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This report records the results of the final in-house evaluationcgf the -
Small Enterprise Assistance Loan. Since the Loan is fully disbursed, -
the report does not lead to ary specific action recomméndations but
rather is offered for its general intercst to future progr’mg,élanning..w

1. Background

The Loan was authorized on 6~29~70 to provide credit resources and
technical assistance to small business enterprises through a Trust
Fund Mechanism in the Central Bank, which was established on 12-28-70...
A 23-month delay occurred between the authorization date and date of
loan gignature (5-16~72) due to a number of factors, the most im-
portant being that the Trust Fund concept was practically copied from -
the lexican wodel, without any kind of "adaptability'' measures; and
when it was put into practice it did not function for the simple
reason that it was inadequate to the situation in Ecuador. CPs to
Initial Disbursement were met on 12-4-72 (Implementation Letter llo. 3),
and the date of first disbursement ($300,000 advance) was on 1-16-73.
The enactment of Presidential Decree No. 374 of 4--5-73 (1) changed

the Central Bank structure from Trust Fund to Fimancial Funds, (2)
noved the technical unit from the Ceéntral Lank to the Ministry of
Industries, (3) created internal lines of short-term credit, and (4)
imposed portfolio distribution requirements on private banks. These
changes were the result of having found out the impossibility of
applying the Mexican model to the local realities.
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As USAID-GOE mutually agreed disbursement targets to date had not
been met, nor was a program mounted to utilize a $250,000 loan compou:uat fo
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$550,000
-Guayaquil pilot project, USAID deobligatedﬁ:&.wmcof the original
$5 million loan amount by Implementation Letter No. 4 dated 3-24-75.
USAID-GOE negotiations (June-October, 1975) to further restructure
the Loan resulted in (1) agreement upon a revised series of loan
disbursement targets, (2) an Amendment to the Loan Agreement, (3) a
revision of Annex No. 1 to the Agreement, Description of the Project,
and (4) extension of the Loan's TDD to 6-30-77 (Implementation Letter
No. 9 of 1-29-76). Finally, the Loan was fully disbursed in April,
1977. . :

Project Goals

The Project Goals, as stated in the CAP, were:

(1) "To make an impcrtant contribution toward relieving the credit
shortage that now 2xists for small manufacturing enterprises,"

(2) "Development of a strong group of medium-scale entrepreneurs,’
and : '

(3) "To provide lonz-term bemefits by perﬁanently strengthening the
ability of financial institutions and technicai assistance
organizations to deal with the small industry scctor."

The Project had a long-run effect on credit availabilities. IDB is
currently providing nonreimbursable technical assistance to small
enterprises in the amount of $364,000, with GOE participation amount-
ing to $185,000. An IBRD credit for small agroindustry assistance

in the amount of $3.1 million id now beirz implemented.

- The post-loan period replication of Losn benefits, including job
- creation and the production-enabling efiect of expanded and modern-

ized facilities (see No. 6 - Available Indicators), is expected to
continue, contributing to a vigorous, growing middle-class of
small industrial entrepreneurs, and the stabilizing influence that
it implies.

The Projeﬁt also had a long-run effect on the support of fimancial
and TA institutions to this sector (see No. 5 - Evolution and
Experience Regarding the Loan Disbursing Mechanism).

It is clear that the effects of the Loan have been in the direction
desired; and from a survey of sub-borrowers receiving subloans, it
is undeniable that the subloans have had a dramatic effect on the
lives of participating small entrepreneurs (see Section 6 - Availa-
'ble Indicators).
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3. Purposes and Achievements of Loan
A. Pugosu

" . The purposes of the Loan Project, as stated in the GAP, were:
. (1) ‘“Provide modest mJectzons of capital to produce rap:ul
results in stimulating new production and employment and
incressed use of local raw materials," -

(2) 'Participate (small entrepreneurs) more fully in the
political and social life of Ecuador,' and

e e

(3) "Combine technical assistance vith approp:iate credic
: facilities." . L

The purpése of the Loan, as étatcd in the t@d Annéx_Nd. 1 i:o.-
the Loan Agnmc, Deacription of the Project, was:

"Auiat in carry:.ng out a project to consist of: Financing
the cost of credit and technical. assistance for small busi-
ness enterprises, with assets (excludmg land and buildings)
valued at up to the equivalent in Sucres of $200,000, nﬁur-
ing credits of up to the equivalent of $100 000.

