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PART I. SUMMARY AND RECOMMENDATIONS
 

A. Recommendation
 

The Project Development Committee recommends that a
 
concessional Loan be authorized to the Government of Peru (GOP) for $10
 
million to assist in financing the new Urban Enterprise Fund (UEF) to be
 
established in the Banco Industrial del Peru (BIP).
 

B. Borrower and Implementing Agency
 

The Borrower will be the Ministry of Economy, Finance and
 
Commerce, representing the GOP. The implementing agency will be the BIP,
 
which will administer the operations of the UEF.
 

C. Summary Rationale/Strategy
 

Creating an employment 
base in urban centers is one of the
 

most urgent priorities and challenges facing Peru. In response to this
 
challenge, the Mission believes that the promotion of Small-Scale
 
Enterprises (SSEs) provides a rational, cost-effective approach to creating
 
urban employment opportunities and improving the socio-economic condition of
 
the urban poor. The Project builds upon the market-oriented policy framework
 
being promoted by the GOP, particularly in regards to SSE development, as
 
well as on the experiences of the Mission's previous activities with the
 
BIP--the Rural Enterprises I and II Projects. The shift in geographic
 
focus, from rural to urban, is a logical expansion of activities. The
 
proposed Project, however, goes beyond the expansion of a successful
 
experience. More importantly, it will address a number of policy-related
 
issues described below. In this regard, it is consistent with the Mission's
 
strategy of supporting projects and programs where the Mission can influence
 
significant policy innovations. Specifically, the Project is designed to
 
have an immediate impact on the demand for labor in the pueblos jovenes and
 
to institutionalize, at the branch and central BIP levels, a sustainable
 
program of credit and technical assistance for SSEs in these areas. It will
 
also strengthen the financial viability of the BIP by helping it to become a
 
self-sustaining financial institution capable of undertaking an SSE credit
 
delivery system which will remain in place long after Project resources have
 
been expended. To achieve this objective, the Project will assist the BIP
 

in implementing a number of important policy initiatives, including: (1) a
 
savings mobilization campaign, (2) provision of credit to SSEs based on
 
realistic rates of interest, (3) an option to index loans, (4) liberalized
 
lending procedures, and (5) provision of technical assistance to BIP
 
personnel and SSE entrepreneurs to make more effective use of the credit
 
made available under the loan.
 

D. Summary Project Description
 

,1. Goal and Purpose
 

The goal of the Project is to generate employment and
 

increase urban incomes in Peru; the Project purpose is to institutionalize,
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through new policy and operational initiatives, a self-sustaining credit and
 
technical assistance program for small urban enterprises.
 

2. Project Activities
 

The Project will consist of the establishment and
 
operation over a four-year period of an Urban Enterprise Development Fund
 
(UEF) with an initial capitalization of $13.0 million available for
 
sublending to eligible small-scale enterprises located in slum areas
 
(pueblos jovenes) of Lima and four other Peruvian cities. The Project will
 
also include up to $500,000 for technical assistance and commodities for:
 
(1) the staff administering UEF lending operations in BIP branch offices;
 
(2) UEF sub-borrowers, both in preparing their credit applications and in
 
subproject execution; and (3) the BIP in the technical and promotional
 
aspects of mobilizing savings and inducing demand for credit at positive
 
interest rates.
 

The Project will touch on two sensitive and difficult
 
areas in which the Belaunde administration is presently forming policies:
 
the long term, but increasingly visible, social problems inherent in
 
fast-growing slums; and the destructive effect on credit programs caused by
 
inflation greatly exceeding allowed interest rates. Specifically, the
 
Project proposes to offer credit, averaging $5,300 per loan, to some 2,800
 
individual small businessmen, creating jobs and new income in the pueblos
 
jovenes; and to offer these credits on terms not now available to small
 
entrepreneurs in Peru (over one year) and at a rate reflecting the real cost
 
of funds. The intent is to support the Central Bank's new policy of real
 
interest rates. The mechanics of doing so, as conceived by the Central
 
Bank, will be to offer borrowers a choice: (1) a relatively high interest
 
rate that is tied to the inflation rate, as calculated by the Central Bank,
 
subject to adjustment every six months (currently this would approximate a
 
rate of 50%); or (2) an indexed loan, under which repayments are graduated
 
over the life of the loan, thereby requiring substantially lower payments in
 
the initial year. (See the Project Description for a detailed explanation of
 
indexation). In either case the value of the Fund will be maintained
 
through a maintenance of value clause in the Project Agreement, a commitment
 
required throughout the loan repayment period.l/
 

E. Summary Financial Plan
 

($000)
 

Item A.I.D GOP TOTAL
 

Urban Enterprise Fund 9,500 3,500 13,000 
Technical Assistance 390 - 390 
Commodities 110 - 110 

TOTAL 10,000 3,500 13,500 

l/ The,:dollar will be used to adjust the fund level in future years.
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F. Summary Findings
 

1. Project Findings
 

The Project Committee has reviewed all aspects of the
 
proposed Urban Small Enterprises Development Project and finds that it is
 
technically, financially, socially, and economically sound, and consistent
 
with the development objectives of the GOP and those objectives set forth in
 
the Mission's CDSS strategy. It has further found that the BIP is
 
institutionally capable of administering the Project and disbursing the UEF
 
funds within the time period discussed in the Project Paper.
 

2. Rural Enterprises I and II Evaluation
 

An impact evaluation of the Rural Enterprises I and II
 
Projects has demonstrated the economic and financial feasibility of SEE
 
lending in Peru. A summary evaluation report is presented in Annex II,
 
Exhibit B. A sample of Rural Enterprises sub-borrowers demonstrated that
 
average yearly sales increased by 28% since the FDR loan was made; average
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yearly increase in net income (in present value) was 54%.1
 

Significantly, the evaluation found a good repayment record for
 
sub-borrowers, with 90% of the loans repaid on schedule. Other significant
 
accomplishments highlighted in the recent impact evaluation include a
 
successful policy initiative to decentralize BIP operations and allow
 
greater autonomy to branch offices. Over 80% of all loans made under the
 
AID program did not require approval beyond the branch office level. This
 

compares with approximately 20% at the time the project started. In
 
addition, the BIP at the branch office level, undertook an aggressive
 
promotion campaign which resulted in approximately 46% of all sub-loans
 
being made outside the provincial capitals. Prior to initiation of the AID
 
program, lending outside provincial capitals was rare. In several branch
 
offices repayment records by small-scale enterprises under FDR were better
 
than those of other BIP lending programs involving larger firms. The
 
evaluation supports the Mission's findings that the BIP has the
 
institutional capability to implement the proposed Project. Additional
 
economic, financial, and institutional information is found in the
 
evaluation report.
 

l/ Increases represent real gains in sales and income.
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' PART II. BACKGROUND AND JUSTIFICATION 

A. Urbanization and Unemployment in Peru
 

1. Background
 

Since the 1960's, Peru has been experiencing a period of
 
rapid urbanization. Peru's urban population has grown from 40% of the total
 
population in 1960 to 55% in 1972 and to 67% in 1980. Government of Peru
 
(GOP) projections of future population growth, which are in line with
 
estimates by international organizations, show total and urban population
 
figures as follows: in 1990, 23.3 million (17.2 million urban); and in 2000,
 
29.8 million (23.4 million urban). Thus, Peru's urban population will
 
nearly double between 1980 (12.0 million urban) and the year 2000 and
 
account for approximately 78.5% of the country's total population.
 

While declining urban mortality rates and other factors
 
have contributed to this rapid urbanization, rural to urban migration has
 
been the main force in urban growth. As demonstrated during the 1961-1972
 
intercensal period, Peru's total population grew by an average rate of 2.9%
 
annually; its urban population grew by an average annual rate of 5.6%
 
whereas its rural population increased by only 0.7% each year.!/ During
 
that time, Lima was the fastest growing city in Peru, growing 20% faster
 
than the total urban population. However, this concentrated pattern of
 
migration and urbanization has been changing. Although Lima will continue
 
to be Peru's largest city, today medium-sized cities are growing at a faster
 
rate and absorbing an increasing percentage of the migratory population.
 

Migration to Peru's cities is explained by a number of
 
factors: greater and higher paid employment opportunities; greater
 
accessability to social services, including health and education; and access
 
to electricity, potable water, and other public utilities.
 

In contrast, the rural sector offers fewer opportunities
 
due to Peru's limited agricultural base and past government policies which
 
subsidized urban centers and industrial growth at the expense of the rural
 
sector. Food subsidies and ceilings on agricultural goods, subsidized
 
utility rates, and cheap energy prices are examples of past administrations'
 
urban-biased policies.
 

Evidence indicates that net economic and social returns
 
to urban migrants have been positive. Nevertheless, the majority of urban
 
poor experience real economic and social hardships. Since 1970, it is
 
estimated that real urban incomes have declined by 36%. In the informal
 

I/ Intercensal data for the 1971-1982 period is now in the process of being
 
compiled.
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urban sector, which employs a substantial portion of the poor, real incomes
 
have fallen by approximately 16% during the past two years.1/ This decline
 
is the result of various factors, including: (1) the shortcomings of the
 
redistributive policies implemented by the previous military government; (2)
 
the 1976 economic recession, the worst Peru has experienced in the last four
 
decades; (3) an inflation rate which reached 70% in 1981; (4) a decline in
 
real output in the urban-based mnanufacturing, construction, and related
 
trade and finance sectors, and (5) decreased availability of credit to the
 
private sector which has hindered growth and employment generation.
 

