000 

200,000 250,000 300,000 

200,000 250,000 300,000 

75,000 75,000 100,000 

100,000 400,000 100,000 

l50 z000 20 z000 20 2000 

'i'otals $5,900,000 $5,100,000 $1,375,000 $1,875,000 $1,875,000 

DiGburscment Procedures 

1. Loc~l Cost Expenditures 

Di::;bur::;cmcnt will be made by the USAID to the 'l.'rust Fund o~ the 
Cen~ral Bank ~or a) the local currency portion of all eligible 
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sUb-loons made or re-discounted by the Trust Fund from PFI's 
participation in the program; b) all eligible local currency 
expenditures for technical assistance; c) and appropriate 

, amount, consistent .. Ii til sound liquidity and banking practices, 
for all eligible local currency loans made by PFI's and 
guaranteed by the Trust Fund. 

Reimbursement will be in accordance with usual AID procedures .. 
upon presentation of documentation mutually acceptable to AID 
and the borrmTCr. Such requiremer!ts will be the subject of an 
Implementation Letter. 

2. Establishment of Revolving Funds 

In order to initiate operations, the USAID will advance funds in 
the appropriate amounts to the Trust Fund of the Central Bank so 
as to establish revolving funds for financing the functions under 
a, b, and c, in (1) above. 

3. Dollnr Expenditures 

Upon request by the borrm/er, AID w'ill issue appropriate commi;t­
ment dOClli~ents in order to finance the eligible dollar costs of 
the project. The borrm/er may at his option make direct reim­
bursement from his min resources for eligible items under the 
project and seck reimbursement from AID by presentation of the 
usual docwncntation. Payments u~der the guaranty function of 
the Trust Fund .. /ill be made on the basis of claims honored by the 
Trust Fund IJ.G guarantor. Where AID funds are used by the Trust 
li'und in its discounting operations, eligibility requirements will 
be the same as in the case of forward-funding transactions. Pro­
curement of AID-funded goods and services will meet AID's then­
current Capital Project Guideline requirements. 
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IDlCLASSIFIED 
~-:-D'I£/~-9.18 
ANNEX I, Page 1 of f 

I hereby certifY to the Administrator of the Agency for 

International Development that to the best of ~ knowledge and 

belief Ecuador possesses both the financj.al and human resources 

effectively to matntain and utilize the project to be undertaken 

pursuant to th~ terms of the AID loan proposed in this paper for 

Small Enterprise Assistance by the Government of Ecuador and the 

united States of America. In so certifYing I have taken into 

account the utilization of similar projects in Ecuador previous~ 

financed or assisted by the united States, and I have more particu­

larly taken into account the demonstrated capability of Ecuador to 

effectively utilize development projects of this nature. 

Date ~ges 
Director 

A.I.D. Mission to Ecuador 
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June 1S, 1970 
CHECKLIST OF STATUTORY CRITERIA 

(Alliance for Progress) 

In the right-hand margin, for each item write answer or, as apprc:,riate, 
a summary of required discussion. As necessary, reference the sec.don(s) 
of the Capital Assistance Paper, or other clearly identified and available 
document, in which the matter is further discussed. This form may be made 
a part of the Capital Assistance Paper. 

The following abbreviations are used: 
. 

FAA - Foreign As sistance Act of 1961, as amended by the Foreign A3sistance 
Act of 1968. 

App. - Foreign Assistance and Related Agencies Appropriations Act. 

MMA - Merchant Marine Act of 1936, as amended 

COUNTRY PERFOR~NCE 

Progress Towards CountrY Goats 

1. FAA §.208; §.251(b). 

A. Describe extent to which 
. oountry is: 

(1) MakiY/f! appropriate efforts 
to increase food production 
and improve means for food 
storage and distribution. 

(2) C~eating a favorable cZimate 
for foreign and domestic private 
entel'pnse and inves tment. 

The Government of Ecuador has placed 
high priority on agricultural acti­
vities, although its efforts have 
been hendered by serious fiscal 
problems. 

Legislation favorable for private 
enterprise and investment is in 
force and being improved; the 
private sector is healthy and active 
in Ecuador. 
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(3) Inaroeasing the pubz.'ia's 
~le in the deveZopmental 
p~oess. 

(4) (a) Allooating available 
budgetary r'esouroaes to 
development. 

(b) Diverting such 
resources for unnecessary 
mU,itary expenditure (see 
aZso Item No. 18 J and 
intervention in affairs Of 
other free and independent 
nations. (See aZso Item No. ~7.) 

(5) ,o/i Z Zing to con tribute funds to 
the project or pl'Ogroam. 

UNCLASSIFIED 
ANNEX II, Page 2 of 19 

The Government of Ecuador is elected 
by the people in accordance with the 
Constitution of 1961, the Central 
Government and the Provincial and 
Municipal Governments are responsive 
to the needs of the population within 
the li:uts of budgetary restraints. 

Despite the budgetary restraints, and 
inefficiencies in the establishment 
of priorities in public sector ex­
penditures the budgetary resources 
allocated to development is signi­
ficant. 

Ecuador and its Government are not 
diverting budgetary resources for 
unnecessary military expenditures. 

The GOE has expressed willingness 
to contribute funds to the project 
consistent with the budgetary 
restraints. 

UNCLASSIFIED 
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(6) Making economic, social, 
and poZitiaaZ reforrms such Cl8 
tax coZZection improvements and 
changes in Zand tanura a:l'l'anaomontS,. 
and making pr'ogres3 tolJJard respect 
for the ruZe of ZCD.JJ, freedom of 
expression and of the press, and 
recognizing the importance of 
individuaZ freedom, initiative, 
and private enterprise. 

(7) Adhering to the prinaiples Of 
the Act of Bogota and Charter of 
Punta deZ Este. 

(8) Attempting to repatriate capitaZ 
invested in other countries by its 
own citiaens. 

I • 

UNCLASSIFIED 
ANNEX II, Page J of 19 

The rule of law, freedom of 
expression and of the press 
exists in Ecuador. These 
riBhto ore guarantoed by the 
Constitution. Individual 
initiative and private enter­
prise are encouraged and 
estimulated. 

Ecuador is signatory and ad­
heres to the principles of the 
Act of Bogota and Charter of 
Punta del Este. 

Attempts constantly being made 
in Ecuador to repatriate ca­
pital invested in other 
countries. Ecuador has a 
relatively sound climate for 
investment. 

(9) OtheY'Wise responding to the vitaZ The GOE appears to have good 
economi~, political, and sociaZ intentions, but its performance 
conce~ of its people, and demonstrating has been limited. 
a clcar deter.mination to take effective 
sel.f-help measures. 

B. A1'e above facto1'8 taken into account in Yes. 
the furnishing of the 8ubject a8sistanae? 

• 

UNCLASSIFIED 
3 
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T2'eatment of u.s. Citizens 

2. FAA §.620{c). If assistance is 
to government~ is the government 
liabZe as debtor or unconditionaZ 
guarantor on any debt to a u.s. 
citizen for goodS or services 
fUl--nished or ordered where (a) 
suoh citizen has exhausted 
available legal remedies and 
(b) debt is not denied or 
contested by such government? 

3. FAA 6.620(e)(1). If assistance 
is to a goverrnment ~ has it 
(including government agencies or 
subdivisions) taken arq; action 
which has the effect of nationa"/'" 
izing~ expropriating~ or otherwise 
sei:aing-OlJne:~ship or control of 
properPd of u.s. citizens or 
entities beneficially OlJned by 
them w-z, thout tak7:ng steps to 
discharge its ob ligaUons 
tOlJaJ'd Buch citizens or entities? 

4. App. ~.10C. If country attempts 
to create distinctions because 
of their' Y'aoe or Y'eli(jion among 
Amer-icans in granting personal 
01" commercial acoess 01' other 
rights ottzen.(.l-ise available to 
U.S. citizens generally~ what 
steps (IJiZ Z b.<;) (have been) 
taken duping loan negotiations 
to influence elimination of such 
dis tinc-tiona? 

UNCLASSIFIED 
ANNEX II, Page 4 of 19 

It has not been determined 
that the GOE has taken any 
steps whfcih·"require the 
'applica. tionO

' of .. the sanctions 
prescri'bedOoby this Sec'tion. . "---.- -~--.---- .- - . 

It has not been determined that 
the GOE has taken any steps which 
require the application of the 
sanctions prescribed by ,these 
Section. 

Ecuador does not take such action. 

UNCLASSIFIED 
4 
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5. FAA 9.620(0); Fiahennen's Protective 
Act. 8.5. If country has sei2ed~ or 
-imposed any penal, ty or oanation G(JairuJ"t;~ 
any U. S. fishing vessel on aacoWlt of 
its fishing aativities in international 
waters .. 

a. hcw any deduation required by 
Fishermen's Proteat~ve Aat been made? 

b. hew complete denial of assistance 
been considered by A. I. D. Administratol'? 

Rela·t?:Qnr: 1.J"i.th U.S. GOVe1'1Vne12·t; and Other 
Nations 

G "i':: ~t)/)( .1) 1'f' • I-anc ..... 's f'.o ..... • L~~..:.:..t...C.~_I'_(_L. assts·.... '':;; t J'~' 

CD:~i ;xI'Oductivc enterrpnfJe /.Jhich /.JiZZ 
cGlITpeteirl trw u.S. /.J1:th U.s. enter-
P)'t:;c-, -i;; I':ze:r'e COL agreemen t by the 
i'tJ:..!:'jl'[Ci:{; cowlcrl1 to pi'cven-c export 
to ·t)IC u. 8. 0 f m~r,~! -tlzan 20% of the 
Cr!t.miJ1":se IS mmual production dUl'ing 
the Lire oJ the loan? 

7. F:li: iL(-;,~W(,i). flew the country 
i~ii-~'~:: t-tccr;-m· fa'iZedco ·take 
(;.(!cc::((:rte ,',7CW;UY'cr; "to Vr'event" the 
(lur:;(~~/e Or' des truation 'by mob action" 
lJ," U.3. pY'OpC1'I'cy? 

UNCLASSIFIED 
5 

UNCLASSIFIED 
ANNEX II, Page 5 of 19 

Since January 1, 1968, arrest 
incidents have been reported 
au follows: March 20 1968 
1 boat; August 7, 1968, 4 boa;Lu; 
December 10, 1969, 1 boat; ::'.=':, 
June 18, 1969, 1 boat; February 
14, 1970, 1 boat. Protests 
have been lodged with the GOE. 

Although there have been four . 
seizures of U.S. fishing vessels 
by Ecuador that could qualify 
as requiring deductions) claims 
by two have not been suomitted 
to the Department of State 
as yet ana the other two claims 
are provisionally pending action 
during negotiations with Chile, 
Ecuador and Peru to reach a 
practical solution to the 
fisheries problem. 
The Loan will not be authorized 
unless the A.I.D. Administration 
considers denying assistance 
to the GOE and determines 
nevertheless to permit the 
authorization. 

It is not contemplated that 
the proposed assistance wil: 
result in competition in thE 
U. S. with U. S. enterprise. 

The GOE has always protected 
and tried to prevent damage 
or destruction by"unob action 
of U. S. property. 
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8. FAA 9.620(t). If the countpY has Ecuador has instituted such a pro-
failed to institute the investment gram. 
guaranty prog1'CU7l for the specifio 
risks 0 f e:r:pl'Opl'iation~ in aon-
vertibility 01' aonfisoation~ has the 
A.I.D. administration within the past 
year oonsidered denying assistanoe to 
suah government for this reason? 

9. FAA §.620(q). Is the govel'rlJ7lent of No. 
the 1'eaipient aountpY in default on 
interest 01' p1'inaipat of any A.I.D. 

10. 

11. 

12. 

loan to the aountpY? 

FAA H.620(t). lIas the aountpY No. 
EJevered diplomatia relations with 
U.S.? If so~ have they been resumed • 
and have nelJ bilateral assistanae 
agreements been negotiated and entered 
into sinae suah resumption? 

FAA 9.620 (H,) • ({hat i~ the /ayment :~jjc:~,~,d'oI', is ~!1rI',en,t.ly_tn~th.e_,prO_Ge,~IL. 
8'ta'tus of tiC aountry s V.It. of k' n paym nt f r . . __ ,_rna lng . ecessary" . e ",.0 .. __ .. ___ _ 
obligatio1!n? If the aountry 1,S 1,n arrearages to the UN. It is 
aY'l'eah: ~ !Jore such arre'arage ~k~n e:x.Pj~'~e4 -that _'t~i,s :p-a.~~~t wi,l.1_, q~, __ --
1:n'to ac:!cow~t by the A.I. D. AdJ7nn1,strato1' -made during the next few weeks. 
in dcrtenm:ning the aurl"ent A.I.D. -Ti'leAdIDiiii-s-fr-ator 1185-'8.1'80-
OpeY'a'[;'ing Yeap Budget? -ci.uthori zed coni"iiiued- issistance-' 

'-to~Ecuci.do'r-inacc6rdancew1.th '-­

Pl.ii 8.820(a); App. §.107(aJ and (bJ. 
[lOCS l'cdpient aoun:tl"1J fjl1"nish 
asc'istanae to Cuha~ seU s'tl"ategia 
matel'ial to Cuba~ or permit ships or 
ail'al'ajt under its flag to aarry 
a(.{rgoes ·to or from Cwq. 

-PAA-'S-:- 620(8.): -, ,-- ----- ------,--

No. 

UNCLASSIFIED 
6 
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13. FAA fi.620(b). If assistance is to a 
goverwnmlt3·has Secretary of State 
determined that it is not contl'Ol:led 
by' the internationaZ Communist movement. 

UNCLASSIFIED 
ANNEX II, Page 1 of 19 

The Secretary of State bas 
determined that Ecuador is 
not controlled by international 
Communist movement. 

14." FAA ~.620(f/3 App.a.l0B. Does 
~ecipient country have a communist No. 
government 

15. FAA 5.620(i). Is :recipient country 
in any W01J invoZved in (a) subve1'sion No. 
of~ or military aggression against~ the 
U.S. 01' any country receiving u.S. 
ansistance3 or (b) the pZanning of such 
subversion or aggression. 

16. F/iA iJ.620(n)j App. lO?(b) and 116. 
Does l·ecipi.en·t country furnish goods No. 
to lI01'th Viet-llmn OJ' permit ships 01' 
ail'cl'af!; zmder its flO(] to ca1'rY 
car>goes to 01' fmm North Viet-Nam? 

17. F'All S. 6.(W(;,,~). Hhat pel'cen'l;age of The Military bu( 
CO,l7'ltl'U budget is fol' miZital'Y l~ of the GOE 1 
e:cDend1: tzu'es? /low much of fOr'eign amount of foreil 
ex"cfl.ar;ge reaOUI'ces spent on rrri li tory in military equ: 
iwui~J'I:cd;? !lOlJ much spent fol' the other developmeI 
Pi~i'L!\a.~e of Rophistic~'l;ed weapons used for militsJ 
SjS (ems? (Con.gidel'ation of these country's resoUJ 
pO'il~{;:; to be coordina·ted with PPC/MAS.) to military 

• 

degree that 
feres with j 

UNCItSSIFIED 



AID 1240-2 (4-70) 

18. fl!' 0.119. How much spent by country 
ring' aurren t U. s. fis-aal yea'!' for 

sophisticated military equipment 
purchased 8ince January 1~ 1968? 
Has corresponding amount been 
deducted from current OYB~ or is 
the weapons purchase determined by 
the Preaicient to be important to 
U.S. national security? (Responses 
to these questions to be coordinated 
wi th PPC/MAS.) 

CONDITIONS OF THE LOAN 

General Soundness 

19. FAil 8.201(d). Information and 
conclusion on reasonableness and 
legality (under laws of country and 
U.S.) of lending and relending terms 
Of the loan. 

20. FIiA 5.251(/))(2); tl.251(e). 

UNCLASSIFIED 
ANNEX II, Page 8 of 19 

Ecuador has not purchased sophis­
ticated military equipment since 
January 1, 1968. 

The terms and conditions of the 
loan are considered reasonable 
and consistent "ri th the laws of 
Ecuador and the United States. 

Informa·tion and concZuBion. on The activity is considered econo .. 
act'ivity's eoonomic and ·techn.ical mically and technically sound and 
soundness. If loan is no·t maile pursuant the GOE has submitted an applica­
to a TlIuU'ilate'f'al plan" and the amount tion for the Loan. 
of Uw loan exceeds $100 ~OOO ~ has country . 
[ju}:m,'1: tt:ca to I:. I. D. an application fo'!' 
fHW;1 fu.r,.,},; togel;hcl' !Vi th assurances to 
ind-lcc~tc tha-c funds wiZZ be used in an 
econor!ricaZly and tedmiaaZZy sound 
mwmel'. 

UNCLASSIFIED 
8 
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21. P4A §.251(b). Info~ation and 
o:mo Z us ion on aapaci tlj of th e 
coun:try to repay the loanJ 
inaludi'1B 2'eoonab leness of 
l'epaymen t pl'Ospeats. 

The borrovler has made an application for 
this assistance and has provided assurance 
to indicate that the funds wi.ll be used in 
an.economically and technically sound 
manner. The Borrower is considered 
capable of repaying the Loan. 

22. FAA B. 61J(a) (1). P1"iol' to signing All necessary plans for the project in-
of loan will there be (a) engineer- cluding a reasonably estimate of the cost 

23. 

21. 

25. 

ingJ firzana'ial J and other plc::s to the U. S. of the assistance have been 
neae[Jsary to carry out the assistance prepared. 
and (b) a l·easonably fil'm estimate 
of the cost to the U.s. Of the 
assistance? 

FAA B, 611 (a) ( 2). If fm.ther 
Zegislat-ive action is 1'equired within 
rec-ip'icnt countY"dJ what 7".s basis for 
recwonab Lc expectation that such 
action 1"iZl be completed in time to 
per'm:-~ Qr'deY'Z!J accompZi8h.ment of 
pLwpoces of Zo~a? 

Pl'./\ '~. f,' U!.:?l. If loan is for capital 
a •. 'u{ul,u.liOC, andaZl U.S, assistance 
to r:'c:J,ject nou' exceeds $1 millionJ has 
M-h:uim! [JirectOl' certified the country's 
cupahilit~f effectiveZy ·to maintain and 
util?::;!? ,tile pro,ject? 

FilA :1. ,~:) 1 (b), Information and 
conclusion on avai lobi Zity of financing 
!yo.m othar !i".ge-w~j"l~ sOu:t'ces J, including 
T-'l"~'Vu:;e sources 1;)'Lttnn the Un-z-ted States. 

UNCLASSIFIED 
9 

"Amendments to the Ecuadorean Law of 
'-the Moneta"ry 'Sys tern and the GeneraL ~. 
"Banking Law may-'be' required to 
. permit 'participation 'of the pri-" -
-'...rate banks in the leriding program . 

'contemplated "u-nder"·-ihe--loan:-·--:tt-:ls' 
exPec'ted that these amendments 

.. could"oe·-passed prior -to-·sIgni:"n-g-o-f-
, .. -t11"e-·~~~a~ .~~~~.~nt ~-. ~ ... ---.~ :.:--.-'-:-
, . ----._- -_ ...... . - . - ....... -- .. 

._--------_. __ . 
. --~ _ .... _._ .. _---

The Mission;Director's certificotion 
appears in Annex I of the Loan Paper. 

On the basis of appropriate inquiry, 
it appears that the activities pro­
posed for financing under this loan 
ca!mot be financed from other 
sources. 
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Loan's Relat'ionship to Aahievement 
of Country and Regional Goals 

26. FAA S.207; §. 251(a). Extent to 
whiah assistanae refieats 
appropriate emphasis on; (aJ 
enaouraging devel.opment of dem-
oaratia eaonomia, politiaal, and 
soaial institutions; (b) self-
heZp in meeting the aountPy's 
food needs; (c) improving avail-
abiZity of trained manpower in 
the country; (d) programs designed 
to meet the aountry's heaZth needS, 
or (e) other importcpL'/; area.q (11 
eaonomia, politiaaZ, and social 
development, inaluding industry; 
free Zabor unions, cooveratives, 
and voluntary agendes; 
transportation and aommuniaation; 
pZanning and pubZia administration; 
urban deveZopment; and modernizati07 
of exis ting laws. 

