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4”ﬁ5, The loan was authorized in June, 19?0, to vrovide credi
- resources and tecianical assictanca in suptont aof a2 &OF
Y 0 pregrar of small induskery developrment., It was designed ¢
n,;/ facilitate institutional innowvation and establish a mecha-
c/ nism through wnaich AID-finoncad inputs could ba channol:zd
Cﬂq7/ to exnand and modernize cpcerations of the target groupd,
small entrepreneurs. Thus, twc cloascses of cutputs wera
envisicnad in the project design. QGae clazs was intcrme-
diate outrnuis or the establishment of certain accentable
institutional and administrative arrangements. The othar,
dependent class of ocutvuts was crediv and technical as-
sistance to small entreprenaurs.
. The 1rvlc1entahlon of L-034 was initially slcowad by a
{ﬁsf’ series of factor xogen Oua tc the project. N 23 month
ﬂﬁflv delay occurr:’ uwiuu“n tiie authorization dats and date oi
b . loan signature in iay of 1972. In carly 19/3, a ccmplaie
ﬁﬁ&ﬁ: turnover of oL tecnnical‘staff iq cb“rgc of projoact .
- ., management caused a seccic lesg cf leoan momentum. This
o 43 turnover also meant the loss of all persennel wnho hod
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particivatn in desiconing the loan and its operational
asoeclfics and led to the anzeintnent of new personnel of
differing outlook. The cumulative effect of these. factors
vvas a veakening of the institutional and administrative
arrancements for implenenting the loan.

Turther imnlementation difficulties vwere created in nmid-
1973 by 60L passage of its "Fondos Financieros" legislation.
This legislation altered and adapted the »rior "Trust Fund”
rnechanism for irmplementing the loan in order to acccrmodate
new GOL initiatives, such as the levying of portfolio dis-
tribution reduirements on orivate banks, the creation of
internal lines of short term credit and so forth. ‘oreover,
the legislation spun-off technical GOL personnel £rom the

. Central dank to the "linistryv of Industries, resulting in

v fragmentaticn of the loan's implementing structure. This
fragmentation - or separation of technical (project ap-
praisal) from financial (credit risk) resnonsibilitics -
has continued and 1s identified by both CGCL and USAID as

/ the rrimary structural hottleneck constraining loan use
at present. That is, the llinistry personnel appointed in
carly 1973 nhave defined their role as tie technical one of
generating small entrewreneur investment proposals, Little

recard hnae bhoen shovm for +he critoria of carticizasiang
banlis or thie Central Banl:.. For this reason, the bhanks
have leen reluctant to rely upon the iiinistry's credit ap-

nrovals or technical capabilities.

Due crimarilyv to the fragmented imolementing structure, the
level of sub-lending to small entrepreneurs from L-0324 has
fallen short of expectaticns. It is possible, however, to
brieflyv assess the loan's performance at the outout level.
Retween the meeting of CP's to Initial Disbursement in late
1972 and 9-30-75, L-034 had financed 32 subloans, with cor-
sresponding disbursements of $430,000. Thirteen of thase
subloans were extonded in Nuito/Guavacuil while 19 were out-
side the major cities, including rural and small citv opera
L/tions in Vinces, ‘ilagro, Portoviejo, !lanta, dontecrlsbl anc
Rioharba. Approximately $168,000 was dl bursed for =short-
term purposes with around $312,000 dishursed for medium to
long-term purposes, primarily ecuipment/machinery f£inancing.
L;pall manufacturing industries benefitting to dawe from loan-
financed cre.lts include niakers or processors of metal,
“wlastic products, small apoliances, furniture, windows, briclks,
glagssvare, fcod »reserves, sausages, rubber tires, oultrq_
rocli crushing, rice, etc. Albhoug1 not fully verlfled, it

~

4
e estimated that 168 jobs have peen directly created in
'thiese centeronrises as a sult of receiving loan-financed
crecdits. This o°t1rate of job-creation is, at present, the

UICLASSITIED
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only availai:le indicator of bLenefit incidence at the
project urpose level. There have not yet been enough
sulrloans (out.outs) to varrant attemdts at measuring other
puriose  level henefits such as the extent of expansion or
modernization azong credit recipients, ce.o. in terms of
nercentade increments in production and inconme.