The majority of the population in Lima and expanding
 
secondary cities work in predominantly low-paying jobs which require minimal
 
skills. A 1978 study done by the National Institute of Statistics (INE)
 
found that one-third of Lima's labor force is concentrated in two
 
occupational groups: retailers, composed mainly of street vendors, and
 
service workers, composed mainly of domestic servants.
 

Urban subsidies and, to some extent, high rates of
 
unemployment and underemployment are the result of past official economic
 
policies which promoted highly protected, capital-intensive
 
industrialization oriented to substitute imports. Since the 1940's, high
 
import tariffs, non-quantitative trade barriers, over valuation of the Sol,
 
and cheap and abundant credit for selected major industries have
 
characterized Peru's approach to industrialization. The result has been the
 
creation of a domestic industrial base that has absorbed a large percentage
 
of the country's productive credit but is for the most part inefficient,
 
capital-intensive and unable to compete in international markets.
 

Furthermore, these large, import-substituting enterprises
 
have provided only limited employment opportunities for the growing urban
 
labor market. Policies such as cheap credit and cheap foreign exchange have
 
subsidizied capital-intensive factors of production at the expense of
 
labor. In 1980, the manufacturing sector accounted for 27% of Gross
 
Domestic Product (GDP), but it employed only five to six percent of the
 
urban labor force.l In sum, the formal industrial sector has been an
 
insignificant source of employment opportunities for the urban poor.
 

1/ Ministry of Labor Statistics, 1981.
 
2/ This percentage translates into approximately 270,000 jobs. If, one
 

includes industries in the informal sector (defined as industries not
 
registered with the Ministry of Industry and usually employing less than
 
five people) the figure increases to between ten and eleven percent.
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2. .The Present Challenge
 

Given projections of continuing high rates of population
 

growth, particularly in the urban areas, as well as estimates of the number
 

of jobs required to employ this growing labor base, the Belaunde government
 

is reversing many of the policies discussed above. The cornerstone of the
 

current economic program is to open the industrial and other sectors to
 

foreign competition, promote market-oriented growth in all areas of the
 

economy and eliminate the sectoral price subsidies which were implemented at
 

the expense of agricuLture- development and the rural sector. These policies
 

have been discussed in the FY 1983 Congressional Presentation, the FY 1984
 

CDSS, and other USAID documents submitted to AID/W during the past year.
 

Despite the renewed attention being given to the
 

agricultural sector, rural-urban migration will continue, thereby increasing
 

demand for urban employment opportunities. 1980 figures indicate that
 

approximately 11% of the urban population is unemployed and an additional
 

44% is considered underemployed. .1/ Peru's labor force is expected to
 

grrw by more than three percent per year throughout the remainder of the 

century, but increasing employment growth has been lagging at a rate of 2.7% 
yearly. According to a 1980 World Bank study, keeping up with the projected 
increase in the labor force will require the creation 6f approximately 

195,000 jobs per year. Creation of this number of jobs would not, however, 
reduce the current levels of unemployment and underemployment. Further, at 

the prevailing capital-labor ratio, an annual investment of $5.5 billion (in 

1980 prices) would be necessfry to absorb all new urban job seekers in the 

modern industrial sector. 2/ Such an investment is clearly unreasonable
 

at this time or in the near future.
 

The present government faces the challenge of providing
 

sustainable employment opportunities for the population through an economic
 

growth strategy incviporating labor absorptive means of production. In view
 

of the enormous existing and future supply of untrained urban labor in Peru,
 

unemployment and underemployment will persist or worsen, unless the supply
 

of investment capital can be spread more widely than in the past. Creating
 

a sustainable employment base in urban centers is clearly one of the most
 

urgent priorities and challenges facing Peru today.
 

I/ Underemployed is defined as earning less than the minimum legal wage,
 

presently at $78.00 per month or working less than 35 hours per week,
 

although desiring to work more.
 
2/ Based on an average job creation cost in the formal sector of
 

approximately $36,500 per job (IBRD figure).
 



B. Response to the Problem: Small-Scale Enterprise(SSE)

Development l/
 

President Belaunde, in his first major address to the nation
 
after taking office in 1980, cited the creation of jobs as one of the
 
highest priorities o his administration. As part of the strategy to
 
generate employment, the GOP is promoting the development of small-scale
 
enterprises (SSEs). Based on 
the Success of SSE development efforts in Peru
 
and in other countries the GOP believes that SEEs can play a 
more
 
significant role in creating balanced economic and social development in 
Peru. 2/ 

To date, SSEs have participated vigorously in Peru's economic
 
growth. During the 1977-1979 recession, industry as a whole was severely

affected by the economic downturn, and value-added production in that sector
 
dropped by eight percent. However, among SSEs within the informal
 
industrial sector, value-added production grew by 100%. The total number of
 
SSEs also grew substantially between 1975 and 1980, indicating that
 
small-scale enterprises are adaptive to altering economic and
conditions 

represent an important component of the urban economy and are a primary

generator of employment opportunities. Approximately 67% of workers
 
employed by "industry" are employed in the small-scale (up to 49 workers)

manufacturing and artisan sector. The underlying dynamism of the 
informal
 
sector and SSEs indicates that growth in this sector occurs without the
 
assistance of the government or the financial sector. 
 However, it also
 
impries that, with reasonable support, SSE growth could be rapidly expanded.
 

The advantages of supporting SSEs are many:
 

1. Employment creation potential: Based on comparative data
 
on investment cost per job created, 
SSEs tend to employ more direct labor
 
per unit of invested capital than-large enterprises. Studies also show that
 
SEEs generate more indirect employment as well, due to the stimulation of
 
complementary businesses.
 

2. Income distribution effect: SSEs generally sponsor

activities having appreciably higher employment demands for unskilled
 
workers. The unskilled are not only trained in the specifics of their task
 
within the SSE but also due to the 
small scale of the SSE and its division
 
of labor, often gain experience and skills in management and other business
 
activities on the job.
 

l/ As defined in the 1976 Peruvian Law on Small Enterprises, SSEs include
 
firms with annual sales equivalent to up to a total of 590 legal minimum
 
wages (in mid-1981 approximately 4550,000). The BIP uses a broader
 
definition including fifty less employees and assets
or total less than
 
USJ250,000.
 

2/ The GOP has already taken a number of steps to improve the policy climate
 
for SSE growth. There are desdribed in Section II.D. "Project Strategy".
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3. Creation of complementary businesses: Related to the
 
indirect employment effect, backward and forward linkages between SSEs and
 
other sectors of the economy support the creation of complemtary businesses
 
by increasing the demands for or supply of their goods. One reason that
 
small-scale businesses create these linkages more effectively than larger
 
enterprises is that SSEs seldom require significant raw material imports as
 
do larger enterprises, but more often rely on locally produced inputs.
 

4. High productivity of resources: SSEs with a lower level
 
of investment per worker tend to achieve a higher productivity of capital
 
than do larger, more capital-intensive enterprises. In addition, reliance
 
on local materials has resulted in a resourcefulness and inventiveness on
 
the part of the entrepreneur to utilize goods that otherwice would be
 
wasted. As observed in the Rural Enterprises I and II Projects,
 
entrepreneurs used old bicycles, used car engines, and other technological
 
adaptions to meet their needs.
 

5. Supporting economic decentralization: Due to their
 
generally limited infrastructure requirements, SSEs can be easily
 
established in various locations, thereby facilitating the GOP objective to
 
decentralize employment opportunities and economic activities.
 

6.Encouragement of private sector development: Fostering
 
.urban small-scale enterprises directly supports an AID priority--the
 
development of a dynamic indigenous private sector. SSEs make use of
 
entrepreneurial resources that may otherwise not be drawn into the
 
development process. The involvement of people at the lowest income scale
 
in the decision-making process will have an important impact on private
 
sector development. Linkages to larger-scale private enterprises, such as
 
sub-contracting arrangements, for example, could provide a means for 
established firms to play an important role in technical assistance, 
marketing, and other enterprise functions. 

Other arguments for promoting SSEs include:
 

- they lend.stability and coherence to communities; 
-- they generally have a minimal adverse environmental 

impact; 
- They can be important generators of savings. j/ 

Experience with small firms in Indonesia, for example, shows that firms'
 
owners have a surprisingly high propensity to save and reinvest, even at
 
quite low income levels.
 