27. FAA §.209. Is projeat susceptible 
of exeaution as part of regional 
projeat? If so why is projeat not 
80 exeauted? 

28. FI1A g. 2,sUb) (3) • Informa-cion and 
cone ZU..3 ion on ac ti v'Z -ty IS re lation-
t~}dp to~ and consistency with, 
o "/;Fl er deve lopmen t acti vi -ties, and 
its contribution to realizable 
Zong-ra~:ge ohjectives. 

10 

UNCLASSIFIED 
ANNEX II, Page 10 of 19 

The project is indirectlY. related 
to the criteria indicated in (a), 
(b) and (d), since it will finance 
the expa.nsion of small enterprises 
in Ecuador that will promote availa­
bility of trained manpower as indi­
cated in (c) and will encourage 
development of other economic, poli­
tical and social areas, including 
small handicraft industries and the 
ferm ation of artisans and small 
entrepreneurs cooperatives. 

The project is clearly consistent 
with other development activities 
in Ecuador as reflected in the 
project description and contributes 
to reliable long-range objectives. 
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39. ~ [j. 25Ub) (7).' Info:r'l'llat-ton 
and conol-union on whether 01' 
not the activiiy to be financed 
will contribute to the achievement 
of self-sustaining growth. 

UNCIASSIFIED 
ANNEX II, Page 11 of 19 

As reflected in the paper the acti­
vity will contribute to the achieve· 
ment of self-sustaining grov~h in 
Ecuador. 

30. FAA 6.281(a). De8cribe extent The project will contribute directly to 
to which the loan will contribute the sta.tes objectives as it will provide 
to the objective of a:JDunng production credit to small and medium .. 
maximwn paxotidpation in the task size industrial entrepreneurs, thus 
Of economic deveZopment on the paxotassuring wide participation in the eco .. 
of the people of the aountry~ thro'Uflh nomic development of a numerous . 
the encouragement of demooratio, Gector of the population through the 
privat~a~d local governmental cooperation of the private and public 
institutions. sector institutions concerned with the 

project. 

31. PitA fJ.2DUb). Describe extent to 
wh~ch prog2'am recognizes the As reflected in the Loan Paper ,the pro-
particuLar' needs" desi1'es., and ject meets all the stated criteria. 
capaciticG of the people of the 
co un tl~'J ; ul;i Zizes the coun try ~ 8 
in-te lZectu.rr.l 1'esoza'ces to encourage 
·l.rwt-i'tu·t1:onaZ development; and' 
:JuPP0Y'·tij dV'ic educat'ion and 
trainin] in skilZe requir'ed for 
t3ffect'ive participation -in 
(foveY'nn:errtal cozd poZitical prooe88es 
e38e~;-tial -to ael!-govemment. 

UNCLASSIFIED 
11 
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3P.. 

JJ. 

34. 

~: r. vo. 

FAA B.601(a). Information 
and aonaZuo1:ona whether 
7.oan wil l el1COUY'age efforts 
of -t;Jw countr;.-/ to: (a) 
incY'easc ,the flow of 
1:n ternatlO1:a l tY'ade; (b) 
foster pY'ivate initiative 
and compe-t;ition; (c) 
encourage development and 
use Of coopeY'aUvesJ credit 
lmion8~ and savingo and 
loan as lJoc-iat-ions; (d) 
diocouY'age monopolistia 
practiceD; (eJ ·improve 
technical efficiency of 
'industY"dJ a.]nculture J and 
commer'ce; and (f) strengthen 
fY'ee labor unions. 

F~1 5.619. If assistance is 
tOl' newly hulependent country; 
-z:s i't fU'f'n-ished thY'oWJ h 
muZ ti Zate'f'al 0 '1'q([ll'i:mt-ions or 
p Zarls to th e mdximwn extent 
apPl"opY'iate? 

FAA [i. ;]{il (}:). information and 
c;oilclw)-io;:on I.;)he-t;he'!' the 
aC'C'I>v'it:f 1:1] cor.,'J7:s'tent wi th the 
j'indingr, and j'ecolTJ7Iendations of 
tile In'i:e:::·-/.merical1. Committee for 
the /iZZiance fo'!' Progress in its 
wmuaZ j'c;'J'l:CI,) of nat·io'naZ deveZ-
opllIen t aut7: vi ties. 

!,1!l }..:-.,:,;,f, 7!.;LL. Informat'ion and 
conelu:.:iml on Woe of Zoan to 
aDidut i'!'l pl·cmotir.g the aoqp-
ei'a't7>ll.; (//(lVe/Tient in Lavin America. 

This project will clearly encourage the 
efforts of Ecuador relating to criteria 
a), b), c), d) and e). 

Not applicable. 

The activj 
recommendations o~ CLAP. 

The project "Till assist the promotion of 
the cooperative movement in Latin America 
since numerous cooperatives formed by 
artisans, small industrial shops and 
small entrepreneurs will benefit with 
the ·credit resources mobilized by the 
project. 

UNCLASSIFIED 
12 
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36. FAA B.209j §.251(b)(8). 
Info~ation and concZusion 
whether assistance witt 
encourage regional development 
programs~ and contribute to the 
economic and political 
integration of Latin Ame~ca. 

Loan's Effect on u.s. and A.I.D 
Prog!'am 

37. FAA B.251(b)(4); fi.l02. 
Infonnation and conclusion on 
possibZe effects Of loan on 
U. S. economy ~ UJi th special 
reference to areas of sub-
stantiaZ labor SurplU6~ and 
extent to which u.s. commodities 
and assis·tance are furnished in 
a manner consistent with improv-
ing tho U.S. baZance of payments 
position. 

38. F~A B.601(b). Info~ation and 
cOnCZU[17:on on how the loan witt-
encoUl'age u.s. private trade 
and invca tment ab-road and how 
it wilZ encou~age private U.S. 
participation in foreign 
assistanca programs (including 
u.sc of pPivate trade channeZs 
and the serviceB Of U.S. private 
enterpriBe) • 

This project is indirectly related to 
regional activities. It will assist 
Ecuador to strengthen its position in 
the Andean Pact Bnd LA~TA area. 

The proposed loan will not have an 
adverse effect on the U. S •. ~_c.C?no.~ ... _.".' 
or areas of labor surplus. ._._ ........ _ 

_ • __ ••• _ ........... _ • _ ••••••••• "_. _.. • __ ••••• 0 

._-------------_ .••. _--
-.---.- "--" ._--------

----_ .. -------- ... _- ---

U. S. private trade and investment 
abroe.d will be indirectly e,ncouraged 
through the development of additional 
possibilities via the import component 
of this loan. 

. 

UNCLASSIFIED 
13 
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39. FAA a.BOHd). Ifa capitaZ 
pl~ojeot~ ar>e e"z'.lineering 
and professioncl seY'vices of 
u.s. firrn3 and their affil-
iates used "CO the ma:cirrrwn 
cxt~~lt consistent with the 
national inteY'est~ 

40. FAA ~. C02. Inf02wlation and 
conclusion whether U.s. smaH 
business wiZZ participate 
equitably in the j'unnishirzg of 
goods and services finance by 
the loan. 

41. FAA !J.620(h). WiZZ the loan 
promote OY' assist the foreign 
aid pl'Ojects or activities Of 
the Communist-Bloc aountries? 

~2. FAA [1.621. .rf technical 
asDia tance -f-a financed by the 
loan~ -inj'oY'f7lation and conclusion 
whether> such c.ssistance will be 
j'/,lrr.·::shed to the j'uZZest extent 
pi1ac'ticoh le as goods and PY'O fes-
aional and otheY' ae:rv-ices from 
ppl.vate cnteY'pl'ise on a contY'act 
oa..c.;i['. If' the facilities of other 
Feder'aZ c,]encies wiZZ be utiZi2ed~ 
irlji.n'll:ation and ccmclusion on 
IJ.lhethel' thc'J ai'e paY'ticularoly 
:n; z:-tahl ,~, al'e not compe ti ti ve wi th 
l-)j".~ 'rztarpr~ise~ and oan be made 

,;. L,: IJ.)i thout undue interference 
~; ;~ til dorr!'~'J t·! u progrCDns. 

UNCLASSIFIED 
ANNEX II, Page 14 of 19 

Yes. They will be 80 used. 

The Loan Agreement will contain the 
standard provisions to insure that U. 
small business will participate equital 
in the furnishing of goods and servicel 
financed under the Loan. 

No. 

II ~ 
Assistance will be furn4shed to the 
fullest extent practicable as goods 
and professional and other services 
from private enterprises on a cont~act 
basis. 

UNCLASSIFIED 
14 
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43. FM H. 252(a). TotaZ anount of monay 
unQCr loan which is going directly 
to pr-ivate enterprise, is going to 
intem/ediate credit ir.stitutions 
01' other borrowers for use by pPi-
vate enter>prise, is being used to 
finance imports frem pPivate BOUl'CeS" 
01' is otherwise being used to 
finance procurements frem pM.vate 
sources. 

0oan'8 Compliance lJi th Specific 
Requil'ement:; 

44. PAA B.201(d). Is interest rate 
of loan at Zeast 2% per annum 
during grace period and at Zeast 
3% pel' annum thereafter? 

45. FAA fJ.60S(a). Information on 
mea.'JUl'eS to be taken to utiUze 
u. S. G('>vc;niVI/nr.-t excess personat 
PY'opGY'cJ in Zieu of the pl'oau:t'e-
lIIent; o[ 1l{;;'/J items. 

·j6. i::'i;;:; J (i -; (Ct.). ltD;? §. 108. rvi ZZ 
a [i cOIi,f;;odi tJ pi'ocuremen-t; fi nanced 
V/uie'f' ~;he Zow; be from U.S. except 
an oth erw-ise determined by the 
P'f'eaide.nt? 

UNCLASSIFIED 
ANNEX II, Page 15 of 19 

Funds under proposed loon will go to 
intermediate credit institutions for 
subloans, guarantees, rediscount 
operations and technical assistance 
of small private entrepreneurs. 

Yes. 

The loan agreement will provide 
for compliance with excess pro~ 
perty procurement regulations. 

:------CommOdi-ty procurement will 
--be-f~~;{ . if -S-~ -ond l1estern Hemis~ 
phere countries south of Canada 
except Cuba, as determined by the 
new untying policy established 
for Latin America. 

UNCLASSIFIED 



AID 1240-2 (4-70) 

47. FAA §.604(b). What p~ovision is 
made to pl'event financing coT1UTlodity 
pl'ocurement in buZk at p~ces highe~ 
than adjusted U.S. m~ket price? 

48. FAA §.604(d). If the host countroy 
diocriminates against U.s. marlne 
insuranca companies., lJi ~l loan agND-
mont requil'e that mal'ine insurance 
be placed in the U.S. on coomoditiiiB 
financed by th.e ~oan? 

'lB. FAA §.604(e). If off-Gho~e p~ocW'e­
ment of a.J1"icuZturaZ commodity o~ 
product is to be financed., is there 
p'1'ovioion agairwt Duch p~ocW'ement 
when the domes-tic price of such 
cOlrunodity is less than. parity? 

50. PA/. 3.611(0); ArJp. E.101. If Zoan 

UN:! IASSIFIED 
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The loan agreement will provide for 
compliance with bulk commodity procure­
ment regulations. 

Yes. 

The project does not contemplate the 
off-shore procurement of any agricul­
tural commodity or products. 

j"ir.arzces W.:.dr3i' 0'1' wate'1'-~eZated 'land Not applicable. 
)"f![;C-l'ce r.on;.~ tl'uction project or . 
PJ.'ogi"UJiI., i- the'1'f! a benefit-cost 
computatim~ madc., insofar as practicable .. 
1:n accoi'danc.~ l;Jith tJze procedures set 
j'oi"th 7:nthe Memo'1'andwz of the President 
dated I-lay 15.1 19627 

51. PIiA §. (j 11 ( e) • If contracts for 
(]or~~ truatiorz ai"e to be financed., 
what pl'ovision wi Z Z be made that 
tJwy be Zet on a competitive 
baBi8 to maximtQTl extent practicable? 

No construction contracts will be 
financed under the ~oan. 

UNGLhSSIFIED 
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AID 1240-2 (4-70) 

52. FAA §.620(g). What provision is 
there against use of subject 
assistance to compensate owners 
fo~ expropriated or nationalized 
prope~ty? 

UNCLASSIFIED 
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Appropriate,I.Jrovision will be included in 
the loan agreement to insure that the 
funds of the proposed loan will not be 
used to compensate for e~propriated or 
nationalized property. 

53. FAA §.612(b); §.636(h). Describe As reflected in the financial plan, 
steps taken to ass~e that~ to the maxim~~ feasible local contributioQs 
ma:cimwll extent possible" the country have been sought and obtained. 
is contributing Zocal currencies to 
meet the cost of contractual and 
other se1'Vices~ and foreign currencies 
owned by the U.S. a~e utilized to 
meet the cost of contractual and other 
services. 

54. App. 9.104. WilZ any loan funds 
be used to pCI7j pensions" etc.~ for 
miZitary personneZ? 

55. (:.pp. § .111. CompUance wi th 
r'equi~ementB fo~ security 
cZearance of U.S. citizen 
contl'act personnel. 

These requirements will be complied with. 

UNCLASSIFIED 
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AID 1240-2 (4-70) 

56. App. lJ .112. If Zoan iB fo:l' 
capitaZ project~ is thepe 
provision fora A.I. D. apppoval 
of aU contruatops and contftaat 
teratns? 

57. App. 9.114. Will any loan 
fundS be used to pay U.N. 
assessments? 

58. App. S.115. CompZiance with 
peguZations on empZoyment of 
u.s. and locaZ perasonnel fop 
funds obZigated aftep . 
ApriZ 30~ 1964 (Regulation 7). 

59. PAA §. tJ:36 (i) • Wi 1. Z any Zoan funds 
be used to finance pupchase~ Zong-
te~ Zease~ 01' exchange of motop 
ve7ncZe manufac'/;u:[>ed outside the 
United States~ OP any guaraanty of 
such a traansaction? 

60. &?E. ~. 401. Wi ZZ any loan funds 
be U8ed fo1' pubZicity OP propaganda 
purposes within U.S. not authoPized 
by the Cor.g.Y'ess~ 

UNCL.d.SSIFIED 
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The loan agreement will provide for . 
compliance with this requirement. 
Thus A.I.D. will approve all contractors 
and contract terms to be financed under th, 
proposed loan. 

No. 

Not applicable,as the project to be 
financed under the proposed loan does 
not involve con~truction contrac~s. 

No. 

No. 

UNCIASSIFIED 
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AID 1240-2 (4-70) 

61. FAA §.620(k). If construction 
of productive enterprise" bJit'L 
aggregate vaZue of aBsistance-
to be furnished by u. S. e:cceed 
$100 miZUon? 

62. PM ~. 612 ( d) • Does the U. S • . own 
excess foreign auzorency and" if 80" 
what Qrpangements have been made 
for its reZease? 

63. ~»lA §.901.b. Compliance with 
l'equipement that at least 50 pel' 
centum of the gposs tonnage of 
commodi ties (computed separate Zy 
for dry bulk carriers" dry cargo 
lineps" and tankeps) finanued 
with funds made available under 
this loan shalZ be transpopted 
on ppivately owned U.S. flag 
comme1'cial vessels to the extent 
that such vessels are avaiZable 
at faip and peasonable pates. 

UNCLASSIFIED 
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No. 

No. The U. S. does not own excess 
foreign currency. 

The loan agreement will provide for 
compliance with the 50 per centum 
U. S. flag shipping requirement. 

UNCL.~SIFIED 
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ROLE OF THE MINISTRY OF INDUSTRIES AND COMMERCE IN 
DEVELOPMENT LENDING PROORAr.1S 

The Govel'nment of Ecuador is responsible for the implementation of 
economic development programs, and to help finance these programs 
has the authority to con 'act loans "Ii th other countries or inter­
national organizations. lbe administrative organization of the 
country provides that the cabinet Ministries are in charge of the 
execution and implementation of those programs and accordingly are 
authorized to represent the GOE for the purpose of contracting 
loans required to finance development programs, subject to the 
approval of the Congress and the Committee for Foreign Financing. 

In the case of industrial development programs, the Ministry of 
Industr~es and Commerce has the responsibility for contracting 
foreign loans. This authority is derived from Supreme Decree No. 
2681, published in the Official Register No. 378 of November 20, . 
1964 which created the Ministry of Industries and Commerce. 
Article II of this Decree states: 

The Ministry of Industries and Commerce will perform 
the following functions to promote industrial and 
commercial development. 

Formulate and direct industrial and commercial poli­
cies and execute and control the application of pro­
grams in fields such as industry, commerce, fishing, 
energy resources, mining, tourism and artisan pro­
duction and marketing. 

The Ministry will also exercise all other attribu­
ns, rights and duties assigned to it bY' the law 
internal regulations. . 

UNCLASSIFIED 



General Comments 

CENTRAL' BANK OF ECUADOR: 

GENERAL COMMENTS; 
MUNCE SHEETS; 
INCOME STATEMENTS; 
BIOGRAPHIC RESUMES 
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June 15, 1970 

Although the Central Bank does offer some commercial services, 
its main function is to act as a financial agent of the Government 
of Ecuador. 

In effect, its assets and liabilities, other than those applicable 
to banking operations, belong to the Government of Ecuador. For 
instance, the balance sheet reflects the country's gold supply as 
an asset and it sh~ws the local currency in circulation as a 
liability. 

As a banking institution the Central Bank makes loans to and dis­
counts notes or loans for the public, National Development Bank, 
private'banks, official government entities and the National 
Treasury. 

Data for 1969 were not available but from 1965 to 1968 the credits 
of the Central Bonk, by sector, excluding the loans to banking ins­
titutions and including the Government loan~wp.re as follows: 

Commercial Industrial , Asricul ture Others 

1965 66.5% 21.3% 4.4% 7.8% 
1966 59.7% 16.8% 4.6% lB. fJ10 
1967 65.Pf/o 14.3% 5.9% 14.0% 
1968 57.7% 16.0% 3.B% 22.5% 

SOURCE: Banco Central del Ecuador, 1967 'and 1968 Memorias. 

During the period 1965-1967 the kinds of credit operations included:* 

UNCLASSIFIED 



Banking acceptances 
Advances to Exporters 
Rediscounts 
Advances 
Discounts (GOE) 
Direct Loans (Public) 

34.0 
29.6 
10.8 
9.2 

11.5 
4.9 

100.0 

1966 -or-
32.4 
29.3 
10.6 
12.4 
1l.1 
3.6 

100.0 

UNCLASSIFIED 
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~ 
31.8 
25.1 
15.5 
12.9 
5.1 
3.0 

100.0 

* Includes credit to the Banco Nacional de Fomento and private 
banks; excludes credit for future exports and use by the Central 
Government of the Central Bank overdraft facility. 

SOURCE: Banco Central del Ecuador, 1967 t-!emoria. No similar data. 
is contained in the 1968 Memoria, the last to be PUblish~d. 

Assuming that the above trend continued through 1969, the discount 
anq rediscount portion of the portfolio should remain at approxima- . 
tely 2~/o. This indicates that the major portion of the bank's opera­
tions is not in the discount and redtscount area. 

The Central Bank has the authority to operate publicly in cities 
w'here there are no other banles established,and it has a branch in 
Tulcan which provides checking and loan services to that city. 

Comments on the Comnarative Bnlar..~e Sheets 

1. Examination of the Comparative Balance Sheetsindicates that 
total assets increased 98% from 1965 to 1969 by an amount 
eQuivalent to $173.8 million. Over the same period the re­
ceivables from the National Treasury rose 285%, equivalent 
to $87.4 million. Accordingly, the increase in assets of 
the Central Banle is attributed mainly to this receivable. 
At the same time, Payables to the National Treasury rose by 
256%, an amount equivalent to $25.5 million. The net re­
ceivable from the National Treasury as of December 31, 1969 
,'ra s *78.3 milliqn compared to $19.6 million as of December 
31, 1965. 