The najor accornlishment of L-034 to date has been of an
institutional or intermediate output nature. Taken together
with a 1970 ‘lorld Bank cattle loan and AID Loans L-032 and
033, the Omall Enterprise Assistance Loan vas instruniental
in establishing the Central Bank facility for the rediscount
financinc of developmental credits extended by the public
and private banking systeins. The Central Z2anlk had s>re-
viously limited its concerns toO macro-economic problenms,
e.¢. palance of payments and nunlic finance. This new
facility hes successfully mobilized and channeled GOE
resources - nostly in the form of short-term lines of

credit - to a varicetvy of oroductive uses in the agriculture,
industrial, fishincg and tourism sectors. L-=034 has thus
helned institutionalize an approach to a pressing GOC need,
naricly the nceed to oven new channels for tihie movement of
Tcuacor's ‘rasources to develonina sectors. The GOLR con-
tinues to seli-imdrove the effectiveness of its financing
facility on tue basis of experience with it.

In brief, the institutional effect of L-034 and the other
loans rentioned above has heen substantial and worthvhile.
It is now: accomplished. The real tashk of this joint &0L~
USAID evaluation was to ideuitifry Lottlenecks to thie use of
L-034 and vays of overconing them 1n order to facilitate

a nore rapid flow of »nroject cutHuts and, thus, increased
enefits as measured liy job-crecation and incremental pro-
cuction from the target centerprises.

-fnis task nas been facilitated Ly a dynamnic netw linister
of Industries with a strong »>rivate banking background.
ilis prowvosals and wisuacs are reiflected below. o "2lieve
otner lier changes in tlie GOL will alsc have a »ositive
influence u»on ipplementation of tiie loan. One is the
early October anpointment of a new Ceneral i‘anager at the
BIiTI' vho has close working knouvledge of 2ID loan projects
L-032, L-033, ana L-034. ~nother is the new ilinister of
Financing - appointed in Septemier - who chares this prior
experience with, and interest in, these loan projects.

UIICLASSITITD
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P2AOJHCT OVTLL INCKS AD PROPOSALS TO OVIRCOITE TiE]

1. Ineffective 3vstem of Dual Credit Approvals., As.
brieflv described above, the movement of L-034 has been
constrained v a fragmented implementina structure. That
is, the role of the ’linistry unit has not bececn coordinated
well uitihh the role of the participating banks and vice
versa. Tnis is evidenced bv communication difficulties,
a dupnlication of efforts and a resulting proliferation of
red tawmne and nanerwvorl: as each institution continues to
utilize its own system of Drocessing credit reguests.
Syraztomatic of such ailments are loan progress reports
frcin the !inistry unit. These redorts show large nunmbers
and arnounts of credits avproved at the ilinistry but do not
include data on the wnarticirvating banl approvals necessary
to finance the credits. In brief, as the structure now
stands, both the “linistry and the warticivating bank se-
Darately approve a credit before it hecomes eligible for
discount at the Central Bank and subsecuent reirbursement
by ihID. The length of, and difficulties inherent in, this
systaem of dual credit anprovals 1s identified by both GOE
and USAID as the »rimary, structural bottleneck to improved

performance of tiie L-034 project.

The nropnosal for eliminating tiils bottleneck is to restruc-
ture tiiec orocess by wvliich credit proposals are reviewed,
apvroved and, subsecucntly, nonitored. The agreement 1is
to chance the nature of services performed by the lilnistry
unit, assicning sole credit decision authoritvy to the
Darticivating banks who retain all credit risks. The
Ministyivy vwill maintain responsibilities for the monitoring
of loan-financed investnents and general follow-up TA. In
addition, tlie "linister has strongly expressed that increased
ppromotion of the loan project will be carried out by the
tiinistry unit. This means that participating banks will
cgo directl:s to the Central Bank vith eligible credits for
liscount to the AID loan. The »rior recuircement cf dual
credit apnrovals By both llinistry and wvarticipating bank is
thus eliminated.

The role of the MMinistry unit in monitoring loan-financed

investments will be further detailed in the revised ‘ianual
of Operations &nd the new Annex .lo. 1 to the Loan Agreement.

UJCLASSIFIED
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2. Zor. lﬁ/ “rocedure of Partial Discounts. L-034 cur-
rently finances not nore than o0 percent of eligible sub-
loans on a credit-by-credait basis. Thic causes a

subsidiary division of credits and repayment notes into
parts of 1/5th and 4/5ths which results in time-consuming
paperworx and red tape between the Central Bank and
participating banl.s. I"inancing Ly :artial discounts is
another bottlenecl. to the use of L-034.