10 

USAID/Peru and the implementing agency, the Industrial Bank of
 
Peru (BIP), have had significant experience in SSE development. / 
Through two earlier A.I.D. projects the BIP successfully implemented a rural 
SSE Credit Program. The program successfully demonstrated that SEE 
development is an economically viable means to promote economic growth and 
employment in Peru. Approximately 30,000 jobs were created at a relatively 
low cost Rer job of $7,000 compared to $35,000 for Peru's formal industrial 
sector; 2/ taking into consideration indirect employment effects increases 
the number of jobs created and lowers further the cost per direct employment 
created. The BIP institutionalized a program of rural SSE lending within 
its participating branch offices and provided a diversified group of
 
sub-borrowers with significant financial services previously not
 
accessible. Creating jobs in a cost-effective fashion and changing the
 
attitudes of the BIP toward lending to SSEs were the projects' most
 
important accomplishments.
 

Besides responding to a large unmet demand for
 
credit,!/ expansion of the program to Peru's urban areas has several other
 
justifications. First, the proposed Project expands the coverage of an
 
innovative programatic approach to a major development problem in Peru.
 
Second, it encourages and assists Peru to change national policies and
 
procedures which discriminate against the use of labor absorptive production
 
techniques in favor of an excessive use of capital. Third, it addresses a
 
major GOP and A.I.D. development priority to support and strengthen private
 
sector initiatives. Fourth, this Project supports A.I.D.'s objective of
 
replicating successful approaches to development and reducing
 
project-related administrative problems. Fifth, this Project expands upon a
 
number of significant policy initiatives that evolved partially as a result
 
of the rural project. These initiatives are discussed under "SSE Project
 
Strategy", Section II.D.
 

1/ See Annex II, Exhibit B for summary impact evaluation of Rural 
Enterprises I and II Projects. The complete - evaluation is on file in 
LAC/DR. 

2/ The $7,000 figures derived from a sample included in the Projects' 
evaluation. Other BIP data indicate, however, that the cost per job 
.could be significantly lower. 

3/ USAID's BANCOOP Savings Mobilization Project demonstrated that
 
significant demand exists for credit among small-scale enterprises, even
 
with positive interest rates. Greater discussion of the project is
 
provided in Section IVc.
 



C. Constraints to Development of Small-Scale Enterprises
 

The major constraints to the development of SSEs as proposed
 
under this Project include: (1) insufficient credit caused by an overall
 
scarcity of resources scarcity in the financial system, and restrictive
 
lending policies and practices on the part of financial institutions; (2)
 
lack of technical assistance; and, (3) socio-cultural barriers between the
 
small-scale entrepreneur and formal financial institutions.
 

1. Insufficient Credit
 

a. Resource Availability
 

As a result of the financial crisis the country
 
experienced in the late 1970's total credit availability within the Peruvian
 
financial system has decreased dramatically in real terms. The decrease in
 
the loan portfolios of principal financial institutions from 1975 to 1980 is
 
indicative of the scarcity of credit resources in the system.
 

TABLE I
 
Loan Portfolio of Peruvian Financial
 

Institutions
 
1975-1980 (US$ million)
 

12/31/1975 12/31/1980 % Variation
 

/
COFIDE . 340.2 417.9 + 22.8 
Development Banks 1,240.1 1,032.4 - 16.7 
o/w Agricultural 384.4 365.5 - 4.9 

Industrial (BIP) .395.7 320.6 - 19.0 
Mining 66.7 74.7 + 12.0 
Housing 39303 271.7 - 30.9 

Commercial Banks 1,314.7 1,173.3 - 10.8 
TOTAL 2,895.0 2,623.6 - 9.4 

Conversion Rate (Sol/$) 45 342.61 

Total Sol-denominated lending increased seven-fold
 
from 1975 to 1980. However, due to high rates of domestic inflation, the
 
actual amount of credit extended in dollar terms declined by' 9.4% .
 
Assuming an international inflation rate of ten percent p.a., this
 
translates into a dramatic drop in lending in real terms of 50% over the
 
five years.
 

1/ COFIDE's loan portfolio's expansion Ais explained by its very selective
 
lending program which has been almost exclusively directed toward
 
large-scale public enterprises.
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b. Lending Policies and Practices
 

The limited resources available have, predictably,
 
led most commercial institutions to lend primarily to their
 
most-credit-worthy clients, principally well established enterprises engaged
 
in mining, fishery, textiles, and export industries. High rates of
 
inflation combined with artificially low interest rates also limited lending
 
activities to short-term commercial transactions and working capital loans.
 
Concerned about the stability of the banking system in an inflationary
 
economy, the GOP closed the door altogether to medium-and long-term lending
 
by commercial banks in the mid-1970's. Term lending was allowed only
 
through financieras or finance companies.! / However, interest rate policy
 
still limited the viability of lending for much longer than one year.
 

In addition, commercial banks as well as financeras
 
continue to require very conservative debt-equity ratios of 1.5(60/40) to
 
1.8 (65.35) and other conservative banking practices which preclude the
 
majority of SEE entrepreneurs from applying to formal lending institutions
 
for credit.
 

Lending to SSEs from formal sources has been limited,
 
in general, to borrowers offering sufficient collateral and limited risks.
 

The BIP is currently the only institution in Peru
 
that operates an active lending program for SSE. However, as described in
 
the Institutional Analysis only recently did the BIP begin to concentrate on
 
SSE lending despite its institutional mandate.
 

2. Technical Assistance
 

SSEs in Peru are characterized by a wide range of
 
managerial and technical shortcomings apart from limited access to finance.
 
These constraints include inadequate expertise in financial management and
 
cost accounting procedures as well as limited knowledge of marketing,
 
purchasing, and related areas of business management. Limited experience in
 
these areas may thwart the entrepreneur's desire to establish or expand his
 
operation. For example, the challenge of the following procedures and
 
decisions may be particularly disheartening:
 

- finding outlets for products;
 
- negotiating with wholesalers from what is
 

perceived as a weak position;
 
- determining the cost of each unit produced and
 

fixing its selling price;
 
- keeping minimal accounting records;
 
- developing new lines of products (or new patterns 

and designs for the artisan);
 

1/ 	Many commercial banks created or became associated with financieras as a
 
consequence.
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- getting all the licenses and permits required to 
run a legitimate business;
 
hiring and administering new workers, often from
 
outside the immediate family.
 

At present, a large number of agencies, institutions,
 
and public consultancies in Peru offer a wide range of technical assistance
 
services that address these constraints. These include the Servicio
 
Nacional de Adiestramiento en Trabajo Industrial (SENATI) Instituto de
 
Investigacion Tecnologica Industrial y de Normas Tecnicas (ITINTEC); Banco
 
Industrial del Peru (BIP); Universidad del Pacifico; and the Escuela
 
Superior de Administracion de Negocios (ESAN). Efforts have been made,
 
notably in Arequipa, Trujillo and Piura, to coordinate the activities of
 
these institutions and thereby meet the technical assistance needs of SSEs
 
in these regions more effectively.
 

Progress has been made toward the provision of
 
technical assistance in recent years, but much remains to be done. A study,
 
undertaken by the BIP in 1981 at AID's request,/ revealed that out of 120
 
SSEs surveyed in Lima and other urban centers, 84 % had not received any
 
type of technical assistance or training and 87% wanted it.
 

3. Socio-Cultural Constraints
 

The SSE entrepreneur's lack of familiarity with the
 
formal banking system will often discourage him from seeking financial
 
assistance from formal channels. Since the small entrepreneur, particularly
 
in the pueblos jovenes, lives in an environment in which formal relations
 
with banks are uncommon, he has a psychological barrier to approaching such
 
institutions. Even when contact is made, applying and qualifying for bank
 
credit can be a very discouraging experience. Dealing with government
 
bureaucracies for the first time can also easily put off the potential
 
borrower. The granting of a municipal license, for example, can take up to
 
six or eight weeks. Additional requirements for establishing a legitimate
 
business are: industrial registration, an electoral card, a tax collector
 
certificate, proof of military service for men, plus numerous other
 
documents required by the bank such as routine invoices and income
 
statements. In addition to actually going through all the steps of
 
obtaining financing and establishing a SSE, an additional threat to the
 
entrepreneur's initiative is the underlying fear that all the information
 
required both before and after loan disbursement will end up with, the tax
 
collector. This social intimidation is further accentuated by the attitude
 
of the small entreprenur who wants to minimize his risks. This attitude is
 
primarily a function of the tenuous financial position of the small
 
entrepreneur and is made evident by the fact that, on the average, ten
 
percent of the credits approved by the BIP's Small Enterprise Division are
 
not drawn down.
 

l/.See Annex II Exhibit J for Technical Assistance Survey.
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Do FSE Project Strategy
 

SSE development programs in many countries show that if such
 
enterprises are to flourish the right conditions must exist. While there
 
are no simple solutions and much remains to be learned about how to create
 
the "right conditions" for SSEs, several countries have employed a more
 
market-oriented approach to fostering a favorable environent./
 
Essentially, this approach entails specific measures designed to: (1) reduce
 
subsidies and policy preferences which favor large industry and discriminate
 
against the small business; (2) enhance the availability and efficient use
 
of inputs commonly needed by small firms; (3) increase the range of
 
marketing opportunities. Fundamental to the market-oriented approach is the
 
view that SSEs will thrive, if they are economically efficient, without a
 
plethora of special subsidies and government intervention.
 