2. The total net ~oTQrth showed B. miner increase from 1965 to 1969; 
hO\'Tcver, in 1967 loans to the publ ic were charged off in the 
n:nonnt of $561,000 and in 1969 the amount of $1 million was 
charced off against the Special Reserve account. 

'UNCLASSIFIED 
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3. Due to the nature of operations of the Central Bnnk the usual 
ratios cannot be developed: however, the ratio of total debt 
to net worth rose from 34.6:1 to 65.6:1 over the period re­
viel',ed. 

4. Total liabilities increased 101% from 1965 to 1969 by an amount 
equivalent to $173.5 million. The increase was uniform over 
all liabilities and the exact cause could not be pinpointed. 

Comments on the Comparative Income Statements 

1. The Bank has shown good profi tabili ty grol'rth from 1965 to 1969. 
Total income and expenses incl'eased by 21% ,·,bile net profit 
increased 42% by an amount equivalent to $59,000 • 

• 
2. It has been the policy of the Bank to distribute the net profit 

each year to its share holders. 

3. In January 1970 the Bank increased its interest rates charged 
to baru(ing institutions, t~e National Development Bank and 
the public from 0.5 to 2% depending on the type of loan a~d 
the borrower. 



CENTRAL BAmc OF ECUADOR 

Co:np2rutive B;'Jlance Sheet 

(Tnousands of Dollars) 
(Official Rate of Exchange S!~8.18 to $1 Used) 

.!2§2 1968 1967 1966 1965 
ASSETS ---
International Assets 

Bank (hmed Assets 
Physical Gold 21,885 25,970 16,946 10,89J 1l,042 
Foreign Currency 35,241 24,425 46,896 44,812 30,152 
Other Assets in Foreign Currency 3,342 731 65 1,278 1 
Investments in Foreign Currency 3z758 5 2143 4 2550 32559 4z303 

Total Bank O>mcd Assets 64 2326 56,269 68,457 60,532, 45,498 

Investment in the International Monetary Fund 
Gold and Currencies 6,189 6,189 6,189 6,189 4,95] 
Sucres l8z564 18,564 18,564 18,564 142851 

Total Investment in the International Monetary 

~i Fund 21~, 753 24,753 24,753 24,753 19,802 

Total International Assets 89,079 81,022 93,210 -85292 65,300 
0':><: 
1-'-

ct-~ 

International Monetary Assets 
:t> .. .. 

ttJ 
Cash and Cash Items 4,156 3,552 2,016 1,776 1,014 ttJP:! 

p:!OQ 

Guaranty Bond - Metallic Money 42067 _ 4 z061 4 2061 4 2067 4z067 OQ CD 
CD 

+:-" 
~ 

Total Internal :r.Ionetary Assets 8 2223 7z619 6,083 5,843 5,081 c, 
o ~"l 
H.l 
~ 

+:-"w 
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!2§.2 1968 1967 1966 1965 

ASSETS (Cont.) 

Other Interna1 Assets 
Receivables 

Private Banks 4,543 5,290 4,833 2,362 4. L ,C 
Development Bank 26,358 14,689 12,558 11.,911 11.,919 
National T:reasUIY- 113,768 59,831 41,613 46,334 29,551 -
O~ficial Entities 17,817 14,352 9,603 10,007 12,958 
Pub1ic Loans 45,362 392142 30%201 322155 30z925 

Tota1 Receivab1es 207,855 133,311. 28,808 102,769 89,439 

Securities 
Private Banks 1,293 226 226 241 267 
National Treasury 414 11 II 1;188 683 
Officia1 Entities 794 178 51 51 53 

Tota1 Secur'i ties 22 506 412/ 288 11.480 1 2°03 

Deferred Assets 11,434 112822 10z300 5z678 5z665 

other Assets 32,159 21z162 17z751 12z74~ 10z976 

Tota1'Other Internal Assets 253,954 166z71I 127z147 122z668 107z083 
., 

'roTAL ASSETS 351,256 255,358 2262440 213.803 1172464 

~I 
UNCLASSIFIED ..... 
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1969 1968 1967 1966 1965 

LIABILITIES ----
Il1ternatio~1a1 Lj abi1i ties 

Exten-:nl Ohlis-ations in Foreign CUrrency 7,761 11,103 1,093 2,283 3,286 
Int(;rnal ObliGations in Foreign Currency 5,8c9 4,682 3,928 3,131 2,948 
Internntional Monetary Fund Obligations 36 2882 24 2251 34z827 35z643 25 z742 

Total D.ternational Liabilities 50,452 ~042 39,848 41,057 31,976 

Nonct.ar,r Obligati,ons 
Nonctary V<.llues in Circulation 103z035 242994 82z099 78 2357 72zofc 
11.onetary Deposits 

Private Banks 52,517 36,448 31,885 29,828 23,486 
Development Banks 4,285 4,283 3,063 3,741 2,361 
National Treasury 9,145 3,235 2,727 2,391 2,620 
Official Entities 11,398 8,788 2,018 1;-023 1,257 
Public 4z528 2z982 32471 4z6l1 52211 

Total Nonetary Deposits 8lz873 55 2743 43 2110 4lz 59!~ 34z935 

Total Nonetary Obligations 1842908 1502737 125z262 1192951 1062995 

~i other Internal Obligations g -
Pri va teBanks 787 1~045 1,040 805 718 0'>:: 

~, 

Development Banks 75 100 35 10 27 c;+~ 
National Treasury 26,282 9,244 17, 776~ 15,283 7,3:;'J :t> .. .. 
Official Entities ",(23 7,259 5,972 3,626 3,849 t-rJ:;r 
Public 57,7~5 29,021 22,868 20,125 14,002 PlGl 

(jQ Cll 
Rec~nstruction and Development Bank 247 Cll 

0'\ 
International Development _Bnnk' . 5,927 5,481 3,187 3,380 2,616 w 

0 
International Development Associatior. 572 579 572 ' 579 579 o I-'l 

I-'l 

Tote1 Other Internal Obligations 221 088 52.129 51,457 431808 29z367 
I-' 

+="W 



!2§2 1968 1967 1966 1965 

LIABILITIES (Cont.) 

Other Liabilities ll,531 62°13 42662 ·3z826 42146 

Total Liabilities 345,979 249,921. 221. z236 208,672 172,481~ 

CAPITAL AND RESERVES 

Paid in Capital 
Class A Shares (Participating Banks) 1,589 1,496 1,284 1,114 1,077 
. Class B Shares 114 ll4 114 ll4 - 114 

Total Paid In Capital 1,703 12610 1,398 1,228 1,191 

Reserves 

Legal Reserve Fund 1,409 
Special Reserve 1,956 4,036* 3,634* 3,758* 3,649* 
Revaluation 10 10 14 . Profit 19~ 181 158 145 140 

Total Reserves 3,574 42221 32806 3z)o3 3z789 

Total Capital and Reserves 5,2'11 22 831 5z204 52131 42980 

TO~ LIABILITIES, CAPITAL AND RESERVES 3512256 255 2358 226z440 213z803 1772464 

*BreakdOl-m between Legal Reserve Fund and Special Reserve prior to 1969 unavailable. I-dt;rj'"tl~ 
~ ~~ 

0' >< +=" ...,. -.;J 
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CENTRAL BANK OF ECUADOR 

Comparative Income Statement 

as of December 31 

(Thousands of Dollars) 
(Offi~ia1 Rate of Exchange of ~~8.18 to $1 Used) 

12£2 1968 !.2§I 12€§. !2§2 
Income 

Interest 5,304 4,549 3,985 3,872 3,526 
Conrrais sions 402 357 321 352 417 
Exchange .1,201 1,154 950 791 732 
Recoveries 47 168 5 32 82 
Real Estate Income 20 23 31 31 32 
loti. s ccllaneous Profits 84 146 116 91 1,029 

Total Income --7,058 6,397 5,408 5,169 5,818 

~enses 

Interest 681 127 1 1 45 
Com:nissions 237 265 252 158 65 
General Expenses 5,275 4~~19_ 4,165 3,707 3,244 n Amortization and Depreciation 245 689 122 811 540 
Real Estate Maintenance 14 12 8 7 5 1-" 
Spe~ia1 Reserve 352 402 437 llO 1,529 c+~ 
Err.p1qyees Reserve Fund 215 :247 217 193 b;j .. ... 
~liscellaneous Expenses 55 21 18 13 51 I-d~ 

\ll(ltj 

6,859 6,216 5z618 
()q !l) 

Total Expenses 22 220 5z024 !l) 
CD 

J-I 
0 

Net Profit 192 181 158 145 140 o I-+J 
I-+J 

J-I 
J-IlJ.) 
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CURRICULUM VITAE OF ECON. JOAQUIN ZEVALLOS f.f. 

NAME: 

NATIONALITY: 

AGE: 

MARITAL STATUS: 

EDUCATIOI-l: 

PRESENT POSITION: 

PAST POSITIONS: 

ZEVALLOS, Menendez, Joaou!n 
(Surnames) (First Name) 

Ecuadorean 

   

 

• University - University of C-uayaquil, Faculty 
of Economic and Admin:is trative Sciences (Degree 
of Economista) 

Gen~ra1 Manager, Cen~ral Bank of Ecupdor (since 
July 1969) 

- Mal"l&ger, National Development Bank (00) 

- Commercial Counselor, Ecuadorean Embassy in 
London 

- Permanent Representative of Ecuador to the 
International Coffee Office 

- PrOfessor, Faculty of Economic and Adminis­
trative Sciences, University of Guayaquil 

- Delegate of Ecuador to Various International 
Meetings. 

UNCLASSIFIED 
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CURRICULUM VITAE OF ECON. JUAN F. CASALS M. 

NAME: 

NATIONALITY: 

AGE: 

PLACE OF BmTH: 

MARITAL STATUS: 

EDUCATION: 

CABALS Mart!nez. Juan Federico 
(Surnames) (First Names) 

Ecuadorean 

 

 

Secondary School: Colegio San Jose de Guayaqui: 
(Bechiller in Modern Humanities) 

UniverSity - University of Guayaquil, Faculty 
of Economic and Administrative Sciences 
(Degree of Economista) 

SPECIALIZED STUDIES AND SEMlNARS: 

In Ecuador 

- II Latin American Center for Training in and Application of Agr 
cultural Statistics, organized by FAO and Central University in 
Quito. 

- Intensive Training Course in Agricultural EconOmics, organized by 
FAO, the National Development Bank, the National Planning Board, 
and Central University in Quito. 

Overseas 

- Complete course given by the Interamerican Center of Economic 
and Financial Statistics (CIEF), sponsored by the Inter-American 
Statistical Institute (IASI) and the University of Santiago in 
Chile. 

- International Agrarian Economics Course of the Interamerican 
Institute of Agricultural Sciences (IICA) for the Andean Zone in 
I,ima, Peru. 

UNCLASSIFIED 
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- Training scholarship in Agrarian Policies, sponsored by the FAO 
a.nd the Central Bank of Ecuador, in various universities and ins­
titutions in Italy, Spain and Portuga~ with observations in Mexico, 
Guatemala, Costa Rica, Venezuela, Brazil, Uruguay, Argentina and 
.Chile. 

- II Latin American Seminar on Land Problems, organized by FAO in 
Montevideo,Uruguay. 

- High-Level Seminar fOl' Latin American Executives in Agrarian Reform 
and Agricultural Development, organized by the OAS and the Italian 
Government in Rome. 

PRESENT POSITION: Technical Sub-Director of the Department of Economic 
Research of the Central Bank of Ecuador. Direct and supervise the 
work of the foll~dng specialized divisions: Monetary Studies, 
Fiscal Studies, Balance of Payments, Special Studies, National Accounts 
and Statistics. Conduct studies and analyses of various economic and 
financial matters as required by the General l-fanager of the Bank and 
the Monetary Board, which is the regulating body for the national 
economy. 

Have been designated General Coordinator of the I Meeting of Central 
Banks of the countries of the Agreement of Cat.tagena. 

PAST POSITIONS: 

- Chief of the Special Studies Division of the Economic Research 
Department of the Central Bank of Ecuador. 

- Tecrulical Advisor, National Colonization Institute (INC)a 

- Executive Sub-Director and Chief of the Technical Department of the INC. 

- Executive Director, INC. 

- Technical Advisor, National Planning Board. 

- Executive Director, 'Ecti.e.dorean Institute of Agrarian Reform and 
Colonization (IERAC). 

UNCLASSIFIED 
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~ Faculty o.f Central University in Quito.: Pro.fesso.r o.f Agrariau 
Po.licy in the Schoo.l o.f So.cial Sciences o.f the Faculty o.f Law and 
So.cial Sciences;: Pro.fesso.r o.f Agrarian Eco.no.mics in the Faculty 
o.f Eco.no.mic and Administrative Sciences. 

- Co.nsultant, Technical Department o.f the Inter-American Development 
Bank (IDB), Hashingto.n, D. C. 

- Co.o.rdinato.r o.f the Interdisciplinary Team o.f Experts in charge of 
the Evaluatio.n Study o.f IDB Co.lo.nizatio.n Po.licy. 

- Representa.tiveo.f thE) IDB en the CIDA (Interamerican Committee for 
Agricultural Develo.pment) Adviso.ry Gro.up. 

SEMINARS AND CONFERENCES ATTENDED: 

- Official Delegate o.f Ecuado.r to. the Internatio.nal Co.ffee Co.nference, 
United Natio.ns, New Yo.rk. 

- Delegate to. the VII and VIII FAO Regio.nal Co.nferences fer Latin 
America, held in Rio. de Janeiro. and Vina del Var; en beth o.ccasio.ns 
acted as President o.f the Agrarian Refo.rm Co.mmissio.ns. 

- Rappo.rteur, Rural Develo.pment Co.mmissio.n of the First Expert-Level 
CIES Meeting in Bueno.s Aires, Argentina. 

BOOKS i\ND PlTBLICJ\TIONS: 

- liLa Estructura AgJ:"u.i..·i~ del Ecuado.r," Revista ille rameri cane. ~ 
Ciencins Ar;rico.las (Pan American Unio.n) 

_ "La Estructura de Tenencia de la Tierra en ~l Ec\..ado.r y la Pro.­
"gramacion de la Refo.rma Agraria, II National Planning Board, Quite. 

- "Sintesis de la Estructura Agraria de lo.s Estado.s Unido.s," Revista 
de Ex-Bccarios del Go.bierno. de 10.5 Estado.s Unido.s. ------ --

- "Apuntes de Eco.no.ma Agraria", m:i:meo.. 

- "EJ. Desarro.llo. Eco.nomico. del Ecuador y su Estructura Agraria," 
ICIRA-IEMC. 

- Numero.us articles in newspapers and magazines. 

TTl\Tf"IT II C!C!TT.'Tt:'T'I 



GUEST LECTURES: 

UNCLASSIFIED 
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,- Have given lectures in various universities and cultural institutions 
in'Ecuador and in other countries. 

TRAVEL TIl FOREIGN COUNTRIES: 

Besides Imowing well all of Ecuador, have visited in al'ldY~own 
almost all countries in Latin America, the exceptions being Haiti 
and the Dominican Republic. Have also studied and made observation 
trips in Italy, Spain and Portugal; other countries visited in 
Europe are Austria, S"Titzerland, West Germany, the Netherlands, Bel­
gium, France and Luxemburg. 

Besides having stayed two years in l'1ashington, while working with' 
the IDB, and having visited Nel'T York on various occasions, have had the 
opportunity to travel' through many states of tho union at the special 
invitation of the U.S. Department of State. 

UNCLASSIFIE 



BANCO NACIONAL DE FOMENTO 

Use of Previous AID Fund s 

UNCLASSIFIED 
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June 15, 1970 

Under AID Loan 518-L-014 to thetCoIilision de Va1ores/Corporacion 
Financiera Nacional (CV/CFN), a total of $350,000 was reserved 
for a special lending program for artisans and small industrialists. 
This program ",as administered by the :!Janco Nacional de Fomento 
(BNF). Of the total of $350,000 assigned for the program, $336,309.20 
was made available for loans and the remaining $13,690.80 vTas used 
to finance a contract with International Development Services. 

The loan funds for~his activity were disbursed between June 1965 
and November 1966, a period of approximately 18 months. Loans 
were made to firms i~ 13 of the country's 19 provinces. No break­
down is available reearding the distribution of loan funds between 
artisans, on the one hand, and small indus~rialists, on the other, 
since criteria to make the distinct~Jn were not available. Never­
theless, it seems clear from the ave:~'age amount of the loan ($667) 
and from the types of activities fin~~ced (see'Exhibit A) that most 
of the recipients ,,,ere not engaged in factorY, manufac~uring. Some, 
indeed, were engaeed in service activities (which nevertheless 
qualified them as "artisans" under Ecuadorean law). 

Of the total amount provided lli,der this program, 61.7% financed raw­
material and working-capital requirem~nts;: 37.8% financed machinery 
and equipment purchases; and 0.5% financed construction. Raw-material 
and ''lorking capital loans were generally made for one or two years, 
''lhile lonns for the purchase of machinery and p.quipment were made 
for periods of up to seven years. The BNF has indicated that there 
was no serious repayment problem with loans made under this program. 