The vroposal for overcoming this bLottleneck is to permit

100 percent AID loan-funding of eligible medium and long-
term credits. Participating banl:s will finance all short-
terrm credit recuirements of the target group. In addition,
banks will cover any difference hetween the CIF and sales
price of imported eccuipment/machinery. This means that,

on a globhal basis, the banks will be financing substantially
wmore than 20 >ercent of taryet group needs.

3. Undulv Low Limit on Subloan 53ize. Another bottleneck
constraining the movement of L-034 is the original $30,000.
linit on size of subloan. This limit tvias established in
early 1970, along witihh a $60,000. limit on sub=-borrower
assets. Given the wide range of small 1'ndus*-ry - and the

r‘hrr(:c:hnnﬂ'vnrﬂ” r"‘(‘:f'—“"""‘“ l::‘.""-': cE \.u,_z.u..u.l .L.lec'DL_u(Cllt_
needed (c.J., srall metal working firms have high fixed
recuirerments) - these limits now aprnear to have been too

low even in the beginning of the loan project. Since 1570,
yorld-wide inflation has made those limits clearly
unrealistic.

lith AID/T aporoval, ve »reviously settled upon $80,000. or
sucre ecuivalent as the maximun size of eligible credit.
The proposal resalting from current negotiations is a minor
i increase in that limit to $100,000. or sucre equivalent.

A correshonding increase in the asset linit to §$200,000. is
also prownose.*.

The GOL proposed that the loan finance credits of up to
$200,000. or sucre equivalent which is the current limit on
both lending and sub-borrower assets in the LCcuadorean Lats
for Zrall Industry and Artesan Develooment. Ule questioned
wvhether firms needing $200,000. credits were the same as the
target ¢roun addressed by the loan and indicated that other
sources of financing seemed available to these larger firns,
e.J. COPIRC and CV-CFI, IZcuader's financieras for indusicy.
The outcorie of the give-and-take on this issue was the com-
promise proposal siiovn above.

UNCLASSGITIND
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4. Tequlatory llestriction. This bottleneck is a

ﬂvtrlctlve reculation of the QI llonetar: Board. -To date,
the Central Ranli has been unable to discount credits cox-
tonded at otiher than 9 percent interest unless special ex-
"ceptions are legislated (as have been for the "orld Bank
cattle loan, »art of which goes out at 12 percent). Cne ef-
fect of this restriction has been to exclude 8 percent LNF
“créditos de capacitacién”’ from financing by L-=034.** A
larce part of the demand for these special credits (des-
cribed helow) is going unfilled due to limited Bl credit
resources for small industry. The I!linister nroposes to
nalie tiie recgulatory amendment needed to allow discounts
and loan-financing of then.

LT "cr&ditos de capacitacidén” are directed toward the
imarginal segment of Ecuador's small industry sector. The
A3 aponlies the followino criteria in determining whether
tiile client 1is entitled to these 8 nercent credits or Bul
"créditos bancarios" at higher rates., The entrepreneur
rmus t work in the firn and derive at least 50 percent of his
incorne from it. Ile is unable to obtain credit from other
sources at recasonable termis., This orogram is conducted
tihrouchout the DlII''s country-uvide system of 54 branches., 1t
tlws Lenefits the rural entrenreneur as vell as those in
Juito and Guavyacuil.

Implementation of this reculatcry change will facilitate
loan~usc for the henefit of small entrevreneurs nost needing
it. The proposal is feacible in terms of our mandate to
assist the poor najority in rural areas. It i:c als> feasible
and neaningful because of the demand factor mentioned above.

—

** The Canital Assistance Paner (». 34 and ». & ) conternplated
assistance to the DUr' in its "capacitacida" - >gran.
The assistance has not yet materialized -ur ° L the above
hottlenccl.