In Peru, the Belaunde government has already taken a number
 
of steps to create the right conditions for SSE development. At the
 
macroeconomic level, large, inefficient industries are no longer being
 
indescrimenantly protected against foreign and domestic competition. Tarifs
 
have been reduced, imports liberalized, and credit is going to the private
 
sector that in the past went to public enterprises. Increased competition
 
often results in better prices for production inputs. For example, domestic
 
synthetic fibers, an input for many SSEs in the textile field, costs over
 
four times world market prices. More importantly, the emphasis on increased
 
private-sector oriented competition means that government resources--both
 
financial and human--will be more evenly distributed.
 

Specifically, a new Industrial Law is presently under review
 
which would assist SSEs in a number of ways. Registration procedures for
 
small business will be simplified as will be their presently complex tax
 
structure. Labor laws for SSEs will be revised and assure that they are not
 
enimical to the government's goal of increasing employment.V Besides
 
specific policies being formulated, the GOP has expressed a public
 
commitment to small-scale enterprise growth, articulated by Prime Minister
 
Ulloa in a major speech last year.
 

It is under this type of favorable policy framework that the
 
proposed Project has been designed. Although the GOP is committed to
 
enhancing the availability of inputs needed by the small firm, lack of
 
medium- and long-term credit continue to be a constraint to SSE
 
development. Through specific policy initiatives, the GOP has revitalized
 
the financial sector and has made long-term credit feasible once again.
 

l/ See "Creating the Right Environment for Small Firms", by Keith Marden in
 
Finance and Development, Vol. 18, December 1981.
 

2/ Under old laws, firing a worker was a difficult and costly undertaking.

This policy intended to assure worker stability was actually detrimental
 
to increasing employment. As a result many of the smaller SSEs would
 
not register their employees with the government and as a result would
 
not qualify for any type of government assistance.
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However, the lack of experience in financial institutions in dealing with
 
the type of entrepreneur who has limited capital, will continue to limit the
 
access of credit of the smaller SSEs. This Project directly addresses this
 
constraint by proposing to institutionalize a sustainable credit program to
 
service SSEs in legally recognized pueblos jovenes. Furthermore, the
 
Project will assist the GOP to implement recent financial sector policies
 
and demonstrate that these market-oriented initiatives can be instrumental
 
in helping the poor as well as creating a financially sound environment.
 
Finally, sub-borrowers under this Project can be expected to graduate into
 
the commercial banking sector in oubsequent years.
 

Project components include: (1) provision of credit to SSEs
 
based. on positive rates of interest, liberalized lending procedures, and an
 
option to index loans; (2) savings mobilization through passbook savings;
 
and, (3) provision of technical assistance to BIP personnel and SSE
 
entrepreneurs to provide for better utilization of the credit made available
 
under this loan and to improve marketing operations.
 

Due to the successful role played by the BIP in implementing 
the two previous AID-financed projects, Rural Enterprises I and II, the BIP 
has been selected to carry out the activities planned under this Project. 
Whereas both the urban and rural projects have common objectives related to 
employment generation and credit availability, this Project builds upon and
 
goes beyond the replication of successful experiences under the previous two
 
projects; it includes as one of its major objectives assistance to the BIP
 
in implementing sound financial policies to strengthen its long-term 
viability as a lending institution. 

Under Rural Enterprises I and II, a number of important 
policy initiatives in the area of credit delivery were adopted (lower
 
collateral requirements, lower debt-equity ratios, optional financial
 
records). This Project expands and builds upon these initiatives in new
 
policy areas. Specifically, this Project will address three important
 
policy issues: (1) interest rate lending to sub-borrowers, (2) mobilization
 
of savings, and (3) implementation of a system of loan indexation.
 

The innovative nature of the Rural Enterprise I and II
 
projects limited to some extent the involvement of the BIP in these three
 
areas. For example, the relatively low interest rates initially charged to
 
sub-borrowers meant that the Rural Development Fund (RDF) was to be rapidly
 
decapitalized without new injections from outside the BIP. However, this
 
less-than-sound lending practice must be evaluated in the context of the
 
primary project objective which was to convince the BIP to accept risk
 
capital for a lending program which it initially viewed with considerable
 
doubts. Although A.I.D. realized the limitations of subsidized lending
 
practices, the Project's greater intent--demonstrating the viability of a
 
SSE lending program--overrode these concerns.
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The expansion of A.I.D.'s earlier efforts to urban branches
 
of the BIP that did not participate in the previous projects will be
 
important in strengthening the momentum toward SSE lending within the BIP.
 
The Rural Enterprises Projects demonstrated that the institutionalization of
 
an innovative credit program occurs from the "bottom up" as well as from the
 
Central Lima office downward. Injection of FDR funds in rural areas
 
generated a demand for SSE credit that branch offices could not simply "shut
 
off" when funds ran out. Branch offices then exerted pressure on BIP
 
management to continue the program. Since September 1981, the BIP has added
 
approximately 6.0 million dollars of their own funds to the FDR, indicating
 
a commitment on the part of the BIP to maintain the momentum created under
 
the two rural enterprise projects. Hence, a relatively small line of credit
 
(less than $20.0 million under Rural Enterprises I and II) has had a
 
significant favorable impact on the BIP's long-term lending policy.
 

The proposed Project will assist the Belaunde
 
administration's efforts to revitalize the Peruvian financial system by
 
assuring that BIP lending rates to sub-borrowers are consistent with the
 
policy of positive rates for both savings and lending activities. The BIP
 
has agreed to set interest rates according to the forecasted inflation rate,
 
and to adjust them semi-annually based on the inflation rate of the previous
 
six months. The policy will result in positive interest rates which will
 
prevent decapitalization of the UEF. 1/
 

Project technical assistance will assist the BIP in
 
implementing the Central Bank's loan indexation program at the SSE level.
 
The new indexation plan, Sistema de Reaiuste de Deudas, was unanimously
 
approved by the Congress and is being aggressively promoted by a number of
 
financeras (Annex II, Exhibit D presents examples of promotional literature
 
on indexation). Indexation is recognized by the BIP and other development
 
banks as a significant step toward developing the financial viability of
 
nedium-and long-term lending. At present, however, there is some
 
uncertainty in the BIP as to how the new plan will work and how well it will
 
be accepted by sub-borrowers. With A.I.D.'s assistance, the BIP will be one
 
of the first institutions in Peru to demonstrate to public institutions,
 
development banks and other financial institutions the feasibility of
 
indexation as a means to provide long-term credit to low-income customers.
 

l/ 	Loan funded TA will be made available to the BIP to assist them in
 
further examination of their interest rate policy.
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Due to a past dependence on cheap Central Bank funds and
 

international donor contributions, only a handful of Latin American
 
development banks now mobilize domestic savings to expand their lending
 
base. However, since concessionary support from these sources is less
 
available, development banks are becoming increasingly interested in
 
self-sustained operations and policies. In Peru, the BIP has taken the lead
 
in this regard by mobilizing public savings with the introduction of
 
one-year time deposits in July 1981. USAID's dialogue with BIP officials
 
during the implementation of the Rural Enterprises projects was an important
 
factor in moving toward this initiative. Under this Project, passbook
 
savings will be offered in two new agencies to be opened in the vicinity of
 
the pueblos jovenes of north and south Lima, and most likely, in the main
 
offices in Lima and Callao. This innovation will permit the mobilization of
 
savings from the target group. Based on the lessons learned under this
 
Project, the BIP will expand this program to other branches throughout the
 
country.
 

The Project is designed to have an immediate impact on the
 
demand for labor in pueblos jovenes, and to institutionalize, at the branch
 
and central BIP levels, a sustainable program of credit and technical
 
assistance for SSEs in these areas. The Project will also have a positive
 
demonstration effect in several policy-related areas, and will be important
 

in promoting policy changes within the BIP, which will strengthen the
 
long-term financial viability of the institution.
 

E. Relationship to USAID Program
 

1. Relationship to CDSS Strategy
 

The Project complements the Mission's urban development
 
strategy as presented in FY 82 and FY 83 CDSSs. These documents discuss,
 
among other things, the severe conditions of urban poverty and outline the
 
Mission's response through the provision of food aid under the Title II
 
program and basic social services and infrastructure through the provision
 
of development assistance funds and the HG program.
 

During the last eighteen months, the GOP has undertaken
 

an array of bold policy initiatives to implement their market-oriented
 
approach to economic growth and development. These provide an ideal setting
 
to carry out a development assistance program; particularly the newer themes
 
in U.S. development assistance. The GOP has established a clear and
 
paramount role for the private sector. It has decreased import duties,
 
reduced subsidies and controls, and in general has been actively shaping a
 
competitive framework which will allow entrepreneurs to move dynamically
 
into their role as the major participants in the development process.
 

Nevertheless, much remains to be done. As highlighted in
 

our FY 84 CDSS, the Mission's development assistance resources will be
 
specifically targeted to projects and areas in which we can influence
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significant policy changes and innovations. In some policy areas, USAID
 
projects will guide the GOP on to what we consider the right policy track.
 