Even eivcn the nunimal supervision provided by the BNF under the 
progrnm, it is clear that it lias quite costly in terms of adminis­
trative expenditures per dollar loaned. Moreover, many of the loans 
were not developmental in nature, but merely served to maintain a 
given level of business operetjoons. In the last fev1 years, the BNF 
has recognized that such lonns should have a relatively low priority, 
and it has been revisinOg its supervised credit program for artisans 
Dnd :>rnall industria,lists by making fewer loans at higher average 
amounts, primarily for projects that 'will increase production and 
improve productivity. 
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SUMMARY OF SUB-LOANS MADE BY THE BANCO NACIONAL DE FOMENTO 

UNDER AID LOAN 518-L-014 TO ARTISANS AND SMALL INDUSTRIALISTS 

CIIU 
Number Activity Total 

Loan Purposes of Loans Code (Sucres) 

Tailoring 58 24 659,916 
Shoemaking 71 24 777,520 
Carpentry 51 26 599,126 
Seamstress 51 24 273,814 
Bakery 28 20 178,740 
Weaving 18 23 88,775 
Cabuya Sacks 38 23 445,850 
Me chani cal. 'Repairs 38 39 576,060 
Saddlery 16 29 150,280 
Cabinetmaking 7 26 72,340 
Tanning 4 29 30 ,00q 
Hat Making 6 24 80,000 . 
Concrete Blocks or Pipes. 7 39 198;700 
Cloth 6 24 39,600 
Jel'lelry 12 39 101,400 
Cabuya Thread 6 23 37,800 
Flour Hills 8 20 148,740 
Soft Drinlc Coolers 3 20 19,800 
Belt VlDking :'2 29 8,700 
Bricl~ Shop 2 39 3,100 
i'latchmeker 2 39 6,000 
Stockings 4 24 20,500 
Coffee Grinding 7 20 45,500 
Typography 3 28 102,000 
Stceil. Beds 2 35 23,000 
Hood Industry 2 25 220,000 
'l'imrarc 3 35 11,500 
Foed Products 1 20 100,000 
Lim? Refining .. '., ·3 39 92,000 
Cattle Food 3 39 140,000 

. Liquors 2 21 250,000 
Unrefined Brown Sugar 2 20 59,000 
Bedcovers '2 39 12,000 
Shirts 1 24 15,000 
P.iint 2 39 7,000 
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CIIU 
Number Activity Total 

Loan Purposes of Loans Code (Sucres) 

Toys 1 39 20,000 
Photo Engraving 1 39 4~,000 
Photography 1 39 5,000 
rTood & Ivory Carving 2 39 26,340 
Radio 2. 39 21,500 
Chemicals 2 31 92,800 
Tapestries 1 39 13,400 
Ha.irdresser 1 39 18,000 
Pottery 1 39 4,000 
Carbon Masks :I: 39 6,500 
Carpets 2 39 50,000 
Plastic Purses 1 39 29,900 
Brooms 1 39 5,000 
Sausage Processing 2 20 70,000 
Adhesive Tape 1 39 7,600 
Heel Mnkers 1 24 2,600 
Cheese Processing 1 20 7,600 
Hemp Sandals 1 24 1,800 
Anununi tion 1 39 15,000 
14attresses 1 39 1,800 
Lard 1 30 1,400 
Ponchos 1 24 20,000 
Barber 1 39 3',000 
Chalk 1 39 5,000 
Knitting 1 23 2,000 
Vulcanization 1 39 8,000 
Handbags 1 39 30,000 
Starch 1 - 20 6,000 

~ 6,111~,101 

Sununary of Sub-Loans by CIIU Activitl , 

crIU 
Activity 
Code 

20 
23 
24 
25 

Activitl 

Food Products 
Textil,e Nanufacturers 
Footwear and Apparel 
\olood ar.IlCCork 
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Number 
of Loans 

54 
63 

200 
2 

Tote.l 

637,680 
574,425 

1,890,750 
220,000 

Per 
Cent -
10.4 
9.4 

30.9 
3.6 
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.ClIU 
Activity No. of Per 
Code Activity Loans Total Cent -
26 Furniture & Accesor1es 58 671,466 11.0 
28 Printing Presses 3 102,000 1.1 
29 Leather 22 188,980 3.1 
31 Chemicals 2: 92,800 1.5 
21 Beverages 2 250,000 . 4.1 
35 Metal Products 5 34,500 0.6 
39 Other ~ 1zJ~21z2°O 23·1 

...2Q!±. 6z114,101 100.0 

Sub-Loans by the Banco Naciona1 de Fomento under AID 

Loan 518-L-014,Classified by Amounts 

Amount Percent of 
of Loans Number Amount Total Loan . 
iSucres) of Loans (Sucres) Amount by Size 

150,000 1 150,000 2.5 
120,000 1 120,000 2.0 
100,000 3 300,000 5.0 

90,000 22 180,000 2.9 
80,000/90,000 4 322,000 5.3 
60,000/80,000 8 503,000 8.2 
50,000/60,000 2 106,000 1.1 
40,000/50,000 8 341,000 5.5 
30, 000/1~0, 000 15 480,000 1.9 
20,000/30,000 24 510,000 9.3 
10,000/20,000 110 1,600,000 26.2 
8,000/10,000 35 ." 305,000 5.0 
5,000/8,000 119 625,000 . 10.2 
3,000/ 5,000 1QO 310,000 6.0 
2}000/ 3,000 42 104,000 1.1 
I J OOO/ 2,000 26 36,000 0.6 
Under 1,000 4 2,000 0.0 -

...22.!!. 6,1l4,000 100.0 
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a.s of November 30, 1969 

(Exchange Rate S,b..8.18 = US$ 1) 

(Thousands of Dollars) 

ASSETS 

Cash on Hano and in Banks 
Banking Loans 
Training Loans 
Other Receivables 

Investments in Commercial Properties 
Real Escate, Furniture and Office Supplies 
Other Assets 
Deferred Assets 

Total A:..;sets 

LIABILITIES 

Monetary Deposits 
Miscellaneous Deposits 
Other Short-Term Obligations 
Loans 
Debentures 
Other Liabilities 
Deferred Liabilities 

Capital and Reserves. 
Surplus 

Total Liabilities 

UNCLASSIFIED 

13,846 
55,822 
6,904 
4,926 

16,746 
3,684 
4,298 
2,509 

108,735. 

11,669 
1,646 
2,509 

46,737 
1,633 
5,167 
4,419 

34,553 
402 

108,735, 
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COMISION DE VALORES-CORPORACION FINANCIERA NACIONAT, 

(CV/CFN) 

Lending Activities 

An AID loan of $5.0 million to the CV/CFN was authorized in May 
1962. Since then, the CV/CFN has obtained foreign loans and 
lines of credit totalling more than $24 million. These include 
lines of credit from "Test Germany, Switzerland, Italy, Colombia, 
France, Spain, the Netherlends and Poland, and loans from the 
IDB, IBRD, and IFC. A new IDB loan for $7.5 million was recently 
signed. 

The' CVfCFN make its first loan in August 1963, and through March 
30, 1970 had approved"147 loans totalling ~723 million (approxi­
mately $40.1 million)., Fifty percent of the loans were for pro­
jects using local raw materials to meet 75% or more of their total 
ra"T-materia1 requirements. Actual loan disbursements through the 
end of 1969 totalled S/1+50 million ($24.8 million). At the end 
of r.1arch 1970, 52 loans for S/.377 million ($20.7 million) were 
under study, including projects involving the industrial processing 
of the production from 5,000 hectares each of pine (for pulp), 
rubber, and rapeseed. 

UNCLASSIFIED 
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COMISION DE VALORES·CORPORACION FINANCIERA NACIONAL 

Balance Sheet 

as of June 30, 1969 

(Exchange RatE: S/.18.18 = US$l) 

(Thousands of Dollars) 

ASSETS 

Cash 

Securities 
Government of Ecuador Bonds 
Municipal Bonds 
Other Bonds 
Shares 

Interest Receivable 

Prepaid Expenses and Other Assets 

Loans Receivable 
Government of Ecuador 
Industrial Loans 
Small Industry Loans 
Other 

LaI1~, Building, Furniture and Equipment, at 'cost 
L€~ - Accumulated Depreciation 

UNCLASSIFIED 

11,822 
3,362 " 

157 
- .. ~ 
16,137 

1,415 

246 

3,859 
20,597 

957 
1,294 

26,707 

422 
( 253) 

169 

45,057 



LIABILITIES 

Loans Payable 
Banco Central del Ecuador 
Aeency for International Development 
Interamerican Development Bank 
Swiss Banks 

Other Liabilities (Short-Term) 
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6,328 
4,185 
2,966 

320 

14,399 

418 

Total Loans Payable and Other Liabilities 14,811 

Deferred Income 
Unearned Bond Discount 
Unearned Interest-

Capital and Undisbursed Earnings 
Capital: 

Authorized $27,503 
Paid .. In 

Undisbursed earnings: 

1,400 
44 

1,444 

25,498 

Appropriated - reserve for contingencies 3,298 

JNCLASSIFIED 
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45,051 
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COMISION DE VALORES-CORPORACION FINANCIERA NACIONAL 

Statement of Income and Unappropriated Undistributed 
Earnings 

Income 

Interest 

For Year End1ng;J~e 30,1969 

(Exchange Rate S/~8.18 = U8$l) 

(Thousands of Dollars) 

Amortization of Bond Discount 
Other 

Expenses 

Interest and Commissions 
General and Administrative 
Depreciation 

Net Income for the Year 

3,070 
224 

42 

3,336 

455 
651 
19 

1,125 

2,211 

Transfer to Paid-In Capital . 
Transfer to Reserve for Contingencies ~1:~~0~ llll 

Unappropriated Undistributed Earnings at 
end of year 
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CORroRACION FINANCIERA ECUTORIANA DE DESARROLLO (COFIEC) 

Lending Activities 

An AID seed capital loan of $3.0 million was authorized in June 
1966. Since then COFIEC has obtained the following lines of 
credit: 

1. The Fidelity Bank 
2. Manufacturers Hanover Trust Co. 
3. Continental Bank International 
4. Banco de Londres y Montreal Ltda. 
5. Handelsbank in ZUrich 
6. Hells Fargo Bank 
7. Banca Nazionale de Lavoro 
8. Eximbank 

$ 500,000 
$1,000,000 
$1,000,000 
$ 200,000 
$ 100,000 
$ 500,000 
$2,000,000 
$1,500,000 

$6,800,000 

Through the end of 1969 COFIEC had disbursed 908 loans for a 
total of S/.788 million ($43.3 million). 
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CORPORA CION FlNANCIEAA ECUATORIANA DE DESARROLLO (COFIEC) 

Balance Sheet 

as of December 31, 1922 

(Exchange Rate S,u8.l8 = U8$l) 

(Thousands of Dollars) 

ASSETS 

Current Assets 
Cash 
Loans Receivable 
Advances on Loans in Process 
Amounts Due on Bank Acceptances 
Investments in Industrial Companies - at cost . 
Interest Receivable and Other Receivables 
Prepaid Inter~st and Other Prepaid Expenses 
Amounts Due on Letters of Credit 

Total current assets 

Other Assets 
Loans Receivable - due after 12 months and over 
Investments in ne\,T enterprises - at cost 
Office furniture and equipment and vehicles, at cost 

less accwnulated depreciation 
Real Estate - at cost 
Deferred Expen~es 

Total other assets 

TOTAL ASSETS 

Contingent Assets - Loans receivable guaranteed to 
foreign banks 

TOTAL 

UNCLASSIFIED 

1,292 
4,361 
1,241 

118 
103 
324 
21 

1,881 

4,095 
312 

126 
297 
83 

4,973 

14,320 

9,509 

23,829 
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LIABILITIES AND 
STOCKHOLDERS I EQUITY 

Current Liabilities 
Letters of credit outstanding 
Notes payable to foreign banks 
Other payables 
Current portion of long-term debt 
Amounts due on notes receivable discounted 
Bank acceptances payable 

Total current liabilities 

Deferred Income 
Unearned interest 
Unrealized exchange gains 
Unearned commissions 

Total deferred income 

Long-Term Debt 

Allowance for Doubtful Accounts 

Stockholders' Equity 
Authorized capital $3,960 
Capi'cal stock issued and outstanding· 
LeBal reserve 
Special reserve (available for distribution) 
Retained earnings 

TO'cal Stoclwolders I equity 

TOTAL LIABILITIES AND STOCKHOLDERS I EQUITY 

Contingent liabilities - Loans guaranteed to foreign 
banks 

TOTAL 

UNCIASSIFIED 

1,881 
1,554 

996 
198 
142 
118 

4,889 

514 
77 
10 

601 

4,170 

176 

3,141 
59 

273 
4u 

3,884 

14,320 

9,509 

23,829 



UNCIA S SIFIED 
ANtlEX VII, Page 4 of 4 
Exhibit B, Page 1 of 1 

CORPORACION FINANCIERA ECUATORIANA DE DESARROLLO (COFIEC) 

Statement of Income and Retained Earning! 

For the Year Ended December 31, 1969 

(Exchange Rate S/~8.18 = U8$1) 

Revenues 

Interest Income 
Comrnisions earned 

(Thousands of Dollars) . 

On Loan guarantees and from other sources 
Technical assistance 

Investment income 
Gain on sale of investments 
Miscellaneous income 

Total revenues 

Exnenses 
Interest 
Salaries & other compensation 
General and administrative expenses 
Taxes, other than on income 
Commizsions 
Depreciation and amortization 
Insurance 
~1isccllD.neous losses and expenses 

Total expenses 

Income from Operations 
P.L'ovision for Doubtful Accounts 
Enployees' Profit Participation 
Provisio~ for Income Taxes 

NET DfCQj,IE - RETAINED EARNINGS AT YEAR END 

Retained Earninc;s at the Begining of the Year 
• 

Ap~ropriatio~s V~de 
Transfer to special reserve - net 
Paym(;~t of stock dividend 
Transfer to Legal Reserve 
Bonuses "j?Gici. to ('xccuti ves, employees and directors' fees 

Total appropriations made 

( 
( 
( 

1,063' 

404 
98 
9 
1 
5 

1,580 

484 
280 
147 

22 
26 
20 
6 ,.. 
b 

991 

589 
81) 
72) 
25) 

411 

339 

213 
61 
42 
22 

332 
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ECUADOREAN DEVEIIOPMENT FOUNDATION - GUAYAQ.UIL: 

ORGANIZATION STRUCTURE AND FINANCIAL OPERATIONS 

The Ecuadorean Development Foundation (EDF) is a private, non-profit 
foundation ,·,hich began operations in May 1968 "lith branches in Quito 
and Guayaquil. It provides credit for development purposes to 
businesses ond community organizations which have difficulty obtain­
ing credit from commercial sources at reasonable rates. The dis­
cussion that following concerns only the Guayaquil branch of the EDF. 

The members of EDF-Guayaquil are 99 Ecuadorean and foreign banks 
and companies (including~ for example" the Bank of America and Grace 
& Co.) ,·,hich contribute ca.pital and operating funds and technical 
assistance to the EDF. (See Exhibit A for complete list of members.) 

EDF-G~ayaquil has a Board of Dir~ctors consisting of businessmen 
and executives ,·,ho are listed j:'l Exhibit B. The loan conunittee of 
the Board of Directors approv~s each loan extended by EDF. 

The active mElnA.cement of EDF consists of the follo"ling: 1) an 
Executive Dir'ector, a position presently held by a businessman 
who has been Direct.or of the National Development Bank and the 
National Banana Directorate; 2) a deputy who analyses loons and su­
perviGes the field ",orlcer::J; 3) two field "Torkers who analyze businessess 
and HOrlt;, with borrmrers; y,) a part-time accountant who spends about 
40Ct~ of his time on EDF Hork; 5) one assistant accountant; 6) two 
part-time assistant accotll1tants who spend about l~o% of their time 
on l~oundation business; 7) 'one collector ",ho "TorIes almost full time 
for BOP,; 8) a fllll-time Peace Corps Volunteer (PCV) with a BA in 
economics i'lho ",orl\:s as a special assistant to the Executive Director; 
9) a PCV ,·lith a BI\ in economicsand sociology who works with the 
USAil) contract advisor as a field ",orker; and 10) a PCV engineer 
T"ho is available for consultation on engineering matters. 

'l'he follmring personnel "Till be added to the Foundation management 
resources in the event that the barrio enterprise program is approved: 
1) an economist-account~nt, 2) another assistant accountant, and 
3) [J.l1other field "TOrlcer. In addition, a. USAID contract advisor who 
is a spec:i.alist in creation of barl~io enterprises, with substantial 
experience in Latin Jl.merica, would ",ork virtually full time on this 
proj<=ct, as ivould his Ecuadorean professional assistant yet to be 
hired~. Final~, as inaicated elsm'lhere, the members of EDF will 

UNCLASSIFIED 
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provide technical assistance to borrowers and the Foundation. 

As is clear from the above, EDF-Guayaquil is not a banlting institu­
tion but rather a public-service organization which concerns itself 
with borrowers "'ho do not have access to adequa.te bank credit. It 
is concerned not merely with extending credit, but also with deve­
loping the capacity of borrowers to use credit effectively. Since 
it is not dependent on interest on its loans for income, but is 
supported by both monetary contributior.s and voluntary technical­
assistance services from its members, it is ,capable of providing 
considerably greater technical a.ssis'cance 'in connection with small 
loans than a bank. 

Financial Operations 

In its t'fO years of operations EDF-Guayaquil has made 463 loans 
for a total of $113,347. The average size of its loans has been 
$345. Over 90% of its loans are currently made to small businesses. 

There have been defaults so far on only $670 or 0.6% of the total 
amount loaned. Repayments totalling $46,456 have been made to 
date, and thus defaults as a percentage of repayments amount to 
1. 4%. Of the $66,891 in loans currently outsto.nd ing $8,389 or 12.5 
are delinquent; almo~t half of this amount is delinquent by less 
than 90 days. Such a low default rate may "Tell be due to the small 
size of loans extended by EDF to date as "Tell as the Foundation's 
limited experience. 

The main SOLlrce of funds for EDF-Guayaquil is the contributions 
of its members, "Tho thus far have provided a total of $48,333. 
This doe~ not include a recent grant of land conserV'atively 

valued a.t :;i350,000. A total of :~39,33l, or 8l!4% of the cash 
contTioutions by members, 'has been spent for operating expenses 
'/hile the rent has been used for loans. Regular pledged monthly 
contributions by members for operating expenses and loans are 
currently at the rate of $30,000 per year. 

The second most important sour~e of funds for EDFhas been the 
Pan American Develop:ne.nt Foundation, which has contributed $43,680 
in loan funds as 'Viell as technical assistance. 

EJj?-G·,,-.:'Yi.lq,uil is prep::.rcd to match the 'AID loan contribution with 
*250 1 (Y.;O of its o· .... n fUl1d3, partly from sale of the land mentioned 
ea.l·ljJ~l~ a~d partly from additional contributions (probably in loan 
form) rniscd from its members. It is also prepared, if necessary 
Or' d'c::::;irable, to obtain gll8:rantees from its members to the GOE of 
2Cf,j of the total njl~ount to be made available to EDF-Guayaquil 
under tn.e AID loan. 
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C.O.F.I.E.C. 
Empresa Electrica del Ecuador, Inc. 
Industrial Jabonera Ecuatoriana 
Creditos Economicos 
Luis Vallejo Araujo S. A. 
Crnel. Agustln Alban Borja 
Banco Industrial y Comercial 
Importadora IIEl Rosadoll 

Revista IIVistazoll 

E. Maulme C. A. de Comercio 
Banco La Previsora 
Ingenio San Carlos 
Ingenio Valdez 
Banco de Guayaquil 
Fabrica de Cigarrillos IIEl Progreso" 
Diarios "El Universoll 

Cla. de SeGuros Ecuatoriano Suiza 
Companla de Cervezas Nacionales 
Cautivo Empresa Petrolera Ecuatoriana C. A. 
Credi tos l·fercantiles ·C. A. del Ecuador 
Cap. Cesar Monge Serrano 
Compaflla General de Comercio y Mandato 
Comercial Importadora Continental C{a Ltda. 
Publicistas Sudamericanos S. A. 
Banco de Descuento 
Richard O. Custer 
Ing. Santiago Pere Cabanas 
La Ferretcra C. A. 
Fabrica liLa Universal" 
JO:'ll1 Hynnc 
Cordelcr{a Nacional 
Banco La Filantropica 
La Cemento Nacional C. A. 
Antonio Hartinez Velasco 
Nccanos S. A. C. 
Fcd~rico Heinert Rivas 
f\m:lon Fernandez F. 
Hans G. Jacobstal 
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.... 

Let Nacional Compan{~ de Seguros Generales S. A. 
C _/ A '. " ... ·1 or;-,p:.1m.::l nonlma hc:cconvl 
Ing. ~dmu..."1do Valdez l·~urillo 
Im:l)or~[l(lora Zoher Cia Ltda. 
Carlos Bacigalupo Ojeda 
Acrui:.ax S. A. 

UNCLASSIFIED 



Victor Miraglia 
Molinos del Ecuador C. A. 
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FUbrica de Aceites y Velas liLa Favorita" S. A. 
Compania Anonima Balda Ind. Merc. 
Textiles "San Antonio" 
Comercial Intaco S. A. 
Fabrica Automatica de Envases S. A. (FADESA) 
Diario EI Telegrafo 
First National City Bank 
Juan H. Kruger S.A.C. 
F.E.R.'r.I.S.A. 
Compania Ecuatoriana de Seguros 
Ernesto Amador Icaza 
Banco de Londres y lv10ntrcal Ltdo. 
Celoplast S. A. 
victor Anibal Velasco 
Arturo Stacey Saa 
Carlos Roggiero Bravo 
Industrias de Concreto J.~oca C. A. 
Refrescos S. A. 
Metropolitan Touring 
La Reforma 
Organizacioncs Suceso cin Ltda. 
Grace & Cia (Ecuador) S. A. Comercial 
Industria Cartonera Ecuatoriana S. A. 
Pintnr<:w Ecuatorianas S. A. 
Cia Comercial Briz Sanchez S. A. 
Rheem del Ecuador 
Solubles Instantaneos C. A. 
Tenerla "Guayasll 
Oleica S. A. 
Casa ::'oellcr v.ortinez C. A. 
Agricola Balno S. C. 
Bank of J\mcrica 
Crmrn Cork del Ecuador 
LulJricantes y Tnml)ores del Ecuador C. A. (LYTECA) 
Electro ~cuutoriana Sociedad Anonima Comercial e Industrial 
Guoyaqui:l. Bottling Company 
JO,yerle s "rJuxc" 
P'~·l;rolco~ Gulf ciel Ecuador 
Comerc:io.l Vladimir Lerque 
VICEfiA 
Cew!plc.st. S. A. 
Fabric:n. de Clavos Guayas 



Geronimo Oneto y Cia. 
Esteban Quirola 
Almacenes de Prati C. Ltda. 
TIA S. A. 
Transoceanica C. Ltda. 
Banco HOlandes Unido 
Productos Latinoamericanos S. A. 
Trobana S. A. 
Automotores y Anexos S. A. 
Guillermo Pareja Rolando 
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EDF-GUAYAQUIL: BOARD OF DIRECTORS 

Captain Cesar Monge S. 