L TN
NN 35

a. Credit Resourcea. AID Loan 'rhc amounc of appmmtely .

$4,200,000 shall be made available as medium and long-
term credit, and up to 100 percent of- eligib].t crcdiu
may be financed by the Loan ’

10

L

b. Technical Assistance Resources. AID Loan. Up to $2so 000"

of the Loan shall be made available to {inance costr of
.technical assistance, commodities, and services. - Auy
portion of this amount. not utilized for costs incurred
.as.of 12-31-74, may thereafter be utilized as credit fot
eligible enterpruu." :

B. Achievements

" The Loan was fully disbursed in April, 1977, before the revised
TDD of June 30, 1977. The revised disbursement targets (Im-
plementation Letter No. 9 dated 1-29-76), were succusfully
achimd.

1l. Credit Resources

The Loan resulted in financing a total oﬁségg,lubloana to
small enterprises, with total AID credit disbursements

UNCLASSITIED
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 of $4,311,874.21. In 1976 an extensive survey was tarried

out of all subloans to that time. The discussion that
follows uses data from the survey.

By 1976 the Loan had financed 263 subloans, with correspond-
ing disbursements of $3,833,110; 84 of these subloans were
extended in Quito and Guayaquil (for $2,161,852, or 56
percent of the total), while 179 were in other areas includ-
ing rural zones and swmall cities, such as Portoviejo, Esme-
taldas, Ibarra, Cayambe, Santo Domingo, Riobamba, Bahia,
Chone, and Ambato. Distributed by geographic zones, 117
subloans were extended in the Sierra ($1,563,779) and 146

in the Coast ($2,269,331). Approximately $12,739 was dis-
bursed for shott-term purposes (raw materials) for one.subloan
in Portoviejo; around $1,419,110 was dis! ‘rsed for infra-
structure/construction; and $2,401,260 was disbursed for
nquzpment/mach:nery financing. The private banks' participa-
tion (four institutions) amounted to $1,312,596, or 34 per-
cent of the total credit distursed by 1976. AID disburse-
ments through the National Development Bank - BNF (with 22
participating branch offices) amounted to $2,520,514, or

66 percent of credit disbursements. 6mall manufacturing
industries benefitting from loan-financed credits included

‘makers or processors of metal, plastic products, small
.appliances, furniture, clc:ching, and wood products.

Technical Assistance Resourceg

" A total of $136,835.93 was used to finance ﬁolts of technical

assigtance, commcdities, and services incurred from the
effective date of the Loan Agreement to December 31, 1974,

by the Program Office of the Ministry of Industries, Coumerce,
and Integration. Related bank charges for L/Comn procurement
under the Loan amounted to $1.289 86. (The total AID loan
amount was $4,450,00Q) .

Compliance with Covenants of the Loan Agreement

All covenants and uurr#nties have been met to date under the Loan,
except for Section 4.10, Reports (see No. 9 - Loan Reporting Require-
ments) .

The covenants and warranties are listed as follows:

General Covenants and Warranties

1,
2.