In others, the USAID will assist the GOP in filling the gap between its
 
policy initiatives and its ability to implement them. Under the proposed
 
Project, AID will support GOP policy changes which seek to deliver needed
 
credit to small-scale enterprises, and strengthen the financial base of a
 
public institution through a market approach to meeting the needs of the
 
poor. This latter objective will be achieved by mobilizing savings,
 
implementing the indexation of loans, and establishing positive rates of
 
interest for lending:
 

The Mission will also support development areas of
 
priority GOP concern. The creation of productive employment opportunities
 
has been cited by President Belaunde as one of the principal economic
 
objectives of the GOP; in this regard, the institutionalization of a viable
 
lending program to SSEs--and the immediate and potential employment effects
 
that the program will generate--is in line with GOP and USAID objectives.
 

Agricultural development and sierra and high jungle
 
economic development will continue to be an important focus on the Mission's
 
development strategy. However, as a matter of policy and strategy, the
 
Mission will support projects in all areas that have a significant impact on
 
the poor, and which are consistent with broader Agency and Mission program
 
objectives. The proposed Project will enable the USAID to direct further
 
attention to a growing portion of Peru's poor--the residents of its
 
sprawling pueblos jovenes.
 

2. Relationship to Other USAID Projects
 

As noted above, the Mission has successfully implemented,
 
through two earlier loans, a rural small enterprise development program.
 
Experience gained in these two projects has been instrumental in the design
 
of the proposed Project and will be important in the implementation of
 
Project activities. Other Mission projects have also provided useful
 
guidance for design of this Project's components as well as benefit from
 
this project's implementation activities. For example, lessons learned from
 
the savings mobilization program with BANCOOP (527-0237) will be important
 
in assisting the BIP to implement its own savings mobilization programs.
 
The proposed Project will also draw upon the experiences of the Rural
 
Agribusiness Rediscount Fund project (527-0159), implemented through the
 
Central Bank of Peru. In turn, Mission projects for which medium- and
 
long-term credit is an important component and/or the lack of such credit is
 
a serious development constraint will benefit from lessons learned under
 
this Project.
 

In recent years, the Mission has complemented its urban
 
infrastructure and food aid programs with several OPGs which provide
 
vocational training to the poor, particularly women. These include Fe y
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Alegria Vocational Training (527-0234); Hipolito Unanue Family Planning
 
(527-0245); and Obras de Bien Comun, Community Centers in the pueblos
 
jovenes (527-0249). These identify and develop a base of potential
 
entrepreneurs who could benefit from a program of expanded credit to SSEs as
 
proposed under this Project. Lack of seed capital and working capital has
 
in fact been cited as a major constraint by several of these groups who wish
 
to organize small-scale enterprises.
 

F. Other Donors
 

Due to the supportive policy environment fostered by the GOP
 

and the attractive attributes of SSEs in general, an interest in small- and
 
medium-scale enterprise development has been revived among the international
 
donor community. Other donors, notably the IDB and World Bank (IBRD) have
 
been active in small- and medium-scale industrial lending programs to Peru.
 
The Inter-American Foundation and the Governments of Holland and West
 
Germany have also provided technical assistance to SSEs in recent years.
 

The Mission's rural enterprises projects resulted in a number
 
of significant policy and operational initiatives subsequently supported by
 
other donors such as the IDB. These include decentralization and increased
 
autonomy to branch offices, grer.ter outreach in lending operations both in
 
geographic terms and with rega':d to clientele profile, increased technical
 
assistance support to sub-borrowers, and a significant shift in the BIP's
 
portfolio away from the predominance of large industrial clients to SSEs.
 
These are discussed in greater detail in the evaluation report of the rural
 
enterprise projects. The proposed Project, as discussed earlier, will
 
continue to support important new policy initiatives such as indexation or
 
other comparable positive interest rate systems. While this strategy is
 
directly in line with current IBRD objectives, the IDB continues to favor
 
subsidized interest rates in many of their projects. All donors, however,
 
have indicated support for the Mission's savings mobilization initiative
 
with the BIP, as well as the move to expand lending activities to the
 
pueblos jovenes.
 

The Mission's rural SSE projects have complemented the
 
efforts by the BID and IBRD by targeting sub-loans to considerably
 
smaller-scale enterprises, and by lending to activities such as commerce,
 
service, tourism, and agricultural enterprises which have not been included
 
in the other donor's projects. Duplication of efforts has also been avoided
 
by differences in several structural design features such as limited local
 
cost financing under the IDB program, and the size of sub-loans, with the
 
USAID program targeting sub-loans to considerably smaller-scale enterprises
 
than the other donors. The UEF created under the Project will make maximum
 
loans without prior AID approval of $60,000 with an average loan size of
 
approximately $5,300. In comparison, maximum loan size under the IBRD SSE
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project is 4180,000. The IDB has set a maximum limit of $1.5 million.!/ 
These limits for sub-loans, including those under the USAID Project, refer
 
to amounts for which donor approval is not required but are not strict
 
lending limits for the credit institutions. Past experience shows that the
 
loans from the international finance institutions tend to be greater than
 
their upper limits, thereby requiring IDB or IBRD approval. Under the
 
IBRD's Industrial Credit Loan, 15 out of 62 sub-projects exceeded the limit
 
and accounted for 57% of total IBRD project funds. In contrast, no loans
 
under the Rural Enterprises I and I projects approached the $60,000 AID
 
limit. Another indication of the larger scale of enterprzoes that these
 
IBRD and IDB projects will suppurt is related to borrower eligibility. For
 
example, the IBRD SSE loan served firms with up to $750,000 in annual sales
 
and with fixed assets, exluding land, of up to $300,000. Under the IDB
 
small- and medium-scale enterprise project, the limit is set at $5.0 million
 
in sales and $2.4 million in fixed assets. Furthermore, 90% of IDB funds
 
will be used to finance foreign exchange costs. In contrast, AID project
 
beneficiaries will normally not be in a position to import, nor will many of
 
the SSE sub-projects require directly imported goods. Although the IDB is
 
currently developinga loan to the BIP to finance small and medium-sized
 
enterprises, the Project is a continuation of their ongoing program under
 
which the majority of sub-loans exceed $200,000 and rarely if ever fall
 
below $60,000. In addition, IDB assistance tends to be directed at the
 
commercial mining and fishing The
sectors. IDB also has sma all grant 
program to ESAN under which this graduate business school provides 
assistance to artisans regarding export operations. 

Another important distinction between the various donor SSE
 
projects is the institutional arrangements through which they will be
 
implemented and the implication of these arrangements. The most recent IBRD
 
SSE loan will be made to The Central Bank but discounted through the
 
Corporacion Financera de Desarrollo (COFIDE) which will rediscount project
 
sub-loans retailed by financial intermediaries and commercial and regional
 
banks participating in the program. 1/ A major strategy objective in
 
using this arrangement is to upgrade COFIDE's technical skills as a
 
wholesaler of GOP and international donors' funds to financial
 
intermediaries, and to actively upgrade its ability to lend to the SSE
 
sector. The Bank's program will expand credit to SSEs through Peru's
 
priVate and public sector institutions with the exception of the BIP. Given
 
the risk-minimizing nature of commercial banks and financial intermediaries,
 
it can be assumed that the more managerially "solid" larger SSEs will be the
 
major beneficiaries of the IBRD program.
 

l/ A second Industrial Credit Project by the IBRD for public, private and
 
mixed enterprises will have a limit of $5.0 million.
 

2/ The Second Industrial Credit Project of the IBRD will also be
 
implemented through COFIDE.
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In contrast, the AID Project will finance the smaller SSE that
 
'does not qualify for credit through intermediaries and commercial banks due
 
to collateral, debt/equity ratios, and other prerequisites required by
 
these institutions. Significantly, this Project will not place the BIP in a
 
position of competing with private sector financial institutions but rather,
 
by providing risk capital, will solidify the role of the BIP as a
 
development bank whose role is to nurture the creation of small-scale
 
enterprises in an economically sound way so that they eventually become
 
eligible for credit from the traditional and more numerous commercial
 
lending institutions. As the profitability of SSE lending is demonstrated
 
through this Project, and increased competition in the financial system
 
increases, the need for financial institutions to aggressively seek new
 
borrowers, these institutions will eventually "reach down" to the smaller
 
enterprises. It is anticipated that the BIP will continue to play a leading
 
role in the development of smaller SSEs.
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PART iII. DETAILED PROJECT DESCRIPTION
 

A. Introduction
 

The goal of this four-year Project is to generate employment 
and increase urban inccaes in Peru. The purpose of the Project is to
 
institutionalize, through new policy and operational initiatives, a
 
self-sustaining credit and technical assistance program for small urban
 
enterprises.
 

The BIP's Division of Finance will have direct responsibility
 
for Project implementation and will coordinate the activities to be carried
 
out by other participating divisions and branch offices within the BIP.
 