Mr. Juan Jose Vi1laseca 

Mr. Heriberto Orees 

Mr. Xavier Alvarado 

l~. Fernando Anduze 

Mr. Fernado Aviles E.trada 

Mr. Ernesto Jouv{n Cisneros 

rv:r 0 Felix Changltuo 

President - Nativnal Beer Company C. A. 

Executive Vice-President COFIEC (Ecuadorean 
Financial Corporation) 

Manager - Ecuadorean Industrial Soap 
Manufactory S. A. 
President - Automatic Manufactory of 
Containers S. A. 
President - Industry of Tin Plate ConQ 

tainers. 

Special Advisor - Gulf Petroleum of EC".a­
dor C. A. 
Presi1ent - Ecuadorean ~~lls C. A. 
Director - Anglo-Ecuadorean Inc. 
President - National Insurance Company 
"Sucre" C. A. 

General Manager - Graphic Arts Sene­
felder C. A. Ltda. 
Director - National Publishers S. A. 
Director - T.V. Ecuadorean CorP9ration. 

President & General Manager - Electric 
Enterprise of Ecuador, Inc. 

Man~ger - South American Publicists S. A. 
Chief, Public Relations - Aerial Tourism 
Salvac. 
Chief, Public Relations - Ford Motor Co. 
Poli.ce Intendant of Guayas Province. 

Financial Manager - Lithography & Press 
"La Reforms" 

. President - Paper Manufactory "La Reforms". 
President - American Tropical Sugar Mill 
(AZTRA·) 

Consul General - Nationalist China. 
Counseller, Overseas Ministry, Na'cionalist 
China 
Manaeer - Continental Rice Mill Cia. Ltda. 
fmnuGer - PTedios Rusticos Continental. 
Vice-Governor - District G Lions of Ecucdo~ 
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Mr. Rafael Ferretti B. 

Mr. Carlos Perez Perasso 

Eng. Edmundo Valdez M. 

Mr. Werner Pellehm 

v~. Francisco Manr¢que 

Mr. Jutfallah Kozhaya 

Mr. Guillermo Pareja R. 
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Manager-Owner - Metropolitan Touring S. A. 
~esident - Chamber of Commerce - Guayaquil. 
Functional Senator for Commerce for the 
Litoral and Archipielago de Galapagos 
lr:ember - C&.ntonal Board of Potable "Tater. 

Deputy Director - Newspaper "El Universo". 

Mana.ger - Valdez Sugar Mill Co. S. A. 
Manager - National 1-1olasses Companty. 
Director - Bank of Guayaquil 
Director - liLa Nacional" Insurance Co. 

Manager - Ecuadorean Fertilizers S. A. 
Manager - Juan H. Kruger S. A. C. 
Manager - Banafibra of Ecuador S. A. 

Manager - Industrial & Commercial Bank. 

President - Textile "San Antonio" S. A. 

Manager-Owner - Lo.Lizadora "Mapasingue" •. 
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ECUADOREAN DEVELOPMENT FOUNDATION - GUAYAQUIL 

Balance Sheet 

as of June 30, 1969 

(Exchange Rate S/~8.1.8 = US$"!.) 

(Dollars) 

ASSETS 

Cash 
Office Supplies 

Receivables 
Loans 
Advance to Employees 
Other Receivables 

Fixed Assets (Net) 
Office Furniture and Fixtures 
Office Remodeling 
Land 

Other Assets 

Total Assets 

LIAi3ILI'rIES AND NET HORTH 

Current Liabilities 
Hithholdin~ Ta~es 
Accrued Taxes 
Accrued Social Security Taxes 
Accrued Interest Payable 

Loan Payable (PI\DF) 
Other Liabilities 

Nc"L Horth 
Donated Surplus 
Earned Surplus 

Total Liabilities and Net Horth 

UNCLASSIFIED 

26~492 
84 

358 

2,208 
245 

350,000 

115 
427 
879 

2,141 

372,474 
9,526 

26,934 

352,453 

107 

409,310 

3,562 

23,418 
330 

382,000 

409,310 
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ECUADOREAN DEVELO~ _,JENT FOUNDATION ..; GUAYAQUIL 

Income Statement 

For Year Ending June 30,1969 

(Exchange Rate ~~8.18 = uS$ 1) 

(Dollars) 

Income 

Donations 
Interest 

Total Income 

Expenses 

Salaries 
Travel Expenses 
AdvertisinB 
Maintenance of Office Equipment 
Communications 
Rent 
Depreciation 
Utilities 
Ba~king Charges 
Office Supplies 
Local Travel 
ProfessioD31 Fees 
Entcrtainment 
Tran~port~tion Expenses 
Ofn cc Clea..'1ing. 
Electric Installation. 
'I'ravel Abroad 
Social Security 
13th Salary 
VacD.tion 
Reserve Fund 
I<csscngers 
l~~ti:l Salary 
'lH":~::; Dnd Contributions 
~u.s ccllaneous 

Total Expenses 

Net Income 

UNCLASSIFIED 

29,096 
206 

29,302 

9,915 
1,650 
1,239 

28 
311 
853 
153 
539 

7 
756 
556 

25 
113 
252 

. 44 
168" 
348 
998 
887 
316 

. 96 
67 

254 
531 
40.3, 

20,509 

8,793 
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PARTIAL AND PRELIMINARY RESUL'I'S OF A SURVEY OF SMALL BUSINESS 
CREDIT NEEDS IN THE BARRIOS SUBURBANOS OF GUAYAQUIL 

A USAID contract advisor, assisted by short-term contract personnel 
and a Peace Corps Volunteer, has been conducting a survey to Jeter­
mine the typcs, availability, and cost of credit available to small 
business entcrprises in the barrios suburbanos of Guayaquil. The 
study is approximately 50 percent complete at this time. It also 
attempts, through random ssmpling techniques, to provide a break­
<;lm'm of the types and relative importance of _the various industrial 
and commercial activities in the barrios. At the same time, the 
contractor has been attempting to identify those interviewre's who 
have the best potential for business expansion and organizational 
development. 

~10 hundred one interviews have been conducted to date. It is 
estimatcd that these 20J. firms account for no more than three per­
cent, and perhaps lesG than two percent, of the total number of 
small barrio enterprises. Preliminary projections, based on the 
201 intervieHs, place the total number of small barrio enterprises 
at approximately 9,400. 

Of the 201 pcrsonn selected for intervie'is, only 10 refused to be 
intervic·vled. Eighty-four expressed a strons interest in some kind 
of borrio-Hide commercial and business organization through which 
technical aGsistance, credit, and marketing assistance could be , 
secured, \'lhile 117 (includins those who ref\A.sed to be interviewed) 
had no interest in such an organization. 

Sixty of tlK! intervie\'Tees are presently using credit of some kind, 
while an additional 119 are not using credit but either need it or 
would like to be able to use it. The remaining 22 have little or 
no need fo:/.' credit. Among those not using credit but needing it, 
the mo[;t frequcnt reason given for non-use of credit was that its 
high cost m:1kes it economically unproductive to borroH for the 
purpose of expanding or impro"ring business operations. 

Toe survey souc;ht to identify t1'lO types of credit needs: (1) short­
term ope:cilting capital for salaries, supplies, etc. and (2) medium­
ar.d 10n8-".:,el'm creci t requirements for- machinery, equipment,' etc. 
It ,,;o.s :;:'olJnd that the avera~e 'firm requires an operating-ca.pital 
loan of Sf.3.000 (approximately $150)f6ur times a year. Medium-
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and long-term capital requirements were estimated to be S/25,000-35,000 
($1,250-1,750) per firm. 

The estimated 9,500 barrio enterprises may be divided into two groups: 
(1) those firms "lhich could use credit primarily to expand their opera­
tions and provide additional goods and services and (2) those which 
would be expected to use credit primarily to reduce their costs with­
out expanding their operations. It is tentatively estimated that 
960 firms in the first--and highest-priority--category are presently 
in a. position effectively to use credit from an institution such as 
the EDF. Short-term capital requirements for these firms wOl~d imply 
a need for credit resources of $144,000 per year (i.e., $15011 x 960), 
while medium and long-term credit requirements would amount to 
$1,440,000 (i.e., ~a,500 x 960). In other ""Tords, total credit require­
ments just for the highest-priority firms amount to $1,584,000, or 
more than three times the amount of the proposed AID-financed activity 
in barrios' suburbanos to be administered by the EDF. 

jJ The $150 loan, would in effect be renewed every three months. 
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June 15, 1970 

DISCOUNTED RATES OF RETURN TO PARTICIPATING FINANCIAL INSTITUTIO~S 
ON SMALL BUSINESS LOANS .. -

One of the problems in Ecuador, as in most developing countries, is 
the marshalling of capital resources for the expansion of credit to 
marginal enterprises. This problem is not solved through the mere 
extension of AID loans at favorable terms. What is needed is leverage 
whereby the AID input& serve to stimulate indigenous capital to seek 
investment alternatives among the marginal, less creditworthy 
entrepreneurs. 

He have developed several models which we believe illustrate what can 
be done to induce traditional~ conservative money lenders to participate, 
either through direct lending or-risk~sharing, in the expansion of credit 
to small business. 

Hhile the moclels we have developed assume a rediscounting operation, 
a similar effects could be expected from direct lending by a central 
fund to intermediate credit institutions. 

In our models '<Ie assu.'ned that all loans would be made at 12% per 
annum on a discount basis for a five-year term. Considered as 
variables '<lere the portion of the loan that could be rediscounted, 
the rate at '<lhich the rediscounting could be accomplished, and the 
te~s of repayment of the rediscounted note by the intermediate 
credit institutions to the central fund. As the "mix" was varied, 
a discounted rate of return on tre PFI's own cash investment (Le., 
excludes that portion of the loan which is rediscounted)was calculated. 

In the first model He present an extreme set of Qssumptions, where 
75% of the loan iG rediscounted at 3% and yields an effective rate 
of return of 95% when a lump-sum payment is wlde to the Trust Fund 
at the end of 5 years; 557~ with partial amortization; and 39% when 
::;traight line amortization of the rediscounted loan is used. 

In the second set of assumptions, ,.here 65% ()f the loa n is rediscounted 
a.t 1~7~ ar:a i-:ith no amortization of the rediscounted loan until the 5th 
yeor) a discounted rotc of return of some 78'1~ is obtained. Hhen the 
amortoLzotion payments nre varied by making fixed annual payments . with 
a :C°Lr.a 1 lU:l111 sum p::l.yment in the fifth year and straight-line constant 
nmort"L2fltion the return drops to some 31% and 25% respectively. Under 
such favorable rediscounting terms lenders should be encouraged to make 
loans to smnll enterprises and could be reasonably expected to ass~~e 
the entire risk on both their own inputs as well as the rediscounted 
portion. 
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The third model varies only the rediGcount rate to 5~, and with the 
same repayment patterns the discounted rates of return are some 51~% 
with no payment to the Trust Fund until the fifth year, 29% with 
parti.al payments and a lump sum in the fi.fth year, and 25% when 
straight-line amortizati.on is used. 

The fourth model ass~~es that on~ 20% of the loan is rediscounted, 
at 3%, and, ,,11th one payment at the end of the fifth year, produces 
a rate of return of 15%; and 14% with straight-line amortization. 
Since a smaller portion of the loan is rediscounted, a more favorable 
rate i.s given as the incentive to the lender to invest more of his 
own capital. An additional incentive to risk-sharing could be 
introduced in these lOl.er ranges. That is, if the lender rediscounts 
less than half of the loan, some suitable "mix" could be found whereby 
the Fund would ass~~e the risk on the rediscounted paper. 

The fifth model is based upon a 25% rediscount at 3%, and yields 
rates of return of 17% with the single payment and 15~ with straight­
line amortization. 
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MODEL I 75% Discounted at 3% 

EXAi·TLB A. No Amortization of rediscounted loan until fifth year 
Repayment Repayment 

Gross Discounted Net Gross Discount by to Net Cash 
Investment I nve stme nt Invest!l1ent Income Charges Sub-Borrower Trust Fund Flow 

100,000 75,000 25,000 12,000 2,250 20,000 29,750 
9,600 2,250 20,000 27,350 
7,200 2,250 20,000 24,950 
4,800 2,250 20,000 22,550 
2,400 2,250 20,000 15,000 (54,850) 

Rate of Return 9'5% 36,000 1b~50 100,000 75,000 
===t-7' 

49,750 

EXAMPLE B. Partial amortization rediscounted loan and lU!1lp SU!l1 payment fifth year 

100,000 7~,000 25,000 12,000 2,250 20,000 10,000 19,750 
9,600 1,950 20,000 10,000 17,650 
7,200 1,650 20,000 10,000 15,550 
4,800 1,350 20,000 10,000 13,450 
2,400 ,l!020 20,000 35 z000 (13!650) 

Rate of Return 55~ 36,000 8,250 .100,000 75,000 2,g,'t50 

EXAltlPLE C. Straight line amortization 

100,000 75,000 : 25,000 12,000 2,250 20,000 15,000 14,750 
9,600 1,800 20,000 15,000 12,800 

II 7,200 1,350 20,000 15,000 10,850 
4,800 900 20,000 . 15,000 8,900 
2 z400 450 20,000 15 z000 6z2:20 !;;!tIl 

.. I;j 
Ra. te of Return 39% 36,000 6 z750 100,000 15,000 242250 

H 
tU§ 
~ 
Cl) 

w 
UNCIASSIFIED 0 
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MODEL II 65% Discounted at 4% 

EX.4J.rPL EA. No amortization of rediscounted loan until fif'th year 

Gross 
Investment 

100,000 . 

Discounted 
love st~Il'2nt 

Rate of Return 78% 

Net 
Investment 

35,000 

Gross Discount 
Income Charges 

12,000 2,600 
9,600 2,600 
7,200 2,600 
4,800 2,600 
2 2400 2,600 

~6zooo 13,000 

Repayment 
by 

Sub-Borrower 

20,000 
20,000 
20,000 
20,000 
20 z0oo 

1002000 

EXAl-fPLE B. Partfu1 amort i7,ation rediscounted loan, 1U!Ilp SU!II. r ayment fifth year 

. 100,000 65,000 35,000 12,000 2,600 20,000 
9,600 2,200 20,000 
7,200 1,800 20,000 
l~ ,800 1,400 20,000 
2,400 1,000 20 2000 

Rate of return 31% 36 zoOO 2,000 ~OOzOp~ 

Repayment 
to 

Trust Fund 

~ooo 

65,000 == 

10:000 
10,000 
10,000 
10,000 
25,000 

65,000 

:tlet Cash 
Flow 

34,600 
32,200 
29,800 
27,200 

(45,200) 

78,600 
== 

19,400 
17,400 
15,400 
13,400 

( 3,600) 

62,000 

.S!~ 
~~ 
~tr.l .. ~ 
'"tit;.! 
~t:1 
en 
+=­
o 
HJ 

~ 



MODEL II 65% Discounted at 4% 
EXA)!PLE C. Stl~ight line a!l1ortization of rediscounted loan. 

Gross 
lnvest!l1cnt 

100,000 . 

Disco unted 
lnvest!l1ent 

65,000 

net 
lnvest~nent 

35,000 

Rate of Return 26% 

MODEL TIl 65% Discounted at 5% 

Gross Discount 
Income CpJ3!' ges 

12,000 2,600 
9,600 2,080 
7,200 1,560 
4,800 1,040 
2,400 520 

36,000 7 l 800 
:c::= 

No amortization of rediscounted loan until fifth year 

100,000 65,000 35,000 12,000 3,250 
9,600 3,250 
7,200 3,250 
4,800 3,250 
2,400 3z250 

Rate of Return 54% 36z000 16z250 

Repayment Repayment 
by to Net Cash 

Sub-borrmTer Trust Fund Flow 

20;000 13,000 16,400 
20,000 13,000 14,520 
20,000 13,000 12,640 
20,000 13,000 10,760 
20,000 13,000 8,880 

100,000 
: 65,t£Q.Q 63,200 

20,000 .. 28,750 
20,000 26 .. 350 
20,000 23,950 

21 .. 550 
65,000 fi5,850) dQo 

20,000 
20,000 

(t) 

,!oozOOO 65 z0oo 54~750 \Jl 

0 
HJ 

.....;J 



NODEL III 65% Discounted at 5% 

EXAMPLE B. FDrtial ~~ortization re~tscounted loan lQ~p sum payment fifth year 

Gross Discounted 
Investrr.ent,t: Invest!l1ent 

100,000 65;000 

Rate of RetUl·n29%. 

Net 
Invest!llent 

35,000 

Gross Discount 
Incom.e Char~es 

12,000. 3,250 
9,600 2,750 
7,200 2,250 
4,800 1,750 
2,l400 1 z220 

36zoOO ,ll z220 

EY.M4PLE C. Straight.~ine amortization of rediscounted loan 

100,000 65,000 

Ra. te of Return 25'f., 

35,000 12,000 
9,600 
7,200 
4,800 
2,400 

36,000 

3,250 
2,600 
1,950 
1,300 

620 

9,750 

Repa~ent 

by 
,gu b-borrm-Te r 

20,000 
20,000 
20,000 
20,000 
20,000 

100,OQQ 

20,000 
20,000 
20,000 
20,000 
20,000 

1Q.9,OOO 

Repayment 
to Net Cash 

Trust Fund Flow 

10,000 18,750 
10,000 16,850 
10,000 14,950 
10,000 13,050 
25 z000 1. 3z850 ) 

65,000 59,750 

13,000 15,750 
13,000 14,000 
13,000 12,250 
13,000 10,500 

i~ 13,000 8..2.120 

65,000 61 z250 ><~ 
~~ -.- ... I-::j 

tt1t;:j 
~t:J 

CD 

~ 

0 
I-fJ 
-'J 



MODEL TV 20% Discounted at 3% 
EXAHPU: A. No EL'Ilortization 01' rediscounted loan until 1'ii'th year 

Gross 
I n\~C S t!TIe nt 

100)0'JO 

Discounted 
Investment 

·20)000 

Net 
Invest!:lcnt 

80,000 

Rate of Return 15% 

MODEL V 25~ Discounted at 3% 

Gross Discount 
Income Chart!;es 

12,000 600 
9)600 600. 
7,,200 600 
4)800 600 
2 z400 6co 

36zoo0 3 z000 

No amortization of rediscounted loan until 1'ifth year 

100,000 25,,000 75,,000 12,,000 750 
9,600 750 
7,200 750 
4,,800 750 
2:400 750 

Rate 01' Return 17~ 36z000 3 z 7'20 

Note: vTith straight line a'!1ortization rate of return is 15~. 

UNCLASSIFIED 

Repayment 
by 

Sub-borrmlcr 

20)000 
20)000 
20)000 
20,,000 

, 20z000 

2pOz09° -.----. 

20,,<"00 
20,,000 
20,,000 
20,,000 
20z000· 

.!QO,OOO 

Repayment 
to 

Trust Fund 

20,000 

20z000 

-
25,000 

~0l?Q 

Net Cash 
Flow 

31,400 
29,,000 
26,,600 
24,,200 
~,800 

113,000 

31,,250 
28,,850 
26,,450 
24,,050 

1 3,350 

1Q7~ 

I! 
~U,l .. I;j 

H 

~§ 
~ 
(1) 

-..:J 

0 
H.I 
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PREFACE 

Although there is widespread agreement that there is a critical 
shortage of medium- and long-term credit for small manufacturing 
establishments in Ecuador, the extent of the shortage has been 
difficult to determine. Since several recent studies have tended to 
overestimate the potential credit demand by small industry, * it 
was decided to conduct a sample survey of small manufacturing 
establishments in order to obtain a more realistic estimate of 
credit requirements for'this category 'of firms. Although this 
survey encountered a number of serious statistical problems, it 
is believed that it still provides a reasonable estimate of the 
amount of credit that could be absorbed by small industrial 
establis hments. 