Section 4.01 - Execution of the Project

Section 4.02 -~ Funds and other Resources to be Provided
by Borrower

UNCLASSIFIED
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B. Special Covemts and Warranties
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o
Section 4.03 - Continuing Consultation
Section 4.04 - Management
Section 4.05 - Taxation
Section 4.06 - Utilization of Goods and Services
Section 4.07 - Disclosure of Material Facts and Circunstancu
Section 4.08 - Commissions, Fees, and Other Paymemts
Section 4.09 - Maintenance and Audit of Records
Section 4.10 - Reports (see No. 9 - Loan Reporting
Requirements, below). -
Section 4.11 - Inspections . . oo S

1. Section 5.01 - Lending Operations
2. Section 5.02 - Disbursement for Guaranteed Subloau cotr o7
Procurement
l. Section 6.01 - Procurcment from other count;nes.
Frocurement from Code 941 Countvies of the AID Geograph:.c .
Code Book, as well as in the U.S. .
2. Section 6.02 - Procurement from Ecuador o .
3. Sectiom 6.03 - Eligibility Date - BETEI T
4. Section 6.04 ~ Goods and Services Not Financed under
. the Loan
5. Section 6.05 = Implementation of Procument Raquu:unents
6. Section 6.06 - Contracts .
7. Section 6.07 - Reasonable Price
8.  Section 6.08 - Shipping and Insurance
(a) Imported goods financed under the Loan shall be
transported on flag carriexs of any country includcd
in Code 935 of the AID Geographic Codc Book. :
(b) 50-=50 shipping requirements T
{¢) Marine insurance requirements , -
(d) Insurance for imported goods
(e) AID’s financing for ocean freight limiced to 90 per-
cent of the ocean freight costs; except that with
respecy to free-vut shipments, AID's financing is
limited to 98 percent.
9. Section 6.09 - Notification to Potential Suppliers
10. Section 6.10 - U.S. Government-owned Excess Property
u.

Section 6.11 - Information and Marking

UNCLASSIFIED
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Evolution and Experience Regarding the Loan Disbursing Mechanisuf

Taken together with a 1970 World Bank cattle loan and AID Loans L-032
and L-033, the Small Enterprise Assistance Loan was instrumental in

-establishing the Central Bank facility (the Financial Funds mechanism

that altarad and adapted the prior Trust Fund mechanism) for the re-
discount financing of developmental credits extended by the public and
private banking systems. This new facility has successfully mobilized
and channeled GOE resources--mostly in the form of short-term lines

of credit—to a variety of productive uses in the agricultural, indus-
trial, fishing, and tourism sectors. L-034 thus helped institwtionalize
an approach to a pressing GOE need, namely the need to open new channels
for the movement of Fcuador's resources to developing sectors. The
GOE continues to aelf-imptove the effectiveness of its financing fa-
cility on the basis of experience with it. The major accomplishment

of L-034 has therefore been of -an 1nstitutiona1 output nature, which

 is mew lcconplxlhed

Available Indicators

By the nature of the end-of-pgpoject-status targets, it is only
possible to observe indicators of the strength of the small industry
sector. One such indicator is its expansion thraughout 22 cities

,in Ecuador. There have also been enough subloans (outputs) to warrant
'attempts at measuring other purpose level benefits such as the extent
of expansion or modernization among credit recipients, in terms of
,percentage increments in production. In 1976 USAID inspected 162
small enterprises from a total of 263 receiving loan-financed credits
through that date, or about 60 percent of the AID Loan portfolio in
that year. The following are the results of the survey. AID financing
in the samount of §$1,074,127 created 66 new small enterprises. The
total value of production by thease enterprises was $1,220,940 in 1976.
The $1,158,867 injections of AID credit into 93 existing small enter-
prises had a payoff of $3,928,344 as total value of production by
those enterprises in 1976. The AID financing increased amnual produc~-
tion by $1,234,262, or 31 percent of the estimated total value of
production by expanded industries in that year. It is estimated

that 535 new jobs were directly created in the 162 small enterprises
revievad by USAID, both new and existing enterprises (at an average
credit investment of $4,211). Therefore, it may be pointed out that
L-034 has effectively contributed as a pioneering effort in the dev-
elopmenc of small) enterprise assistance in Ecuador. According to
the National Federation of Small Industries (FENAPI), about 42,000
jobs have been directly created during the last five years (1973/1978)
in small industry in Ecuador; investment in assets has amounted to
about 200 million dollars in 6,000 enterprises. The above estimates
of percentage increments in production and job-creation due to the
AID loan are available indicators of benefit incidence at the project