These divisions include: (a) the Small Enterpris Division, which provides
 
technical assistance, organizes training programs, and approves sub-project
 
lending in the Lima area; (b) the Branch Management Division, which
 
administers and oversees branch activities such as staffing and branch
 
authorization levels on loans, and (c) the Credit Division, which evaluates
 
specialized credits and credit policies. The regional branch offices will
 
play the major role in program promotion, sub-project analysis, approval and
 
monitoring, and provision of technical assistance. In light of the
 
increased autonomy recently delegated to the branch offices, it is estimated
 
that approximately 95% of all sub-loans under this Project will be approved
 
at the branch level. A more complete institutional analysis of the BIP's
 
operational structure can be found in Part IV, Section A.
 

The Project purpose will be achieved by strengthening the
 
long-term financial viability of the BIP and supporting a continued shift in
 
the BIP's principal lending focus from traditional large- and medium-scale
 
industry, to SSEs, particularly the smallest within the latter target
 
group. These objectives, in turn, will be attained through the following
 
Project outputs !/: (1) establishment of an Urban Small Enterprises
 
Development Fund within the BIP with indexation and fixed nominal interest
 
rate alternatives; (2) a mobilization of savings program in the Project
 
areas; (3) expansion of BIP coverage to pueblo joven areas presently not
 
serviced by the BIP; and (4) a technical assistance plan for BIP field level
 
staff and sub-borrowers.
 

This Project directly supports current GOP policy initiatives
 
aimed at strengthening the entire network of financial institutions. The
 
BIP through this Project, will become increasingly self-reliant and less
 
dependent for its survival on contributions from the Central Bank and the
 
international donor community.
 

1/ See Logical Framework, Annex I, Exhibit E.
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B. Project Activities
 

1. The Urban Enterprise Fund (UEF)
 

A $13.0 million UEF will be capitalized with an A.I.D.
 
contribution of $9.5 million and a GOP counterpart contribution of $3.5
 
million. A.I.D. will provide an additional $0.5 million in Project funds to
 
finance technical assistance to sub-borrowers and BIP personnel, and some
 
limited commodities for participating BIP offices. All sub-lending and
 
technical assistance activities will be carried out by the BIP through its
 
offices in the Lima area and its branches located in the four other target
 
cities, Ica, Chimbote, Trujillo, and Chiclayo. (See map of Project areas,
 
Annex II, Exhibit A.) Final selection of the cities to be included in the
 
Project will be made by the BIP with approval of the Mission prior to
 
initiation of lending activities.
 

a. Eligible Enterprises Classification
 

Existing or proposed enterprises eligible to receive
 
financing from the UEF will belong to one of the following basic sectors of
 
activity:
 

- cottage industries (including artisan)
 

- small-scale industry/manufacturing
 

- services/commerce
 

- small-scale agribusiness
 

These sectors, similar to those included in the Rural
 
Enterprise projects, represent the majority of SSE activities in coastal
 
cities. However, they are not exclusive. Other activities which merit
 
consideration will be analyzed by USAID and the BIP on a case-by-case basis,
 
as occurred under the rural projects.
 

b. Eligibility Criteria and Other Guidelines
 

In order to be considered for UEF financing, the
 
sub-borrowers will be required to meet the following criteria, which will be
 
checked by the branches as an integral part of the loan review process:
 

(i) financing: The enterprise is not eligible for
 
alternative financing from commercial banks.
 

(ii) location: Enterprises must be located within
 
legally recognized pueblos jovenes surrounding the cities previously
 
selected. All sub-projects will be located within pueblos jovenes and all
 
new jobs will be filled by pueblos jovenes residents. In addition not less
 
than 80% of all sub-borrowers will be pueblos jovenes residents.
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(iii) loan size: As under Rural Enterprises I and
 
II, the maximum loan size without prior AID approval will be the equivalent

of $60,000. Loans of higher amounts could be approved after consultation
 
with A.I.D., should the sub-project generate exceptional job-creation

opportunities. Since this is the first effort of its kind in urban areas,
 
the $60,000 loan limit will be reassessed after the first year of Project
 
implementation ad may be adjusted depending on the findings of this review.
 

(iv) employment generation: Although a maximum
 
loan/employment generation ratio will not be established under this Project,
 
a general guideline of $4,000 per job will be used, with appropriate

consideration being given to sub-projects with slightly higher 
ratios but
 
with other favorable attributes.
 

(v) economic benefits: Sub-projects will also be
 
evaluated 
according to their overall economic impact, with' particular

emphasis given to those SSEs with a high value-added component.
 

c. Operating Procedures
 

i) BIP interest rate structure: Presently, BIP's
 
nominal interest rate structure for SSEs is: A/ 38% for loans up to S/.3

million(05,555); 42 % for loans between S/.3 and S1.15 million (27,778);

and 49.5% of loans above S/.15 million. 1/ Through interest rate
 
discounting and other procedures, the effective rates of interest 
are
 
greater than the stated nominal rates resulting in a BIP lending rate in
 
excess of 50%.!/ This rate is in line with the projected annual rate of
 
inflation of 51% based on the previous six months experience. (August

1981-January 1982). It is also expected that the BIP's overall weighted

interest rate structure will be increased 
within the next six months,

although a decision has not been made with respect to the distribution of
 
this increase on different levels of sub-loans. These rates are far from
 
the highly subsidized rates of 18% and 22% under which the BIP operated
 
during the past few years.
 

l/ Does not include commission.
 
2/ All soles figures here are converted at the exchange rate of 41 - S/.540.

3/ The Bank's Board of directors has recently approved *a proposal whereby
 

interest is to be payable in advance on a quarterly basis thereby

increasing the actual rate approximately S% to the borrower and
 
simplifying collection procedur,.
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The BIP will offer two alternative interest rate structures to
 
sub-borrowers under the Project. The first will be a fixed rate. 2/
 
Currently, nominal rates in Peru are close to the forecasted inflation
 
rate. As explained above, however, a number of procedures and charges will 
increase this rate several percentage points to an effective interest / 
which will approximate the. inflation rate, thereby assuring that 
decapitalization of the UEF does not take place.1/ Initially the 
effective rate will be based on the official inflation forecast for 1982,
 
calculated by the Central Bank at approximately 50 percent. After Project
 
implementation begins, the effective interest rate for new loans will be
 
adjusted every six months, based on the inflation rate of the previous six
 
month period. Using this procedure will allow the BIP staff to increase
 
interest rates if necessary without confronting the administrative and
 
political obstacles encountered in raising nominal rates. A.I.D. will
 
require periodic reports from the BIP on its interest rate structures.
 

The second interest rate structure available to
 
sub-borrowers under the Project will be based on the newly created
 
indexation system. A/ The,Central Bank initiated this program in response
 
to the limited availability of medium- and long-term credit in Peru in
 
recent years. Most financial institutions, fearful of future inflation
 
rates, had already stopped making long-term loans, when in the mid 70's the
 
Government restricted all commercial bank loans to one-year terms because of
 
concern about management of the banking system during periods of high 
inflation. The commercial banking system thus moved from medium - and 
long-term lending to overdrafts, discount operations, and payment guarantees. 

1/ Although these rates are "fixed" it is common in Peru for interest rates
 
to change through government decree as occurred in January 1981. At that
 
time, borrowers who had taken out loans at low interest rate suddenly
 
found themselves paying considerably higher rates.
 

2/ Effective interest rates refer to the rate actually paid by a borrower,
 
whereas nominal rates refer to stated rates in a loan agreement.
 

3/ All charges and interest will be returned to the UEF with the exception
 
of commission and fees.
 

4/ The "Sistema de Reajuste de Prestamo," as the indexation system is
 
formally known in Peru, was recently unanimously passed by the Peruvian
 
Congress. Annex II Exhibit E presents the official GOP decree on
 
indexation. It is important to note that, under the indexation law, the
 
program can only be offered as a lending alternative.
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Financieras .1/filled part of the gap by providing medium-term loans, but
 
the high interest rates and repayment schedules reduced demand for such
 
loans. In addition, financieras generally lend to a very select clientele
 
able to meet rigorous guaranty requirements and make few loans of less than
 
USl0O,O00.
 

The decision to permit indexing is important to the
 
future viability of Peruvian lending institutions. The indexation system
 
could revitalize the moribund medium- and long-term financial markets in all
 
sectors of the economy from agriculture to housing to industry. The system
 
designed by the Central Reserve Bank and unique to Peru is an attractive
 
lending alternative for Banks and borrowers, for the following reasons:
 

-- The amount of principal to be repaid by the 
borrower is adjusted yearly to offset the marginal cost of resources, i.e., 
the interest rates paid to mobilize funds through savings. Thus, the bank 
can limit the decapitalization caused by making long-term loans at fixed 
rates, which are financed with short-term deposits whose interest cost to
 
the bank increases yearly with inflation. Indexation will reduce the
 
capital erosion that the financial system has been experiencing by
 
maintaining the value of the loan portfolio in real terms
 

-- The indexed system improves the borrower's cash 
flow by requiring lower payments during the first years than are required 
under the existing fixed-rate system. Higher payments will be made during 
the later years of the loan when the borrower should be in a better position 
to pay because his business is generatin- greater revenues. Another 
advantage for the borrower is that the lending institution will be willing 
to extend the loan over a longer period of time than under the fixed rate 
system, since the institution will receive substantially more principal in 
repayments as the principal amount is readjusted. Longer repayment periods 
will help to minimize the cash flow problems that higher payments in later 
years might otherwise cause. 