A second purpose of the study was to obtain some idea of the 
technical assistance needed by small industrialists in. various 
phases of their operations. Without such assistance, the potential 
benefits of medium- and long-term credit cannot be fully realized. 

The survey. was directed by Dr. Clarence Zuvekas, Jr., USAID 
Economic Advisor. Valuable assistance in the design of the 
questionnaire was provided by Mr. Hayes Keeler, USAID Social 
Research Advisor and by Dr. Rene Benalcazar and Econ. Carlos 
Fus eau of the BNF. Trial interviews were carried out with 
approximately fifteen small indust~ialists in Quito in order to 
test the questionnaire. The trial interviews were conducted by 
Messrs. Zuvekas, Keeler, and Fuseau and Econ. Vicente Novillo 
of the BNF. As a result of the trials, the questionnaire was 
revised. The full survey was then carried out, with the intereviews 

* The term "small industry" as used in this study refers only 
to manufacturing establis~ents • 

. . 
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being conducted by Mr. Fernando Mora and Mr. Jorge Tu1canaza. 
Mr. Mora also assisted in the tabulation of the results of the 
questionnaires. The sample was selected with the kind cooperation 
of Lcdo. Francisco Paez of the Junta Nacional de Planificaci6n 
and Mr. Jorge Vaca Cruz of the Ministerio de Indus~rias y 
Comercio. 
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I INTRODUCTION 

For several years there has been a widespread impression 
that small manufacturing establishments--which may be 
defined as those employing between 5 to 49 emp10yees--have 
lacked credit for the improvement and expansion of their 
operations. Although credit for working capital needs is 
generally available from private banks, the terms of such 
credit- -interest and charges totalling up to 16 - 18% annually 
and repayment periods frequently of six months or 1ess--are 
such as to provide little incentive for borrowing. A :nore 
serious bottleneck, perhaps, is ti.le lack of medium- and 
long-term credit available to small manufacturing estab1ish- , 
ments. Most of these establishments are toq ~mall to be ' 
served', by Ecuador's two development banksl! and many are 
too large to qualify for loans under the supervised industrial 
credit program of the Banco Naciona1 de Fomento (BNF). 
Virtually no long-term credit is available from commercial 
banks or from the Central Bank. 

Although th~re is little doubt that there is a critical credit 
·gap for small manufacturing establishments, it is difficult 
to determine the size of this gap. Recent rough estimates, 
however, indicate that it is quite large. 

A study by Benjamin Spiro AssociatesYestimates that foreign­
exchange requirements alone for new and existing small 
manufacturing enterprises in the next 4 - 5 years amount to 
approximately $17 million, or almost $11 million more than is 

II The Comis i6n de Va10res -Corporaci6n Financiera Naciona1 
(CV /CFN), the .public development bank, and the Corporaci6n 
Financiera Ecuatoriana de Desarrollo (COFIEC), the private 
development bank. 

Y Benjamin Spiro Associates, JlA Program for the Development 
of Small Scale Industry in Ecuador, " Report Pre'pared for the 
USAID Mis sion in Quito, 'Ecuador, October 1969. ~., 
pp. 14-16. 

UNCLASSIFIED 



UNCLASSIFIED 
ANNEX X Page 5 of 31 Pages 

aVCl.'ilable to sma.ll industry under existing foreign loans. 
Medium~ and long-t,erm credit requirements for local 
purchases are estimated to amount to an additional $12.5 to 
$25.0 million over the same period, but the local banking 
system is judged unlikely e',"en to meet working capital needs, 
let alone begin to satisfy medium- and long-term requirements. 

Another recent study, by Val de Beausset, examined potential 
small-industry expansio~ in Ecuador in the context of Andean 
Subregional Integ ration. V De Beaus set identified potential 
small-industry investment opportunities in more than 300 
activities totalling $17. 7 million. This figure does not include 
working capital requirements, nor does it take into account 
replacement needs. 

Both the Spiro and de Beausset studies tend to overestimate the 
amount of credit that will be required for small manufacturing 
enterprises in the next few years. The Spiro figures are based 
upon the National Planning Board's goal of establishing 460 
new small and medium-size enterprises (those employing up to 
49 workers) between 1969 and 1973. De Beaus set's list of 
activities indicates a potential for investment in more than 
1,200 new and existing enterprises. Even if sufficient credit 
were available, it is doubtful that sufficient enterpreneurial 
talent pres ently exists to take advantage of all these opportunities. 

Nevertheles s, small industry could undoubtedly expand much 
more rapidly if the supply of credit were increased. Both de 
Beausset and Spiro agree that lack of credit is a major bottleneck 
to the expansion of small industry. De Beausset concludes, for 
example, that 

The lack of available loaning cap~bility for the small industry 

Y Val de Beausset, "Ecuadorean. Small Enterprise Development, .. 
January 1970, ditto. See also de Beausset's earlier report, -- . 
"Ecuador: Preparing for Andean Subregional Com~on 
Market, II October 1969, ditto. 
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sector is the ~ain single factor that not only causes a lag 
in further major development but also will result in a 
weak position for Ecuador in the Andean Subregional 
Common Market unless it is stimulated • .1I 

Spiro estimates that 

only 490 of the 1,000 small-scale enterprises have received 
financial assistance from the three main financial institutions 
Lduring the period July 1964 - June 196iJ. 

Undoubtedly the commercial banks have also made some 
.financing available, but it will have been largely for the 
marketing of finished products. 

It can safely be assumed that more than half of Ecuador's 
real small scale industries received little if any financial 
assistance from the banking system, even though most of 
them have ac<;,o}1nts with commercial banks and are known 
by the banks. 2J , 

The considerations which precede lead us to suggest to AID 
a pl"ogram of action which would: 

a) make resources available to bridge the gap in foreign 
exchange resources for small and medium-scale industry 
development, ••• y 

g De Beausset, "Ecuadorean Small Enterprise Development, " 
~. cit., p. 2? 

21 Benjamin Spiro Associates, Inc., '!A Program for the 
Development of Small-Scale Industry in Ecuador, " .2E:.. m. 
pp. 2-3. The ~,100 figure for the number of small i.austrial 
enterprises is based upon the 1965 Census figures for firms 
employing 5-49 employees, .which are considered.as artisan 
enterpris es. 

y Ibid., p. 16'. 
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Since the above studies appear to overstate the need for credit 
by small industry, it was decided that a survey should be 
undertaken in order to provide a better idea of the credit needs 
of small industrial establishments. In addition, it was thought 
that Jnter;views with small industrialists would provide some 
indication of th,~ kinds of technical assistance needed by this group 
of enterpreneurs. 

The results of this survey, together with an estimate of the 
amount of credit available from other sources, indicate that 
there is a credit gap for machinery purchases of $11.2 million 
and a gap for raw-materials purchases of an additional $11.3 • million. The methodology, res ults, and conclusions of the 
survey are described in the following sections. 

, 0 
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II METHODOLOGY AND METHODOLOGICAL PROBLEMS 

A. p.efining "Small Industry" and Determining Its Importance 
!!, the Econom y 

Definitions of "small industry" vary considerably from one 
Latin American country to another. The most common criteria 
used are employment and capital, with sales also used as an 
indicator in some countries. In Ecuador, the Artisan and 
Small Industry Development Law defines small industrial 
establishments as those whose fixed assets (exclusive of land 
and buildings) are valued at less than 5/.200,000 (US$11.,oOO).7J 
However, no real distinction is made in the law (and in the 
application of its benefits) between small industry and artisan 
enterprises. A recent ECLA survey of small industry develop­
ment in Latin America finally settled on employment as the 
most useful criterion for comparative purposes. Specifically, 
a small industrial establishment was defined as one employing 
between 5 and 49 workers.Y This same definition was utilized 
in the Spiro study in Ecuador, cited above. For purposes of 
this study it has been found convenient to accept thit; definition, 
though with a slight modification as noted below. 

The major difficulty in selecting a sample of small manufactur­
ing enterprises was the determination of the universe. The 
last Census of Manufacturing was conducted in 1965, and was 
based on the 1964 Directory of Industrial Establishments. 

7.1 The official exchange rate is currently 18 sucres to the 
dollar. 

y "Small-Scale .Industry in the Development of Latin America, " 
Economic Bulletin for Latin America, XII, No.1 (May, 1967), --pp. 63 - 103. 
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The Census considered as factory-industry establishments 
all firms with five or more employees plus firm with less 
than five employees but with a monthly income of 5/.10,000 
or more. 

Since the list of firms from the Census data was six years 
old, it was decided instead to use as a basis for selecting 
the sample the 1967 Industrial Survey (the latest annual s.urvey 
data available). The Survey considers as factory-industry 
establishments those firms meeting one of the following three 
conditions: (I) seven or more employees; (2) annual production 
of S/.180,000 or more, and (3) fixed assets of s/,50,000 or more. 
Since the Survey data do not include some of the smaller 
non-artisan establishments that would be good potential credit 
subjects, an additional sample was drawn from the list of 
small-industry establishments registered under the Artisan 
and Small-Industry Development Law since 1965, when the 
law came into effect. 

The 1967 Industrial Survey was conducted by a mail question­
naire sent to 902 manufacturing establishments. Although the 
questionnaire attempted to achieve 100 per cent coverage of 
survey-defined factory-manufacturing establis hments, it is 
known that the actual number of establishments qualifying 
under this definition exceeded 902. Most of the firms excluded, 
however, were probably relatively small in size, so it is 
probably safe to assume that those receiving questionnaires 
accounted for more than 90 percent of the total value added in 
factory manufacturing. Of the 902 questionnaires sent, 836 
were returned. Some firms not returning questionnaires 
were temporarily or permanently out of production, though 
others simply declined to provide information. Of the 836 
questionnaires returned, 773 were found to be usable. These 
773 firms probably accounted for about 85 percent of value 
added by the survey-defined factorv-manufacturing establish­
ments in 1967. 
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For those firms with less than 50 employees, it will be 
assumed that the Survey accounts for 80 percent of the 
value added by firms of this size qualifying for exclusion in 
the Census. In other wOl"ds, we are assuming that 20 
percent of the value added by firms with less than 50 employees 
but meeting the Survey requirements was accounted for by 
firms mis sed by the Survey. 

Given liminations of time and finances, it was decided to 
restrict the survey to the cities of Guayaquil, Quito, Cuenca, 
and Ambato. Since these cities accounted for 633, or 81.9 
percent,of the 773 establishments in the 1967 Survey, this 
restriction is not a very serious one. It was decided that 
70 firms would be selected from the 1967 Survey data and an 
additional 30 firms from those registered under the Artisan 
and Small Industry Development Law.· 

The main sample was chosen from the files of the Planning 
Board, which had separated the individual 1967 Survey 
questionnaires into provincial file folders. For each folder, 
the questionnaires were arranged in numerical order by 
ClIU JJ 4-digit industries. From the folders for the provinces 
of Guayas, Pichincha, Azuayand Tungurahua, of which the 
four cities noted above are respectively the provincial capitals, 
firms with 50 or more employees and those located outside 
the provincial capitals were eliminated. This left a total of 
489 firms. A random sample of these establishments was 
taken as follows: beginning with the fifth firm (the number 

five been picked out of a hat containing the numbers one 
through seven), every seventh firm was selected for an 
interview. Since the selection was done by provinces, this 
procedure resulted in a selection of 69 rather than 70 firms. 

j} ·Clasificacion Industrial Il)ternacional Uniforrn~. 
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An additional sample was taken from the list of small industries 
(as opposed to artisan enterprises)l9' registered under the 
Artisan and Small Industry Development Law. Of the 213 
enterprises in the four provices of Guayas, Pichincha, Azuay 
and Tungurahua, a total of 34 were eliminated: 24 because 
they were also covered by the 1967 Industrial Survey; 7 because 
they were located outside the capital cities, and 3 because they 
are no longer in existence. This left a total of 179 enterprises, 
in which employment ranged from 1 to 48. 

This supplementary sample was chosen in a manner similar to 
the main sample. For each province, every sixth firm begin­
ning with the fifth was selected fOr an interview. This procedure 
resulted in the selection of 28 rather than 30 firms. 

The Ministry's list is not complete, however, since many 
eligible small enterprises have not registered under the Law for 
purposes of receiving tax and other benefits. It is curious, for 
example, that only 33 firms in Guayas province are registered, 
compared with 106 in Pichincha, although there is a greater 
volume of industrial activity in the former province than in the 
latter. 

We had earlier estim;;l.ted that the 1967 Industrial Survey accounted 
for 80 percent of the value added in 1967 by firms with les s than 
50 cmployees qualifying as factory 'industry under the Survey 
definition. We shall now assume that the Ministry's list (excluding 
firms also included in the Survey) accounts for an additional 
12 percent • .!:..!I This leaves 8 percent unaccounted for either by 
the Surveyor by the Ministry. 

iQ/ The distinction between artisan and small-industrial establish­
ments ,is made by the Ministry of Industry and Commerce on 
the basis of thc 'dcgrec' of manual vs. mechanical operations 
llSC~ in the manufacturing proccss • 

.!:..!I Disregarding the fact that some of the firms on the Ministry's 
list would not mcct the Survcy requirements for "factory 
industry, " cven though the Ministry regards them as non­
alotisan enterp:ds es. 
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Consideration must also be given to the new firms established 
in the period 1968-1970. It will be assumed that in 1970 the 
value added by thes e firms will represent 10 percent of the 
value added in 1970 by the firms established in earlier years. 

B. Problems Encountered in Conducting the Interviews 

Although a total of 97 interviews were to have been conducted, 
only 84 usable questionnaires were obtained. It was intended 
to establish a procedure for selecting a substitute firm whenever 
it was not possible to obtain an interview with a firm selected in 
the sample, but the project director unexpectedly had to leave 
the country before a system for selecting substitute firms was 
established with the • interviewers. When he returned, the 
interviews for Guayaquil, Cuenca, and Ambato had been completed, 
and it was not feasible to make a second trip to these cities to 
obtain substitute interviews. Fortunately, though, the interviewer 
for thes e cities. was able to make five acceptable substitutions 
(fourteen were needed) on his own. 

In Quito substitute interviews were obtained in all cases (twenty) 
where it was not possible to obtain an interview with a firm 
selected in the initial sample. Substitute firms were selected 
to conform as c10s ely as pos sible to the employment level and 
4-digit industry classification of the initially selected firms. 

In addition to the nine caseswhe.re substitute interviews were 
not obtained, four completed questionnaires were not usable. 
Of these, two represented firms with 50 or more employees at 
the pres ent time (all had had less than 50 at the time of the 1965 
Census); one involved a firm tbat was a state enterprise; and 
one reprcs ented a firm that was a retail es.tablishment, thus 
indicating a faulty Census c1as sification. 

The following table summarizes the reasons for: which only 
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84 usable questionnair2s were obtained: 

. No. of Cases 
No. of Firms Where Substitute Total No. 
Initially Interviews Not Unusable of Usable 
Selected Obtained Questionnaires Questionnaires 

Guayaquil 33 6 1 
Quito 48 2 
Cuenca 8 1 1 
Ambato 8 2 --97 9 4 

Although substitutions were required in a total of 34 cases, 

26 
46 

6 
6 

84 

only 25 substitutions were in fact made. These were necessary 
for the following reasons: 

16 because the firm selected in the sample no longer 
exists or could not be located 

13 becaus e the proprietor declined to give information 

5 because of the absence of the proprietor or other person 
who would be able to provide the desired information. 
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III RESULTS OF THE SURVEY 

A. ' Introduction 

The survey was conducted in February and March, 1970. 
The questionnaire used fol:' the interviews is reproduced in 
the Appendix. It was kept simple so that most of the 
information could be obtained in an informal, conversational 
manner. The interviews generally lasted between 45 
minutes ana. one hour. The results of the 84 usable 
interviews are summarized in the sections that follow: 

B. Current Investment 

1. Land and Buildings. Of the 84 firms for which usable 
questionnaires were obtained, 42 owned their own land 
and buildings, and 42 were located on rental property. 
For those firms owning their own property, the average 
value of land and buildings per firm was 5/.870,000. Firms 
owning their own land and buildings were, on the average, 
considerably larger than firms renting their property, 
with average employment being greater by about one-third 
and the average value of machinery almost four times 
higher. 

2. Machinery., The value of the machinery owned by the 
84 firms was 5/.52,391,000, or an average of 5/.623,000 per 
firm. The range was from 5/.8,000 to 5/.4,000,000. These 
figures exclude one shoemaker who did not own his own 
machinery and did not know the value or age of the machinery 
he was using. 

The average age of the machinery in the individual firms 
(excluding the shoemaker) was 7.8 years, and in 29 firms, 
accounting' for 42.5 percent of the total value of machinery, 
tlJ,e machinery was at least ten years old. Thus there 
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would seem to be a fairly strong replacement demand for 
machinery. 

The proportion of existing machinery purchased in the 
U. S. was 51.9 percent, a higher figure than expected. 
The second most important source of machinery was 
Wef;t Germany with 26.1 percent, followed by Italy with 
8.8 percent. 

3. Raw Materials. The intention of the questionnaire was to 
obtain an estimate of the value of current raw-materials 
inventories. Although not all firms would be expected to 
have "normal" inventory levels on hand, a snapshot of 
84 firms in various branches of economic activity should 
have yielded a rough approximation of average investment 
in raw-materials inventories by the 84 firms. 

Unfortunately, this was not made sufficiently clear to the 
interviewers, who in most cases obtained data on annual 
raw-materials consumption. Since not even all the data 
were in this form, little use can be made of the figures 
obtained, except to note that annual raw-materials consumption 
by the 84 firms exceeds 5/.50,000,000. 

More than half of the raw materials consumed were 
Ecuadorean (52.8 percent). The U. S. accounted for 38.7 of 
raw-materials imports J followed by Vi ~st Germany with 
23.0 percent and Great Britain with 14.2 percent. Latin 
American countries a.ccounted for 16.2 percent of raw­
materials imports. 

4. Employment. Total employment in the 84 firms was 1,342, 
or an average of 16.0 workers per firm. In those firms 
surveyed in.th~ 1967 Industrial Survey, the average increase 
in employment between 1967 and 1970 was 3.2 workers. In 
the case of those firms regi~tered under the Artisan and 
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Small Industry Development Law at various times since 
1965, the average increase in employment was 1. a workers. 

c. Additional Investment Desired 

1. Land and Buildings. . The 84 firms estimated their future 
requirements for new investment in land and buildings to 
be a total of~;'34, 120, 000, or 5/.406, 000 per firm. 
Estimated future requirements rang~dfrom zero (32 firms) 
to ~4, 000, 000. 

Although the interviewers were asked to consider only 
realistically planned expansion, relocation, or purchase 
of pres ently rented property- -as oppos ed to dreams or 
wishful thinking--some of the estimates appear to include 
the latter. Therefore, we have adjusted the figure for new 
investment in land and buildings downward to S/.15, 759, 000, 
or ~2l8, 000 per firm. The adjustments were made on an 
individual-case basis, taking. into account the estimated 
purchase price in relation to such factors as the firm's .net 
profits; whether or not the owner stated he would help finance 
the purchase with past savings; adequacy of basic services in 
the present location; additional machinery desired; previous 
credit use; etc. 

2. Machinery. This is perhaps the most important figure which 
the Survey sought to obtain. The 84 firms reported that they 
would like to purchase machinery costing a total of 
5/.66,572, 000, t>r S/.793 , 000 per firm (including an estimated 
S/.300,000 for one firm which did not know the value of the 
machinery it wished to purchase). The range was from zero 
(9 cases) to S/.5, 000, 000. Adjusting downward as before to 
obtain a more realistic estimate of feasible purchases, we 
would put t,he .demand for future investment in machi~ery by 
the 84 firms at 5/.3a. qal, 000, or 5/.464, 000 pe~ firm. ' 
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U. S. machinery accounted for 60.9 percent of the total 
value of the machinery desired, again a higher figure than 
expected. West Germany was in second place with 24.5 
percent, followed by Italy with 5.2 percent. 