UMCLLSSIFIED
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Nur assessrient 1is that, if the four proposals described
above are apprcved and implenented, performance under
L-034 will innrove dramatically. Breaking current
hottlenccks will increase the flou of subloans to target
anternrises. This, in turn, will lead to additional
henefits at the project purpose level, including job
creation and the production - enabling effect of expanded
and modernized facilities. Finally, the pnost loan »eriod
replication of these benefits - encouraged by a stronger
BIIF and an improving GOE financing facility - will continue
contributing to the original project goal: a vigorous,
growing "middle class" of industry and the stabilizing
influence that implies.

bH. PROPOSLD PEIIORIAICE TARGLTS

The GOL ,provoscs revised performance (dichursement) targets,
extending through 6-30-77. iie believe that these targets
are realistic and that inmplementation of the joint GOL~USAID
restructuring proposals will maximize the probabilities of
drawving dotm the $3.8 million loan balance in accordance
with them. The targets are as follows:

Performance Period Performance Target

Throuciy 6-30-76
7-1-76 through 12-31-76
1~-1-77 throuch 6-30-77

800,000.
1.2 million
1.8 million

V2 0 3 Val

These targetg,along with the procedure of semi-annual reviews
and deobs (if any), will be confirmned in the Irmplementation
Letter extending the TDD. The GOI' understands that any
shortfalls DLelow the agreed targets will be promptly
deobligated from tiie loan.

i. ACTIOL RECOULSTID

The following AID/?7 actions are requested:

1. Anproval of the joint vroposals described in Section C
above.

2. Approval of the revised performance targets outlined in
Section D above.

UIICLASSITILD
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ut.iorization to extend the loan's TDD to 6-30-77.

pproval of the documentation annexed to this aigram.

BRENSTER /
L
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Subject: Loan A¢reement ‘lo. 518-L-034
Small Iinterprisc Assistance
Implementation Letter llo.

Dear . ilinister:

This Inplenentation Letter forwards the recently executed
Anendrmnent to the Loan Agreement. In addition, it includes
the revised Annex :lo. 1 to the Agreement, Description of

The Project.

The attached Loan Agreement Amendment is self-explanatory.
It eliminates reference to the Trust Tund in Article V,
thereph7 reflecting and coniirming nutually agreed Special
Covenants and “larranties. You will also note that Section
5.01 d) nou nrovides that hanks participating in the Project
mav neet their 20 nercent contribution requirem=nt on a
global, rather than credit-by-credit, basis.

Pursuant to Section 1.02 of the Loan Agreement, and on the
hasis of our recent acreenents and vyvour letter ilo. =-=---, the
Loan Mgreement Annex is revised as showm below. The revised
Anex reflects the current loan budget as t7ell as arrangements
and responsibilities for administering the Project. As you
know, tuese arrangements and responsibilities have evolved
from their original form in the Loan Project due in part to
legislative cuanges such as the issuance of Supreme Decree lo.
374 and subsecuent decrees and related regulations. Thus, the
revised Annex ‘lo. 1 satisfies Section 4.01 1) of the Loan
Agreenent by  updating and sctting forth our mutual agreenments
for carrying out the Loan Project.

Annex I, DESCRIPTIOLI OFF THT DROJECT

The Project chall consist of AID and Dorrower cooperation in
financing thc costs of credit and technical assistance for
small business enterprises. Ixcept as MID and Borrower nay
othervise agree in uvriting, the enterpriscs to be assisted by
the Project shall be small businesses wvith assets (excluding
land and buildings) valued at up to the eguivalent in sucres
of two hundred thousand United States dollar:: ($200,000.),
requiring aredits of up to the equivalent in sucres of ovne
hundred thousand United States dollars ($100,000.) and not
having access to credit at reasonable terms or to technical

assistance.
UNCLASSIFILD
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I. Credit lesources

e AID/Loan.  Aporoximaloly US34,200,000 shall be mede
avalilajrle as nediumn 327 long tera crodit for eligible
enterprises.

L. uorrover Contrlwutlon The BRBorrover shall make
availahle resources +o assist in financing the costs
of credit. Thcsn resources shall be nade available
throuqgih tle ecstzblisipent of lincs of credit fuoor
the Financial FPunds rexcianisn of the Central Rank of
icuador.