An indexed loan consists of two parts: (1) the
 
nominal fixed rate of interest (17%) applied to the principal, and (2) the
 
adjustment factor (currently 40%) which is determined by thi Central Reserve
 
Bank based on a formula which as described above, incorporates the interest
 
rates which must be paid to attract savings. i.e., the cost of mobilizing
 
resources.
 

The composition of Peru's index factor was
 
established after the Central Bank had examined indexation systems used in
 
other countries. An inflation-based factor was ruled out because it was
 
feared that such a system would "institutionalize" inflation by
 
increasing credit costs automatically as the price index increased, thereby
 

l/	Financieras, or finance corporations, act in many cases as the
 
medium-term lending arms of local banks, with which they are closely
 
associated. They are subject to fewer restrictions on reserve and
 
another requirements and interest rates than banks.
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contributing to even higher increases in prices. The Central Reserve Bank
 

believes that the system chosen, which is unique to Peru, is more equitable
 

since the index changes only when the bank's cost of capturing savings
 
increases. In addition, the Central Bank has expressed a commitment to keep
 
the index from exceeding increases in national wages and salaries, through
 
the incorporation of salary and' wage factors in the formula, although this
 
is not explicitly included in the law.
 

The nominal fixed interest rate is 17%, substantially
 

higher than the 6% usually used as the cost of borrowing funds in a zero
 

inflation economy. This rate was chosen to improve the cash flow of
 
financial institutions by generating additional resources to help offset
 
expected out-flows of interest earnings on savings. This cushion is
 
particularly important under this indexed system since. the financial
 
institution receives lower repayments during the initial years than under
 
the fixed rate system. Tables 2 and 3 illustrate cash flows for a
 

conventional and for an indexed loan with and without grace period.
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TABLE 2
 

Comparison of Cash Outlays 	under Indexation and Fixed Rates Options
 

Loan amount under
 
both systems: 1,000 units
 
Terms: 6 years
 
Interest rate: 	 Fixed nominal rate: 57%
 

Indexation: 40 index + 17% interest rate
 

Cash Outlays with indexation
 

Year End
 
Additional 2/ Total Principal
 

End of Year :.-Interest l/ Principal Paid Principal Payments Balance
 
1,000(loanj

1 - 170 200 400 370 1,200 
2 204 300 480 504 1,380 
3 235 450 552 685 1,482 
4 252 675 593 927 1,400 
5 238 1,013 560 1,251 947 
6 161 1,326 379 1,487 ---

TOTAL PAYMENTS: 5,224 units
 

Value of Payments: 1,152 	_3/
 

Cash Outlay under conventional'system
 
Year End
 

Additional Total Principal
 
End of Year Interest Principal Paid Principal Payments Balance
 

1 570 40 610 960
 
2 547 63 --- 610 897
 
3 .511 99 610 798
 
4 455 155 --- 610 643
 
5 367 243 --- 610 400
 
6 228 400 628 ---


TOTAL PAYMENTS: 3,950 units
 

Value of Payments: 1,113 3/
 

1/ 17% of Year-End Principal Balance. 
2/ Additional principal is based on 40 Z (the index factor) of the previous 

year's principal balance. For the purposes of this example, the index 
factor is fixed at 40% throughout the life of the loan. Realistically, 
it could vary over the life of the loan. 

3/ Discounted valued of units at the beginning of first year with 50 percent 
of inflation rate/year. 
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TABLE 3
 

Comparison of Outlays under Indexation and Fixed Rates Options
 

Loan amount under
 
both systems: 	 1,000 units
 
Terms: 	 6 years
 
Interest rate: 	 Fixed nominal rate 57%
 

Indexation 40 index + 17% interest rate
 

Outlays with indexation 	and two-year grace period for principal
 

Principal Additional Total Year End 

End-of Year Interest - paid Princigal-/ Payments Principal Balance 
1,000 (loan) 

1 170 0 400 170 1,400 
2 238 0 560 238 1,960 
3 333 600. 784 933 2,144 
4 364 900 858 1,264 2,102 
5 357 1,350 841 1,707 1,593 
6 271 2,230 637 2,501 ---

TOTAL PAYMENTS: 6,879 units 

Value of*Payments: 1,191 ./ 

Outlays under conventional system and two-year grace period for principal
 

Additional Total Year End
 
End of Year Interest Principal paid Principal Payments Principal Balance
 

1 570 0 --- 570 1,000 
2 570 0 --- 570 1,000 
3 570 112 --- 682 888 

4 506 176 --- 682 712 
5 406 276 --- 682 436 
6 248 436 --- 684 

TOTAL PAYMENTS: 	 3,870 units
 

Value of Payments: 	 1,120 ./
 

Note: Footnotes of Table 2 apply to this table as well.
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As shown in the previous tables, the borrower under
 
the indexation alternative must repay more over the life of the loan.
 
However, discounting these amounts result in an insignificant difference in
 
real payments under the two systems. Under the undexed system, the borrower
 
has much lower repayments during the first two years, when his revenues are
 
lowest and his ability to make loan repayments weakest. This liquidity
 
schedule, tailored to the borrower's advantage, is one of the most favorable
 
aspects of the system and, logically, one of the aspects being highlighted

by banks and financieras promoting the indexation alternative. The lender,
 
in return, recovers the value of the loan through higher payments in later
 
years. ./ 

The indexation alternative is particularly important
 
to promote medium- and long-term credit in an inflationary economy in which
 
positive interest rates are charged. Because cash flow problems result from
 
having to pay back an amount equivalent to over one half of any amount
 
borrowed in a year (61% in the example above), borrowers are unable to
 
financially manage such a loan when any delay in producing large profits is
 
anticipated.
 

Both the BIP and USAID agree that the adoption of
 
indexation on medium- and long-term loans under the Project is desirable,
 
and the BIP will aggressively promote the system as a lending option. Since
 
the borrower's option is between a positive rate with high repayment
 
schedules in the first two years, and indexed loans, indexation should be
 
viewed as an attractive alternative by most SSE borrowers.
 

Technical assistance to train BIP central and branch
 
staff in the mechanism of the indexed system as well as an intensive
 
promotional and educational campaign directed at sub-borrowers will be
 
financed under the Project to help assist in the implementation of this
 
innovative program. There are, of course, a number of unknowns regarding
 
the indexation program. Indexation, although a financially sound concept,
 
is new in Peru; because the particular plan proposed by the Central Reserve
 
Bank is unique, one cannot predict with certainty how well it will work.
 
The GOP believes, and the Mission agrees, that with adequate promotion and
 
education campaigns it will be widely accepted as a preferably system to
 
high fixed rates.
 

In countries where indexation has been implemented,
 
the program has occasionally met opposition from those groups that have
 
traditionally benefitted from subsidized credit program (often not the
 
poor). Success of the program will ultimately depend on how committed the
 
GOP is to revitalizing medium- and long-term lending and the financial
 
system in general. Based on experience to date, we believe this commitment
 
is firm and will support it through this Project.
 

l/ The discounted value of those repayments is, of course, much lower in the
 
first example, with an inflation rate of 50% per year, the 1,487 unit
 
payment at the end of the sixth year is worth only 131 units (value at
 
the beginning of the loan period). Even in discounted units, however,
 
the lender faces slightly better under the indexed system.
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The BIP is committed to maintaining the value of its
 
lending capital through the lending policies discussed above. The bank will
 
finance the administrative costs of lending to SSEs, particularly the
 
smallest, can be financed with the revenues generated by its lending
 
operations to medium- and large-scale industry. The BIP considers some form
 
of interest rate incentive -- even if minimal -- important to the BIP and 
GOP strategy of fomenting SSEs and promoting indexation. In addition, other,
 
variables, including higher Central Bank lending charges to the BIP and a
 
maintenance-of-value clause for Project funds, will ensure that the BIP be
 
held accountable for any lending incentives given to SSEs.
 

(ii) sub-loan terms: Maximum terms available will be ten
 
years. As in other BIP lending programs, however, sub-loans will generally
 
not exceed six years under the fixed rate alternative, but can be expected
 
to be longer when indexation is selected as the repayment methods. Because
 
of its interest in promoting indexation, the BIP will offer longer repayment
 
periods to sub-borrowers than are available under the fixed-rate system.
 
Grace periods for repayment of principal of two years will be authorized.
 
Medium-term lending, in particular for the purchase of machinery and
 
equipment, will constitute the bulk of the UEF lending program. Working
 
capital loans, exclusive of capital purchases, may be made available for
 
industrial sub-projects only in exceptional circumstances. For example,
 
businesses requiring working capital to expand the production of previously
 
purchased idle machinery would qualify for a loan. Determination of the
 
necessary level of working capital will be part of each sub-project's
 
appraisal. In such cases, terms will not exceed one year compared to the
 
usual three years under current BIP policies.
 