3. Raw Materials. As in the cas e of current raw-materials 
utilization, estimates of additional demand for raw materials 
were usually obtained on an annual-consumption basis. The 
84 firms reported that they would like to increase raw­
materials consumption by approximately 5/.85 million, or 
170 percent, over present levels. A more realistic figure 
would probably be 5/.35 million, or an increas e of 70 percent, 
and even an increase of this magnitude would probably take 
about five years to achieve. 

Of the total of f/.S5 million in additional raw materials desired, 
56 .. 1 percent would come from Ecuador. The U. S. would 
account for 47. 2 ~f imported raw materials, followed by 
West Germany with 26.3 percent and Argentina with 10.3 
percent. 

4. Employment. The increase in employment estimated by 
the 84 firms to result from the desired expansion in their 
operations totalled 743 or 8.8 workers per firm, an average 
increase of 55 percent. We would adjust this figure down­
ward to 539, or 6.4 workers per firm, which would represent 
a 40 percent increase. The full effect of such an increase in 
employment would probably not be felt for at least five years. 

D. Previous Use of Credit 

Of the 84 firms interviewed, 71 reported having used credit 
at one time or another in the past. Twenty-six firms reported 
that they used cred~t regularly, generally for puchasing raw 
materials. Of the 13 firms not using credit, 8 gave as reasons 
the fact that they had sufficient savings; two reported that they 
lacked collateral; two stated that no credit on reasonable terms 
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was available for small industrialists; and one expressed a 
fear of not being able to pay back a loan. It is likely that, 
some of the firms claiming to have sufficient savings have' 
utilized suppliers' credits. Twelve of the 13 firms not 
utilizing credit in the past expressed an interest in doing so 
in the fu ture. Five firms reported that their credit applications 
had been turned down: three by private banks for lack of 
collateral, and two by the BNF, one for lack of palancas and 
one for unknown reasons. 

Only four firms, reported receiving credit for the purchase of 
land and/or construction of buildings. In three of these cases 
the source of credit was a private bank; in the fourth, it was , 
the BNF. One suspects that the actual number of firms receiv­
ing credit for land and buildings was hir,her. In addition to 
these four loans, the BNF and the Ministry of Industry and 
Commerce financed the purchase of a leather factory by a 
cooperative in Ambato. 

Thirty-seven firms reported receiving credit for machinery, 
with 18 of them having relied on private banks for credits of 
one year or less. Fifteen firms had received loans from the 
BNF with repayment periods of up to five years; five had 
received suppliers' credits for up to four years, and one had 
received a five-year loan from COFIr:C. It is probable that 
additional firms have used suppliers' credits but did not 
report them. 

Fifty-one firms reported having utilized credit for raw 
materials. Most of this credit was from private banks: 37 
firms had obtained credit from this source, and in no case was 
the repayment period more than one year; typically it was one 
year in Guayaquil but only six months in Quito. Ten firms 
obtained raw-~a~erialloans of up to three ,years from the BNF: 
7 received suppliers' credit, generally for six months; and 
one received a loan from COF,I}!:C. 
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In the five-year period 1965-1969, the firms interviewed 
received loans for machinery purchases totalling at least 
5/4,100,000. The actual figure was probably higher, since 
some of the responses to the qUestions on previous use of 
credit were not clear. Projections made on the basis of this 
figure would significantly underestimate total investment by 
small manufacturing enterpris es during this period, since 
firms established since 1965 would have had made substantial 
initial investments in machinery, and these firms are under­
represented in the sample. At the same time, the relatively 
small investment in machinery since 1965 provides another 
indication that there is probably a high replacement demand 
for machinery by small industrial establishments. 

To obtain an idea of raw-lnaterials credit currently demanded, 
we may make the assumption that all firms which have used 
such credit do so regularly. Taking the highest amount for 
such credit received by each individual firm, the raw-materials 
credit obtained annually by the 84 firms would total at least 
5/14,250,000. This estimating procedure may still understate 
the potential demand for raw-materials credit under existing 
levels of operation because (1) many firms have not r.eceived 
raw-materials credit for a number of years, since which time 
their operations have expanded; and (2) most firms probably' 
could effectively utilize more raw-materials credit than they 
presently obtain, but fail to do so because of a lack of 
knowledge of how to use credit • 

.L:J. Anticipated Future Sources of Credit 

All but five firms expl'cssed an interest in utilizing credit 
in the future, including 12 of the 13 firms not utilizing 
credit in the past.' The table below summarizes the 
anticipated future sources 6f financing indicated by the 79 
institutions expressing a need for credit in the future. 
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Land and Raw 
Anticipated Future Buildings Machinery Materials 
Sources of Credit (31 firms)* (76 firms )):c (79 firms)* 

Pri vate Banks 23 32 35 
Savings 6 9 29 
AID 13 21 23 
BNF 10 10 9 
Suppliers 7 
COFIEC 6 5 5 
CV/CFN 2 1 
Other 2 
Unspecified 18 24 23 

The number of responses is greater than the number of 
firms expressing an interest in various kinds of credit 
since some firms listed more than one possible source. 

Unfortunately, specific anticipated sources of credit were not 
always obtained. Thus in a number of instances the sources 
were given as simply "international credit institutions, " 
"institution, II or "external credit." In some cases the firms 
may have had in mind suppliers' credits, but in other instances 
they probably hoped to participate in an AID loan. 

The fairly large' number of firms listing AID as a possible 
future source of credit is partially explained by the fact that 
there is a fairly widespread opinion among small industrialists 
that AID can--or at least should--make loans directly to small 
industrialists. In other cases the firms have had in mind 
borrowing from an Ecuadorean institution such as the BNF 
or a private bank which would be able to secure low-interest 
AID funds. However, the fact that the BNF was not specified 
very frequently is an indication of the dissafisfaction with this 
ins titution felt by many small industrialists. Thus, even after 
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taking into account the fact that ~ome of firms interviewed 
would be too large to qualify for BNF lending (or at least for 
the supervis ed lending program), there is a clear preference 
for using private banks rather than the BNF even for machinery 
credit, even though the latter is available from private banks 
with repayment terms of no more than one year. One of the 
major complaints against the BNF is the length of the tramite, 
a problem the BNF is now seeking to resolve through 
simplification of application procedures. 

F. Basic Services 

The firms interviewed were asked to comment on the adequacy 
of their electric power supply, water supply and working space. 
The respons es were not as informative as was hoped for, since 
the questions were not specific enough and the intereviewers 
not given sufficient guidance as to what kind of information to 
look £01'. 

Seventy-one of the 84 firms interviewed were equipl)ed to utilize 
three-phase electric power. None of the firms reported any 
difficulties with electric-power service, though undoubtedly some 
complainbwould have been forthcoming had this specific question 
been asked. 

Only one firm indicated that it did not have its own water supply. 
As in the case of electric power, there were no complains about 
adequacy of water-supply service. Again, this specific question 
should have been asked. 

Only 15 firn"lS reported thc~t they had inadequate space, and all 
but one of these was in Quito. Undoubtedly a number of firms 
in Guayaquil would have expressed the same opinion had they 
been asked direc~ly .about the adequacy of their present facilities. 
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G. Accounting Practices 

Several questions were asked to determine the extent to which 
small manufacturing establishments used accounting techniques. 
The questions on profits were not intended to obtain precise 
information on profits as such but rather were inserted to 
provide a check on whether or not a particular firm was utilizing 
accounting techniques as much as it claimed. 

Nineteen of the 84 firms, or almost one-q uarter of the total, 
used no accounting system at all. Of the remaining 65, 31 claimed 
to use cost accounting. In addition, one firm claimed to utilize 
cost accounting but not general accounting (!). In fact, it would 
s cern that at mos t 18 firms (and probably les s) utilized some 
form of cost accounting. There were a number of instances of 
firms whli:hclaimed to us e cost accounting butwhicli also stated that 
their profits were the same on a half-dozen or so different 
products. On the other hand, a few firms not utilizing cost 
accounting had a reasonably good idea of the relative pl'ofitability 
of the vadous items they produced. 

H. Marketing Methods 

The questions on marketing were added to the questionnaire 
after the trial; n te rviews !'evealed that lack of marketing know­
how was pos sibl{ one of the most serious bottlenecks to the 
expansion of the small-industry s ector. These impressions 
were confirmed by- the survey. For example, some firms 
producing only for special orders need technical as sis tance in 
establishing retail outlets for their products; this change in 
marketing methods would also involve assistance in product 
standardization. Other firms do not recognize possibilities for 
diversifying their output, for example, through the processing 
of by-p.roducts. Stip others need assistance in entering or 
expanding their participation '. in export markets. 

The question on competition did not yield the hoped-for results, 
since insufficient' information was obtained regarding how the 
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various firms reacted toward their competitors. Nevertheles B, 

some us eful information was collected. The great majority 
of firms reported that they had significant competition, with 
only four reporting that they had little or no competition. The 
most common responses to competition reported by the firms 
interviewed we~e to improve product quality (19 responses) and 
to lower prices (12). Three firms stated that they have relied 
on advertising and the propietors of two other firms said that 
they were seeking to expand sales through personal visits to 
potential new clients, another form of advertising. Three firms 
reported that they reacted to competition by providing better 
distribution services and two others reported that they had 
establis hed "good relations hips" with their clientele. Only three 
firms reported that they wished to re5pond to competition by 
acquiring new machinery and thus lower their costs of production. 
However, when asked how they could increase their sales, 19 
firms responded that they would rely primarily on acquisition of 
new or additional machinery. The most frequent response to 
this question, unfortunately, was rather vague: increasing 
production. All but two firms stated that their sales could be . 
increased, with 20 firms reporting that they had opportunities 
to export their products. 

Other Observations 

It was quite evident from the interviews that for most firms 
there is a great need for technical assistance in administration 
and m,l.nagement. Many firms do not know how to use credit 
effectively, and many do not take advantage of the existing 
credit f.Olcilities available to them from private banks and from 
the Banco Nacional de Fomento. 

With regard to the B~F, it is rathe r dis turbing to note that 
many small industrialists are very dissatisfied with that 
institution I B cur rent operations. Such sentiments were 
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expressed by ten of the firms interviewed as well as by the 
Small Industry As sociations in the cities where the interviews 
were conducted. The most common complaints were that 
loans were too often granted on the basis of political influence 
and that the loan procedures were too long and annoying. The 
BNF is aware of these sentiments and has recently taken steps 
to remedy one of these problems by introducing a much 
simpler system of loan application and inspection documentation. 
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IV CONCLUSIONS 

A. An Estimate of Credit Demand Based on the Survey 

The adjusted requirements for machinery by the 84 firms in 
the Survey amounted to S/.38 , 981, 000. To project the total 
machinery requirments by small industrial establishments, 
our first step ..... ,ill be to divide the above figure into machinery 
required by firms included in the 1967 Industrial Survey 
(S/.33 , 956, 000) and that required by firms in the Ministry of 

.Industryand Commerce's list (S/.5,025, 000). 

We now multiply the first figure by s even, since we selected' 
one of every seven firms in the Survey list with less than 50 
employees and located in Guayaquil, Quito, Cuenca, and 
Ambato. This gives a figure of S/.237 , 692,000. We now divide 
this figure by 0.819, the percentage (81.9 percent) of Survey 
firms i.n the four cities, to obtain a figure for the country as 
a whole. ill This figure is sj.290, 222, 000. 

Applying the same procedure to the firms in the Ministry's 
list, multiplying S/.5, 025, 000 by six give S/.30, 150, 000. 
Dividing this latter figure by 0.819 Wresults in a figure of 
S/.36 , 813, ~OO. 

WAs-suming that the proportion of firms with less than 50 
employees to be the same outside the four major cities as 
it is in thes e cities. 

~he exact percentage of these firms in the four major 
cities. was not determined but it is probably close to the 
percentage, ob.tained for .the firms in th~ 1967 Industrial 
~l1l"vey • 

.. 
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In making. timate [or the firms not accounted for in 
either the .• "vcy or in the Ministry's list, we shall assume 
that the machinery required by these firms bears the same 
relations hip to value added as the machinery required by the 
firms in the Ministry's list. This means that the machinery 
required by the unaccounted-for firms amountsto 5/.24,542,000, 
or two-thirds of the amount required by firms in the Ministry's 
list, since the latter were estimated to have accounted for 12 
percent of value added by small industry in 1967 while the 
firms not on either list were estimated to have a.ccounted for 
8 percent. 

Summing the above figures, we now have a figure for machinery. 
requirements of 5/'351,577,000. Adding 10 percent of this -
amount (5/.35, 158, ODD} for firms established in the period 
1968-1970 and (probably conservatively) estimating an additional 
10 percent for firms to be established in the period 1971 - 1973, 
we obtain a total of 5/.421,893, 000. 

Assuming that 25 percent of this amount will have to be sup .. 
plied' fro'm- the individual firms' own funds, this means a total 
credit r.equirement for machinery of 5/.316,420,000. Approxi­
mately 20 percent of this a,mount, or 5/.63,284,000, could 
probably be obtained through the normal operations of COFIEC 
and the CV /CFN. An additional 5/.50,000.000 could probably 
be supplied from the BNF's present resources from now 
through the end of 1973.i!7 Substracting thpge two figures 

..!..1fincluding us e of the $800,000 (approximately 5/.11,500,000) 
available for small-industry loans under the recent $6.0 
million IDB loan to the BNF. 
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from the total credit requirement leaves a gap of 5/.203,136,000, 
or US$11 , 174, 000 (using the official selling rate of 18.18 sucres 
to the dollar). 

For purposes of AID lending considerations, it must be 
recognized that not all machinery will be purchased in the 
U. S. or in Latin America. The survey indicated, though, 
that 64.2 percent of the value of the machinery desired could 
be purchas ed in the Americas. This would require credit 
amounting to US$7, 114, 000. 

This same procedure may now be applied to adjusted annual 
requirements for additional raw materials, which amounted to' 
an estimated 5/.35,000,000 million. Of this amount approximately 
5/.30,600,000 represents the requirements of the firms in the 
1967 Survey, while the firms in the Ministry's list account for 
approximately 5/.5,000,000. 

Multiplying the 5/.30,000,000 figure by seven and dividing the 
result by 0.819 yield S/.256, 410,,000. Multiplying the S/.5, 000,000 . 
figure by six and dividing the result by 0.819 gives S/.36, 630,000. 
For the firms not included in the 1967 Surveyor in the Ministry's 
Hst, the figure is S/.24, 420,000. We now have a total of 
S/.3l7, 460, 000. Adding 20 percent for firms established from 
1968 through 1973 increases the figure to S/.380, 952, 000. 
Substracting 10 percent this time for raw-materials purchases 
that might normally be financed by COFIEC and the CV /CFN. 
brings the figure down to S/.342 , 857,000. 

Assuming that individual firms will finance 40 percent of their 
additional raw-materials needs, this means an increase in 
credit requirements of S/.205, 714, ODD, or US$ll, 315, 000. The 
survey showed that 56.1 percent of raw-materials needs could 
be met from Ecuaporean SOl'.rces, repres enting additional 
credit needs of US$6, 348, 000. The United States .and other 
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Latin American countries would account for another 27.9 percent 
of additional raw-materials requirements. or US$3.157. 000. 
Probably one-fourth to one-third of these additional requirements 
could be supplied from existing resources of the BNF and private 
banks. but the rest would require new sources of financing. 

In summary, we have estimated that the credit gap for machinery 
purchases by small manufacturing establishments amounts to 
$11.174,000, while credit requirements for additional raw­
materials purchases will increase by approximately US$ll, 315, 000 
annually once the additional investment has been made. Almost 
two-thirds of the machinery purchases could be made in the U. S. 
and Latin America. while almost 85 percent of the raw materials 
could be purchased in Ecuador. other Latin American countries, 
and the United States. 

B. Technical Assistance 

It has been seen that most small manufacturing enterprises are 
handicapped by inadequate knowledge of a number of important 
business functions, including management and administration, 
accounting, use of credit, and marketing. Making additional 
credit available to these firms on reasonable terms would 
undoubtedly he of considerable benefit to them, but these benefits 

would be ~ubstantially increased if accompanied by technical 
as sistance. 

Providing such technical assistance through formal courses is 
probably not appropriate for most of these firms. In the first 
place I th~ proprietors are generally the only persons who make 
bLlsincss decisions, and they would be very reluctant to leave 
their businesses Ll.nattended while they take time out to 
participate in a training COLlrse. Secondly, the educational 
level of many of the proprietol's is such that they would have 
difficulty in assimilating theoretical and abstract ideas and 
applying them to. thc:ir own individual circumstances. 
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Therefore, it would seem that technical assistance would 
best be provided through a series of plant consultations by 
generalist advisors familiar with the various aspects of 
small manufacturing operations. If specialized assistance 
is needed, the generalist would be able to suggest to the 
proprietor the most appropriate source of this assistaJ'1~""­
He should also be able, though, to make a preliminary 
demonstration to the proprietor that the assistance is 
needed. 

UNCLASSIFIED 



UNCLASSIFIED 
ANNEX X Page 30 of 31 Pages 

APPENDIX - QUESTIONNAIRE 

I IDENTIFICA TION 

Nombre de Empresa 
Artrculos que Elabora 
Nombre del Entrevistado y Cargo que Desempo~a 
lCu~ndo se Establecio la Empresa - En Que Ano? 
lCuantos Alios de Experiencia Tiene? 

II CAPITAL 

A. Capital Actual Origen 
(Pars) 

1. Terreno y Edificios s~ (Arrendado_) 
2. Maq uinarias s~ ----Edad de la maquinaria Afibs 
3. Materia Prima S~r-----
4. Empleados y Trabajadores Numero: ----

B. l Cutlles Serran sus Requerimientos? (, Cuanto? 

1. Terreno y Edificios S/' 
2. Maquinaria s;.r-----
3. Materia Prima sf. 

~=----
4. Empleados y Trabajadores Numero: -----

"III SERVICIOS BASICOS 

1. Ene:rgra - l Tiene trifasico? 
2. Agua 
3. Espacio 

IV CREDITO 

A. l Como Piensa Financiar ~l Aumento de su Capital?' 
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1. Terreno y Edificios 
2. Maquinaria 
3. Capital Circulante 

B. lHa Utilizado Credito en el Pasado? 

1. Si ha utilizado credito 
a. (, Cuando? 
b. (, Para qu~? 
c. iDe d6nde consigui6? 
d. Plazos y tasas de inter~s de los prestamos conseguidos 
e. Cantidades 

2. Si no ha utilizado credito 
(, Por que? 

C.(,Fueron Negadas sus Solicitudes de Credito? 

1. l Por que? 
2. (, Cual Instituci6n? 

V CONTABILIDAD 

l Lleva usted una contabilidad general y una contabilidad de costos? 
l Cuales fueron sus utilidades en el ultimo ano? 
(, Que artrculo (5) Ie produce mas utilidad? 

VI MERCADEO 

(, Cuale!'; son sus clientes? 
(, Que competencia tiene? 
(, Tiene oportunidad de aumentar sus ventas? 

a. (, C6mo? 
b. lD6ndc? En el Ecuador ---c. (, Con los mismos cFentes? 

En el exterior 

l Que posibilidades hay de diversificar la l?roducci6n? 

OBSERVACIONES 
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TECHNICAL ASSISTANCE FOR CONSULTANTS AND SUB-BORROWERS 

I. Introduction 

Technical assistance for bank officials, consulting personnel 
(from CENDES and other consulting fir!!'..s) and :::.!~-~::::.":.":;";;':T~ ·i·:; 
considered a key element of the entire small-enterprise loan 
program. This Annex provides details of the proposed training 
program for consulting personnel and then presents examples of 
how this training it to be used by the consultants to provide 
effective technical assistance to sub-borrowers. The proposed 
training for bank officials has been described adequately in 
the Loan Paper. 