II. Technical Assistance Regources.

A. AID Loan. Up to 230,000, of the loan shall be
availaple to finance costs of technical assistance com-
modities and services incurred from the effective date
of tihis Loan I.greement to December 31, 1974, by the
Progran Office of the "finistry of Industries, Commerce
and Integration. zﬂ* portion of this §250.0060. not

e d VT T AT AN NA b~ - N rimealaAaw 21 1TNTA

wkilice? Zor coctc incu December 21, 1277,
may thereafter he utilized dit for eligible
cnterprices,

D f
(1) 2 ¢
[N ¢
N oba
9]

. lerrover Contribution. sBaginning on January 1, 1975,
all overatiag costs of the 'inistry Program Qffice
shall Le financed !» tie Lorrower., In addition, all
gosts jncurraed by thwe Central Bank of jlcuadoxr in
adninisterina the loan shall he financed bv the Central
Tanlk.,

III. Administration

The linistry Procran 0ffice shall promote and coordinate
financial and tecimical aS@LLtance to the small industry
sactor and shall =eonitor the use of loan~-financed sub-
loans. Particirating banks shill make the credit decisions.
Oradit funds from tle loan :ill ke channeled throuch the
IFinancial Tunds ieci:@anion of e Central Rank. 7The Central
Bani: shall act as tae financial adrinistrator »f loan re-
sources and shall e responsivle for:

.

a) Accounting for tihe use of loan funds in accordance with
the distribution ccot feorth in this Annex and Implemen-
tation Letters.

GIICLASSIIITD
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h) nNstablishingo and maintaining adecuate Looks and
racords at thie Central Dank in accordance with
Section 4.09 of the Loan Agreement.

¢) Processing all recjuests for disburcenent or the
issuance of commitment documents under the loan.

d) Tinancial renorting on the use of loan funds and
related credit contributions of the Borrowver and
hanks. participating in the Project. )

These responsibilities chall be carried out in accordance
v7ith the administrative and policy manual (7s amended)
approved by AID opursuant to Section 3.01 d) of the Loan
Agreement.

Sincerely yours,

llarry Ackerman,
Mission Dircctor

UHCLIASSITFIED
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(516-L-034)

Ahendatory Lgreement latod this day of

1975, hetueen the DNewul lic of Lcuador ("bBorrower"), re-

presented hy the iinistor of Finance and acting through

the "!inistrr ¢f Indusir;, Cowmerce and Integration
““iinistry"), the Cential HunT o Lcuador ("tank") and the

United Ctates of fmerica, acting througiz the aAgency for

International Develounent ("\.I.D.").

WEROAS the narties acrobo have entered into a Loan Agree-
rment, A.I.D. Loan 513~L-234, dated "'ay 16, 1972, and;

TTRRAS, the arties herceto w7ish to amend said Loan Agree-
nent;

00 MIIETEFONT, the siarties carcee as follows:

1. &article 5, Special Tovenants and Tlarranties, is here-

hy  anended Inits ‘entiraely to read as follous:

e

Sfection 5.01. ILending Onerations. The Borrosvier and
thie Qanl: agree that they shall:

a) Prohibit the use of thiec loan to refinance sub-bhor-
rover debts,

H) Niscuss -rikh AJT.B., at reqularly schnduled intexrvals
sct fortia in Im.luirentation Letters, and in coopera-
tion vith the PIIs, the procress of the Project and

reach acdreerient on any changes in j>olicies, directions
or other »nertinaenc iatters reouired to achieve
fulfillrent cof the goals of e Project:

¢) ‘laintain segrcecated accounts for tivy funds to be
loaned throuah the UFIs and the Te~ jical Assistance
rfund; and

4) In the total lcovel of lending coperations, previde
that financing 111 not Lo sermitted in situations
in which l~=ar t\bn twenty (20) percent of the total
amount of sublcans Iunccg is provicded from the PFI's
own resources, o in uiich less than twenty (20) por-
cent of risl: of louss is borned by the PFI,
GLCLASSIFIRD
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foction 5.02

Disbursenient for Guaranteed Subloans.

‘e horrover agrees that dishursenents of the. Loan with
rosnect to PI'I subloans aquaranteed shall be made only
vhen and to the extent necessary to pay off such
quaranties.

2. Nnnex I, Description of the Project is amended in its
entirely to read as attached here or and made a part
v
hereof.

3. In all other asiwects said Loan Aqgreerent dated ilay 16,
1972, shall remain in full force.

Ii7 JITESS Tndnr, the parties hercto hiave executed this
t

apenanent the of tiie month of 1975.

NUPULRLIC O =CUADON UNITED OUATES OF AIERICA

ne e PY:

Title: !iinister of Finance Title: Director USAID
“cuador

IT"I -
20
— ——

Title: 'inister of Industry
Cormerce & Intecgration

CTRITIAL BALTK OF SCULDOR

TN .
DA

Title: Ceneral ‘lanager

GICLASSIFILED