purpose level. UNCLASSIFIED
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Other data from the survey showed that the average percentage of
installed capacity being used (equipment/machinery financed under
the Loan) was 61 percent. Annual exports of manufactured products
from three small enterprises amounted to $148,000, and the import
substitution contribution amounted to $123,360 for products such as
3luminum utensils and stoves. The average increase in utilization
of local raw materials was 72 percent.

Outputs

Two classes of outputs were considered in the project design. Ome

class was credit and technical assistance to small entrepreneurs. During
Loan implementation, $4,311,874.21 of the Loan was used for medium and
long-term credit for eligible mnterprises. In addition, Loan funds of
$136,835.93 were used to finance costs of technical assistance, commo-~ -~
dities, and services incurred by the Program Office of the Ministry of
Industries. $1,289.86 were for banking charges. In all the total
amount of Laan funds attributable to Project activities was $4,450,000.

The second class of outputs was the eatablishment of a mechanism
throngh which AID-financed funds could be channeled to small entrepre-~
neurs. This was sffectively accomplished (see Sec. 5 - Evolution and
Experience Regarding the Loan Disbursing Mechanism).

- -y

Ingutl

On the input level, the AID Loan was fully disbursed (except for the
$550,000 deobligated in 1975) prior to the revised TDD of 6-30-77. The
GOE's participation in the Project amounted to the equivalent in Sucres
of about $21 million, which included resources to assist in financing
the cost of crédit. These resources were made available through the
establishment of lines of credit from the Financial Funds Mechanism of -
the Central Bank; they also included the GOE and participatring banks'
financing of all short-term credits needed by the eligible enterprises
but not financed by the AID Loan. In addition, the GCE's participation
in the Project amounted to $480,000 in resources to finance all operat-
ing coats of the Program Office of the Ministry of Industr1es, Commerce,
and Integration, beginning on 1-1-75, and also, all costs inc
Central Bank in adwinistering the Loan.

The disbursement of funds from both AID and the GOE initially t&o 3
than was expected for several reasons: )

a. Ineffective System of Dual Credit Approvals by both the Ministry and

Participating Banks. The proposal for eliminating this bottleneck was

ed by the

nger

10

to restructure the process by which credit proposals were reviewed, ap-

proved, and subsequently monitored. An agreement signed
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on 1-29-76 changed the nature.of services performed by the Ministry
unit, assigning sole credit decision authority to the participating
banks, which retained all credit risks. The Ministry was to maintain
responsibilities for the monitoring of loan-financed investments and
general follow-up TA. This meant that participating banks went
directly to the Central Bank with eligible credits for discommt to
the AID Loan.

Complex Procedure of Partial Discounts., Prior to 1-29-76, the Loan
financed not more than 80 percent of eligible subloans on a credit-
by-eredit bauis. This was changed on that date to AID's Loan-fund-
ing 100 percent of eligible medium and long-term credits. Participat-
ing banks were to finance all short-term credit requu'wta of the
target group. In addition, banks were to cover any difference bet-
vesn the CIF and sales prices of imported equipment/machinery. This
meant that, on a global basis, the banks were ﬁ.nnnd.ng substantially
more thnn 20 pcrcont of target zroup nuda

Undnlz Low Lm:lt on Subloan S:.ze. l'he prmously settled-upon maxi-
mum size of eligible credit was $80,000 (or Sucre equivalent). This
was changed by agreemant on 1-29-76 to a limit of $100,000 or Sucre
equivalent.

tory Restriction. This bottleneck was a restrictive regulation

of the GOE Monetary Board. The Central Bank was unable to discount
credits extended at other than 9 percent interest unless special
exceptions vere legislated. Ome effect of this restriction was to
exclude 8 percent BNF “eréditos de capacitacion" from fimancing by
1~034. (BNF "criéditos de capacitacidn" were directed toward the
marginal segment of Ecuador's small industry sector.) Oace this was
changed by agreement dated 1-29-76, the loan was able to benefit

' small ontreprensurs most needing it..
Loan Reporting Requirements

The

Be
b.