II. Training for Consultants 

1. The Need for Training 

Consulting personnel will begin to work with small enter­
prises during the loan application phase, either to help 
prepare an application or to review an existing application 
and revise it where necessary. In working with small indus­
trial enterprises, consultants must realize that traditional 
methods of evaluating the ability of an entrepreneur to use 
credit effectively are not appropriate. Balance sheets and 
other financial statements may not exist, credit ratings 
may not exist, credit ratings may not beavailable, and the 
production and marketing processes are considerably .differ­
ent from those in medium-and large-scale enterprises. It 
is all too easy, then, to render a negative opinion on the 
credit-worthiness of a small Dusiness entcrprise because 
of a 1acl,. of "da"\1a" on which to base an evaluation of the 
proposed investment. 

In fact, the problem is not really one of an absence of 
"data" but rather one of ignorance regarding what data to 
look for. Special training ~lill be necessary to provide 
the consulta~t (and the bank loan officer) with the too1~ 
necessary to evaluate the growth prospects and credit risk 
of this type of firm. 

2. Type of Training To Be· Provided 

The special training to be provided personnel of CENDES 
and other consulting firms "'ill follow an outline prepared 
by ~1r. Alwyn Young, CENDES advisor in GuayaauiL Mf._ VnnnO' 
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has assisted in the preparation and execution of similar 
courses in Indonesia and Mexico, and the results of these 
courses have had a considerable positive impact on the 
grmrth of small industrial establishments. A detailed 
outline of the course to be given in Ecuador is presented 
belml. Also presented are some of the major pOints con­
tained in a Consultants Handbook which Mr. Young is 
presently revisiqe 'and adapating to conditions in Ecuador. 

The proposed course outline is based on a lO-week, full­
time schedule. The ideal number of participants is 20-24. 
The course emphasizes the utilization of practical, problem­
solving exercises; these activities will be 72% of the total 
number of programmed hours of instruction. Lectures, 
readings, and diSCUssions will occupy an additional 23%--
of the participants' time, with the remaining 5% accounted 
for by films. 

The case-study method utilized in the course differs from 
the classical method in that there is little interchange 
betvleen the instructor and the participants during group­
activity sessions, "'hich should concentrate on interaction 
among the participants in the various groups. The ins­
tructor's role is to summarize the discussion after students 
have made their OvTn insights and educated each other through 
the interchange of ideas. Since each case is a practical 
exercise in that the results must not only be sold to other 
groups but also tried out, there is a built-in pressure on 
participants to think through a problem carefully. Experience 
ha::; shm'ffi that poor results by one grO'..lP bring on sharp 
criticism by participants in another group. Ability to . 
withstand such criticism and to profit by it is an 
important consideration in the selection of participants. 

3. Course Details 

Curriculum -Swnmary 

Opening and .Closing Sessions 4 brs. 

,Industrial Accounting 30 - 35 bra. 
(all exercises with brief explanation) 
(only ~,no lectures) 
(programned instruction methods) 
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Financial Analysis 
(lectures and reading 
(exercises 

Consultants Handbook 

5 brs) 
7 hrs) 

(group reading and discussion only) 

Ecuadorean Economics, Legislation, 
Procedures and Statistics. 
(visiting lecturers and discussions) 

Decision Y.aking 
(introduction through case study) 

10 - 12 bra. 

23 - 25 hrs. 

36- 46 bra. 

3 - 4 brs. 

Advanced Industrial Management Exercise 100 -125 brs. 
(economic 'Y/cl.r game based on Grupo) 
(Andino market area). 

Advanced Industrial Techniques 
(lectures 
(practical exercises 

3 hrs) 
47 brs) 

45 - 50 brs. 

Factory Productivity Techniques 
(films 

125 -140 brs. 

(lectures 
(discussions 
(practical exercises 

15 hrs) 
12 hrs) 
8 hrs) 

105 hrs) 

Labor-Intensive Control Techniques 28- 35 brs. 
(lectures 5 hrs) 
(films 4 brs) 
(practical exercises 26 hra) 

~lrriculum Details 

Key: TE = theoretical exercise 
L = lecture 
R = group reading (aloud and to each other) 
D = discus'sien 

PE = practical exercise based on an actual case 
history. 
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Sub,ject 

Course Opening 

Industrial Accounting Exercises (30-35 brs) 
Marketing budgets 
Manufacturing budgets 
Manufacturing budgets 
The Operating Statement 
Casb Flow budget 
Otber Financial Books 
The Balance Sbeet 
The Profit and Loss Statement 
Accounting System test - easy 
Accounting System test - complex 

Financial Analysis (10-12 brs) 
Balance Sheet Analysis 
Interfirm Comparisons 
Case Study - Analysis of a manufacturing 

company's accounts for bank 
loan appraisal 

Using tbe Consultant's Handbook (23-28 brs) 
Purpose and Objectives 
Rapid Inductriul Enterprise Surveys 
E::;tabli::;hinc; tbe Limiting Factor 
The General Information Checklist , 
Marketing Information 
Finuncial Information 
Production Information 
Sectorial Key Lirriting Factors 
Report Hriting and Graphs 
Loan App~aisal Preparation 
Technical Assistance Services 

Small Scale Industry (4 brs) 
Economic and Social Importance 
Sector ChDracteristics 

Ecuado~ean Economics, Legislation, Procedure 
Statistics und Development. (Visiting Local 
Lecturers) (36-44 brs)", 

Generul Economic Policy 
Industrial Company LO'Iv, Registration 
Foreign Investment La,\-, and Current Trends 
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Type of 
Instruction 

TE 
TE 
TE 
TE 
TE 
TE 
TE 
TE 
TE 
TE 

L&R 
L&R 

PE 

L&R 
L&R 
L&R 
L & R 
L&R 
L&R 
L & R 
L&R 
L & R 
L & R 
L & R 

L & R 
L&R 

L&D 
L&D 
L&D 

Duration 

2 bra' 

3 brs 
2 brs 
2 bra 
3 brs 
2 brs 
2 bra 
2 bra 
1 brs 
4 brs 
5 brs 

3 brs 
2 brs 

5 bra 

1 brs 
1 brs 
1 brs 
1 brs' 
3 brs 
3 brs 
3 brs 
4 brs 
2 brs 
2 brs 
2 bra 

2 brs 
2 bra 

3 brs 
3 brs 
3 brs 
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· Subject 

Labor Legislation and Employment 
Bank Organization 
Credit Facilities 
Import/Export Procedures 
Customs Tariffs and Problems 
National Planning, Development Programs 
International Technical and Financial Aid 

Decision Making 
In-Basket Exercise 

Advanced Industrial Y~nagement Exercise 
(100 - 120 brs) 

Eieht periods each representing three 
months in the life of a company at a 
critical stage of its existence involving 
expansion, neeotiation "lith foreign 

Type of 
Instruction 

L&D 
L&D 
L&D 
L&D 
L&D 
L&D 
L&D 

PE 

interests and vdth local banks, financial 
planning, bude;ets, marketing and distribution 
problems, related to the Grupo Andino market PE 
area 

Evaluatio~ of results by participants 
using basic industrial ratios and financial 
trend analysis 

Advanced Industrial Techniques (45-50 hrs) 
Production ScheCiuline Exercise 
Operatio~s Research - Economic Lot Sizes 
OperDtio:1S Research - Stock Control 
Operations Research - Labor Loading 
Operations Research - X'lachine Interference 
PERT 

Factory ~roductivity Techniques (125-140 hrs) 

PE 

PE 
PE 
PE 
PE 
PE 
PE 
FE 

I~troduction L 
QUGstioning Tcchni~ues. D 
Oper~tio~ Chart PE 
:F'lO:'l Process Charts - ~·rateria1 Movement PE 
Flo'll Process Charts - Horker Movement PE 
Tvlo-Eandeci Process .Charts PE 
Minir.li~;tng It.aterial Haste PE 
Jig and Fixture Design (assembly)' PE 
l-fulti-Activity C"narts - Fixture Design(dri1ling)PE 
Personal Qualities and Social Responsibilities' 

of a Consultant L 

U'rCLASSIFIED 

Duration 

3 hrs 
3 brs 
3 hrs 
3 hrs 
3 hrs 
3 hrs 
4 brs 

3 hrs 

100 brs 

20 hrs 

10 hra 

4 hrs 
4 hi:s 
3 hrs 
4 hrs 

18 hrs 

1 hrs 
2 hrs 
2 brs 
2 brs 
2 brs 
3 brs 
3 bra 

15 brs 
10 brs 

1 brs 
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Sub,iect 
Type of 

Instruction 

Social Effccts of Industrialization Films 
Layout Using Templates - t-lood Work Factory PE 
Layout Us ing String Diagrams - Metal Furniture PE 
Layout Using String Diagram - Underwear Factory PE 
Operator Training L & PE 
Malting a Timc Recording L & PE 
Rating L & PE 
Establishing AlloVlances L & PE 
Establishing an SIN -on a Simple Operation PE 
Establishing an S~W for a Drilling O~eration PE 
V~ster Set-Up for Incentives L & D 
Ergonomics L & Films 

. Other Hork Measurement Techniques L & D 
Statistical Hork Measurement L & Films 
Statistical Hork Measurement (Textile Weaving) PE 
Production Maintenance L & Films 

Labor Intensive Control Techniques 
(30 - 35 hrs) 

Bonus Curves 
Group or Individual Incentives 
Labor Cost Control 
o P..; /II Techniques 
Simplifyinc; Paper Hork 
Machine Output Control 
f.-jachine Docl~et (Textile Spinning) 
Machine Controls (Textile Spinning) 
La.bor Control 
Horker Dockets (Light Engineering) 
Daily Control (Liv1t Engineering) 
CompilinG Incentive Payments (Light Engineer.) 
COi;ipilinc; Vleekly Cost Control 
Factory Managers \'leekly 14eeting (Role Playing) 

G;LosinG Session 

III. TcchnicEll Assistance for Suh-BorrOl'lerS 

1, 

L 
L 

L & Films 
PE 
L 
PE 
PE 
L 
PE 
PE 
PE 
PE 
PE 

Duration 

4 hrs 
.5 hra 
12 hra 
12 bra 

2 brs 
7 hrs 
6 brs 

,4 brs 
7 hrs 
7 hrs 
2 hrs 
2 bra 
2 brs 
3 hrs 
4 hrs 
4 hra 

1 hra 
1 hrs 
2 brs 
4 bra 
4 hrs 
1 brs 
2 brs 
2 brs 
1 hrs 
2 hra 
3 hrs 
3 bra 
3 brs 
4 hrs 

2 hra 

Tccr.nical assistance to sub-borrol'rers will not be con:rined 
to trudiilonal consulting and loan-supervision functions. 
?1e consultant "dll also have an important educational 
function to perform--that of developing the entrepreneurial 
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capabilities of the small businessman. 

In carrying out his consulting and educational functions, the 
consultant will be assisted by a Consultant' s Handbook ",ith 
which he ",ill become thoroughly · ... amiliar during his training. 
The Consultant' s Handbook now be .. ng revised by, Mr. Young to 
take into account specified conditions in Ecuador will 
contain guidelines for approximately 200 tasks in three major 
management fields (marketing, finance, and production) arranged 
in logical se~uence for systematic application to the average 
smnll-scale enterprise. Using the Handbook, the consultant 
"nIl guide the small businessman in the preparation of a loan 
application to the PI"I. Following loan approval, the consultant 
will continue his consulting and educational activities in order 
to maximize the benefits made possible by the credit made 
available to the client. These activities will continue through­
out the life of the loan. 

Examples of specific tasks are provided below. For each manage­
ment area, the examples given are the first three tasks listed. 

~ketint3 

-Task 1 Que::;tion the client and record information on 
geOGraphical distribution of customers. List all 
his customers and their addresses. Classify as 
retailers, wholesalers, distributors or consumers. 
Buy colored-top pins in six colors. Buy maps of 
towns, regions, etc. ,."br:re he sells. 

Put pins in the map at points ";here he sells--one 
pin for each outlet--using colored pins according 
to classifieation. It is likely that maps ,·rill shm'l 
large areas ",here there are no outlets at all. 

I·there area coverG'lc;e is "reak, advise the client to 
put a salesman on a bicycle (do not use a motorized 
vehicle). The salesman should systematically cover 
the streets, not m:J.1<:inc; calls but just noting poss~ble 
shops} storc3, etc. that could be outlets. 

-Task 2 \'lith the client, Ddd a different color pin to the. map 
for each. new possible outlet that has been recorded. 
Have the client study and classify each possible 
outlet as to social status, credit "lOrthiness, and 
function (distributor, ',;holesaler, retailer, consumer, 
etc. ). 
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-Task 3 Go through the client's new outlet classifications 
and remove pins from maps "There the outlet has been 
considered as not suitable. Suggest systematic sales 
coverage on tharepossible outlets considered as 
suitable. Fins are to be changed to the appropriate 
color daily as actual sales are made. 

Note 1 The use of.maps and pins is imperative to make client 
realize hOi .... ''leak his market coverage may be. It gives 
him a !fbird's eye view" of his sales coverage. 

Note 2 During 166 in Mexico, the writer was in contact with 
a small textile kni t"Tear manufacturer employing fifty 
peo:)le. Using the map and pin technique it "Tas 
possible to demonstrate the company's basic limiting 
growth factor--too fe"T sales outlets. The firm had 
only 3 outlets in Mexico City and 50 more in other 
cities in Mexico. Using the bicycle technique 70 
outlets "Tere discovered in Mexico City alone within 
one month, ,and another 2(") in other cities within 
two months. 

Finance 

It should be remembered that during loan appraisal preparation, 
certain preliminary vTOrk in this activity will have been under­
taken. A balance sheet and profit and loss statement will have 
been compiled and some semblance of order place:1 in the :accounts. 

-Task 1 List all main accounts, ledgers and books used in the 
company. Check postings. If double entry is not be­
inG used, introduce it. \'lhere accounts are muddled 
and proper segregation is lacking, talk the problem 
oVlJr vTi th the client, if necessary buy extra ledgers, 
and start correct postings. 

Ensure that a. daily ledger' is in force. Ensure that 
a consecutive n~~jering system is being used for bills 
received and accounts sent out. If these things are 
not being done, introduce them. 

-Task 2 FollOi'T up on correct consecutive numbering and daily 
ledger' postings~' ond check the double entry system. 
C,'heck ledgers to ensure that correct postings are 
being maintained. 
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Examine methods of recording issues and yields of 
materials. If not satisfactory introduce a simple 
system 1vi th minimum paper l-TOrlc, and tro.in the client 
or control clerIc in the use of the sys tem. 

How are Horker and machine time recorded? ~"orking 
or idle? If there is no system or if it is not 
::mtisfactory, design a simple docket for use l'lhere 
po::;sible by the vlOrker. Train the worker or control 
clerk in the steps required to record time (to the 
nearest fifteen minutes). 

-Task 3 Folio ... , up on it errs checked and installed durine the 
second visit. Discuss any problems that have risen 
in detail Hi th the client. Modify installed pro­
cedure.:> v:here necessa.ry and simplify paper-vlOrk 
,·,here possible. DO NOT ~lRYFOR SU1v11'olf\.RY IKFORlIATION 
YET. 

Examine methods of recording production by men and 
machine~. If inadequate, desiGn form and introduce 
a simple system for recording shift or daily output. 
Tl'ain the control clerk or vlOrkers to fill in forms. 

NOTE 1: Simple duplicated forms are used for all recording 
nt th:L::; stage and until the full system has been 
developcd and refined. 

Production 

-Task 1 DroM a sketch of buildings, layout of plant, machinery 
and major eqUipment using a 1:100 scale. 

List principal mCLchines and major equipment shOi'ling 
a3C and npproxj.mn:.;e current mnrket value. 

-Taslc 2 List ranGe of products by type, size, color or finish. 
Examine any soles records available to establish the 
r.~o::;t popU;lar items. Discuss possibility of' future 
Gales for each product. 

-Task 3 Continm~ con:3truction of operation charts for all 
l'i'.ajor. products •. 

mrcLASSIFIED 



UNCLASSIFIED 
ANNEX XI, Page 10 of 10 

Note 1: Before any in-depth examination can be carrien out 
on production processes to improve efficiency, a 
plant layout and operation charts are essential. 
They allo'l'1 a "bird I s EW'e vie\v" to be talcen of what is 
involved in the production process. From these 
basic to~ls, other tools, are introduced that allow 
productivity improvement to be introduced with 
minimum'cost and disturbance. 
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Provided from: 
ECUADOR: 

Alliance for Progress Loan Funds 
Small Enterprise Assistance 

?'.!~:~~nt to thE: authority vested in the Deputy U.S. Coordinator, 
Alliance for Progress, by the Foreign Assistance Act of 1961, as 
amended, and the delegation of authority issued thereunder, I 
hereby authorize the establishment of a loan ("Loan") pursuant to 
Part I, Chapter 2, Title VI, Alliance for Progress, to the Repub­
lic of Ecuador ("Borrower") of not to exceed five million one 
hundred thousand United States dollars ($5,100,000) to assist 
in financing the costs of Borrower's program of financial and tech­
nical assistance to small enterprises, the Loan to be subject to 
the following terms and conditions: 

1. Interest anc. Terms of Repayn,ent ~ Borrower shall repay the Loan 
to the Agenc;y for International Dvelopment ("A.I.D.") in United 
States dollars within forty (40) years from the first disburse­
ment under the Loan, including a grace period of not to exceed 
ten (10) years. The BOl'Y.'oVler shall pay t.o A.LD. in United 
States dollars on the disbursed balance of the Loan interest 
of tHO (2) percent per annum during the grace period and three 
(3) percent per annum thereafter. 

2. Conditions PreCedent to Disbursement: 

(a) Prior to the first disbursement, the Trust Fund sh~ll sub­
mit to A.I.D. evidence that it is legally empowered to make 
loans under the terms and to the types of clients envisaged 
by the Program. 

(b) Prior to committing or disbursing funds the Trust Fund shall 
submit for A.I.D. written approval: 

(1) a detailed administrative and policy manual setting 
forth all pertinent lending policies, procedures and 
·criteria to oe applied in-making the Trust Fund re­
sources ~yailable to ICI's for relending; and 
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(2) evidence that it has available adequate staff and 
oth~r personnel necessary to assure effective and 
efficient operation of the fund's activities, par­
ticularly those of a guarantee nature. 

3. other Terms and Conditions 

(a) Except for marine insurance, goods and services financed 
under the Loan shall have their source and origin in the 
United States or any independent country of the Western 
Hemisphere south of the United States except Cuba. Marine 
insurance financed under the loan shall have its source 
and origin in the Unit:d States or any independent country 
of the Western Hemisphere south of the United States except 
Cuba, provided, however, that such insUrance may be financed 
under the loan only if it is obtained on a competitive basis 
and any claims thereunder arb payable in convertible curren­
cies. 

(b) United States dollars utilized under the Loan to finance 
local currency costs Jhall be made available pursuant to 
procedures satisfactory to A.I.D. 

(c) The Loan shall be subject to such other terms and conditions 
as A.I.D. may deem advisable. 

. 4. Covena.nts 

(a) The BorrO'l'ler through the Trust Fund shall prohibit the use 
of the A.I.D. loan for refinancing sub-borrower debts or 
for grunting of personal loans. 

(b) Three months prior to the end of the first and second year 
of operations, the Trust Fund shall prepare and discuss 
'/lith A.I.D. and in consultation with the ICI's the ex­
perience and results of operations to date and reach 
agreement on any changes in policies, directions or other 
pertinent 'natters required to assure fulfillment of the 
goals of the project. 

(c) The Trust Fund .. Jill maintain appropriate segregated accounts 
for the loanable funds, the Guarantee Fund and the Technical 
Assistance Fund and shall report to A.I.D. as specified in 
pertinent Implementation Letters. 
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(d) In all Trust Fund operations, financing will not be 
permitted in s~tuations in which less than 20% of sub­
loan funding is provided from PFI's own resources, nor 
in which less tlnn 2r:t'/o of risk of loss is borne on the 
PFI. 

Deputy U.S. Coordinator 

Date 
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