‘The

following reports were :equifed undar the Loan:

" Quarterly Financial (including Shipping)

Amul Finmcul

’,,..

requ:.rmts hlve not boen met to date. USAID received quarterly

reports only through June 30, 1974, and has requested the Central Bank
to provide the additional reports required. On March 8, 1977 a letter

transmitted to the Central Bank, referring to previous discussions

on the requirenents of Section 4.10 of the Loan Agreament.
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's Office o£ Developnant leni.ng vn ruponl le for the overall
‘and"1€s coordination.” "~

" GE"tiie GEfGrt Eo aibaletite Ehe utilizatlop of the Loas, the

Mis ﬁ‘qm ANUATY,. 1976 organized a task force tojwork with appro-
! E'ptrs

onnel for the purpose of rapidly id¢ntifying bottle-
+0-the -implementation. of- this Loan-and.of. 033. This joint

y-credits and in identifying missing d

Bm’t, adsistance rrsulted’ ih increaddd réquegts for Loan rein-
ur«un » Our assessment is that performance undet the Loan thus

ydepmatically and increased the flow of
cimes. . .. . L e e
c‘-‘.‘t’h‘);n.é

e the Loan-is-now fully disbursed- and. 111 prag‘ct elements are

. cmmpne

com htHN'no further‘field monitoring of ‘bhis! Loay program is deemed

ot v The Xhsponsibilities of residual finan¢ial monitoring will

be AID/W's once AID/W provides a loan amortization schedule tq the
Borrower.

11. Lessons from Experience

—————— e .

The AID disbursement procedures developed under the Losn reim-

- bursed public and private banks through the Central Bank

b.

Financial Funds mechanism for the rediscount finsncing of dew-
elopment credits. L-034 finwnced the CIF value of off-thie-shelf
purchases of imported commnodities. This procedure replaced the:
Latter of Commitment procedure and spad up the successful autiliza-
tion of the Loan. This is a procedure recommended for future ICI-
type projects.

As indicated above (Section 5 - Evolution and Pxperience Regarding
the Loan Disbursing Mechanisw), L-034 was instrumental in
establishing the Central Bank Financial Funds mechanism for re-
disoount finanging of credits. 7This financing facility continues
to be improved on the basis of experience with it. Assistance to
Ecuador may be effectively channeled through this facility to a
variaty of productive uses in fu ure attempts to reach low income
target groups. A lesson for other countries is that the Central
Bank can be an effective vehicle for successfully channeling
resources to developing sectora. However, it should always be
kept in mind that any other country might avoid Ecuador's original
mistake of directly adopting another country's trust fund model
instead of adapting it to the local realities. In brief, vhen
looking to other countries for experiences in a given development
issus;, the key is "adaption" rather than "adoption."

UNCLASSIFIED
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c.. The 1-034 task vas greatly facilitated by the early October, 1975
appointment of a General Manager at the BNF who had had close
working knowledge of AID Loan Projects L-032, L-033, and L-034.

* The improved progress led in turm to a stronger BNF. This pointed
' out that the human factor, and its training and experience, remain
the ksy element .0.project success. ’

d. With the four measures described in paragraphs a) through d) of
, Sectiom 8 approved and implemented, performance under L-034
improved and increased the flow of subloan to small enterprises.
The lesson from this is that less bureaucratic arrangements make
for more efficient implementation, which should be taken into
account in future planning of projects of this type.

12. SUMMARY

In summary, the subloans extended by the public and private banking
system uader the AID Loan were of good quality and have improved the
productive capacity of the sub~borruwers. Thus essentially the
project purpose was achieve 1. '
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