(iii) collateral: Loans for the purchase of equipment
 
and machinery will be covered by liens on the equipment or machinery. The
 
actual filing of these liens if fairly simple and is performed by the
 
sub-borrower prior to disbursement. In other cases, deeds on real estate
 
or other property may be required from the sub-borrower. Alternatively, UEF
 
sub-loans may be covered by guarantees from the Fondo de Garantia para
 
Prestamos a la Peguena Industria (FOGAPI) a public fund set up in 1978 as a
 
cooperative venture between the Government of West Germany, COFIDE, and the
 
BIP and two national small enterprise associations. These loan guarantees
 
have replaced those previously extended by the Banco de la Nacion and carry
 
a commission of 2% per year. As for artisan projects, the new Artisan Law
 
to be issued shortly will include an Artisan Guarantee Fund (Fondo de
 
Garantia Artesanal) which could also be used to guarantee loans made under
 
this Project. In addition, cosigners may guarantee sub-loans.
 

UEF loans will be made available for up to 90% of
 
collateral compared to 60% to 70% under usual BIP guidelines, thereby
 
requiring a 10% minimum contribution from the entrepreneur. This liberal
 
collateral policy is considered essential since the amount of capital
 
available to this Project's target population for collateral has been
 
extremely limited.
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U(iv) leverage: The debt-to-equity ratio of 60/40

(leverage of 1.5), considered acceptable by the Peruvian banking system and
 
rarely relaxed, has proven prohibitive in making credit accessible to the
 
majority of SSEs. Based on the successful experiences under the rural
 
enterprise projects, the BIP will not apply a rigid debt/equity ratio to
 
loans made from the UEF, and will allow the ratio to reach 90/10 in cases
 
where the sub-project appears feasible but the sub-borrower is not in a
 
position to contribute a large initial share of the capital.
 

(v) loan application: The application is filled out by
 
the applicant and the BIP loan officer. The application is designed as a
 
technical assistance tool to assist the borrower in presenting a financially
 
feasible sub-project. Separate application forms are presently used by the
 
BIP for SSEs and for artisans. These forms (five and three pages in lenght,

respectively) have proven fairly cumbersome due to the lack of typing
 
services at branch levels. The BIP's Small Enterprise Division is presently

testing a new form, to be used under this Project, which will be filled out
 
by hand.
 

(vi) loan review, approval and processing: BIP
 
personnel, who have considerable technical expertise and experience with
 
small enterprise lending, will analyze all sub-projects throroughly to
 
ensure their financial and technical soundness as well as each applicant's

credit-worthiness. BIP personnel will assist applicants in meeting legal

requirements such as helping to obtain municipal permits, etc. In addition,
 
all proposed sub-loans will be reviewed to ascertain whether all appropriate
 
eligibility criteria, as previously outlined, are met. In 1981, the BIP
 
instituted a new decentralized system for sub-loan approval which operates
 
as follows:
 

-- Loans up to a certain level can be approved by the 
branch administrator. This level is determined on a branch-by-branch basis 
by the BIP's central branch level Management Division according to each 
branch administrator's technical expertise and experience. 

-- Loans larger than this level are reviewed by the 
branch's Internal Credit Committee consisting of the branch administrator, 
the credit officer, the legal officer, and the operations manager. 

- Still larger credit requests go to the decentralized 
credit committee, still at branch level, consisting of the Internal Credit
 
Committee plus two local non-BIP employees (economists, professors,

President of the Local Chamber of Commerce, etc.).
 

-- A fourth level loan approval requires a review by the 
Regional Chief who visits each branch twice every three months and can be 
contacted by telex for approval. 
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-- Beyond, this thelevel, sub-loan goes before the
manager of the Branch Management Division, and 
the Board of Directors, all
at the central level. -Recource to 
these last three levels is quite unlikely

for approval:of loans financed by the UEF under this Project.
 

The loan approval .levels 
 at the various branches
 
participating in this Project are as follows: j/ 

TABLE 4
 

Sub-loan Approval Levels
 
(as of December 1981)
 

($ equivalent)
 

Chiclayo Truiillo 
 Chimbote 
 Ica
 

1. Branch Administrator $4,000 $6,000 
 $6,000 $2,000
2. Internal Credit 
 20,000 20,000 16,000 6,000
 
Committee
 

3. Decentralized Credit 
 30,000 30,000 
 24,000 10,000
 
Committee
 

4. Regional Chief 
 ----------- 40,000----------------
5. Manager of Branch
 

Management Division 
 ------- 55,000-------------
6. Credit Division 
 216,000
7. Board of Directors 
 Above 216,000...................
 

It is estimated that 
95% of the UEF loans will be

approved locally (levels 1, 2 and 3).
 

(vii) supervision: Loan will
officers maintain
regular contact with sub-borrowers in order manage
to the loan portfolio,
identify problems as follow
they arise, up on delinquent accounts, and
handle technical assistance referrals 
on a timely basis. Maintaining such
contact should prove relatively easy under this Project as 
the BIP branches
 are situated in close vicinity of 
the pueblos Jovenes. Each branch office
will be responsible for supervision activities within its regions. 2 /Such activities vary from sub-borrower to sub-borrower and tend moreto be
intensive during the early stages of sub-loan implementation. After a given
 

l/ The BIP's Small Enterprise Division 
in Lima will be responsible for
approving all sub-loans 
in the Lima area until the two new branches
the north and the south cones of the city are established 
in
 

and staffed,

and branch approval authority levels are determined.


2/ In Lima, the Small Enterprise Division at the Central 
Office will
 
initially supervise sub-loans directly.
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enterprise has been successfully operating for a year, it normally requires
 
little ongoing supervision. At the BIP central office, the UEF coordinator,
 
who'will report directly to the manager of the finance Division, will handle
 
overall Project supervision and prepare regular status reports for USAID.
 
USAID will, in turn, perform random portfolio audits concerning, among other
 
things, the enforcement of the eligibility criteria, how indexation is being
 
promoted by the BIP, and difficulties encountered by sub-borrowers in
 
presenting loan applicAtions to the BIP.
 

(viii) credit manual: The operational procedures
 
governing use of the UEF funds, will be outlined in a credit manual to be
 
distributed to all BIP personnel involved in Project implementation.
 
Development of this manual will be a condition precedent to disbursement of
 
Project funds.
 

2. Savings Aobilization
 

In an environment of increasing competition for dwindling
 
contributions from the Central Bank and external donors,in July 1981 the BIP
 
initiated, a savings mobilization campaign to generate resources. To date,
 
the BIP has limited this campaign to the promotion of time deposits of one
 
year or more. Since convenience is a determining factor in a saver's
 
selection of a place to deposit small amounts of money accessible to
 
withdraw as needed, and since the BIP does not have branch offices scattered
 
throughout Lima and other cities, it seemed reasonable to promote only
 
long-term deposits (one year and longer). The BIP offers the highest rates
 
permitted by law of 55% per year, and has attracted sizeable death benefits
 
and pension fund monies from other government institutions as well as from
 
individual depositors. l/
 

During the first year of Project implementation, the BIP will
 
open two new branches in the northern and southern sections of Lima, located
 
close to pueblos jovenes. The offices will be staffed by,<a ciore of existing
 
BIP professional branch personnel. Vehicle support axid"other resources
 
necesarry to undertake savings mobilization campaigns and loan supervision
 
will also be provided. Passbook savings will be offered in these offices
 
for the first time on a pilot basis and will probably also be offered in the
 
main office in Lima and in the Callao branch office as well. The new
 
offices will also serve as contact points for pueblo joven residents in the
 
Lima area who are interested in obtaining loans for SSE projects.
 

1/: For the BIP, all savings mobilized are important to expanding its lending
 
resources. However, pension funds and other types of large deposits
 
generally do not represent "new" savings to the entire system since they
 
most likely represent deposits transferred from other institutions.
 
Savings mobilized from low-income individual depositors, however, are
 
likely to be "untapped" savings, particularly in pueblos jovenes areas.
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Both the establishment of two new offices and the introduction of
 
passbook savings will facilitate mobilization of new savings from the target
 
group and strengthen the financial capacity of the BIP as a lending
 
institution. It is expected that once the savings mobilization program is
 
expanded, nationwide existing BIP branches in other cities will be able to
 
easily promote passbook savings within their communities due to the
 
proximily of these branches to the pueblos jovenes areas. The BIP has also
 
expressed its willingness to experiment with more innovative promotional
 
efforts to the extent permitted by Peruvian law. For example, if the
 
current law is changed to permit the offer of direct premiums and incentives
 
other than interest, the BIP is willing to do so. !/ At any rate, savings
 
mobilization campaigns will be carried out through promoters and advertising
 
through flyers and posters in the pueblos jovenes. Technical assistance
 
will be offered under this Project to assist in the design of the savings
 
campaign.
 

3. Technical Assistance Program
 

Technical assistance (TA) is crucial to Project
 
implementation since the Project will be carried out in urban branches of
 
the BIP which have relatively little experience in lending to smaller SSEs,
 
and will be directed at small entrepreneurs with limited administrative
 
skills. Project supported technical assistance will be provided to; (1)
 
upgrade the BIP's capacity to carry out lending programs to SSEs; (2)
 
institutionalize a system of technical assistance (including administrative,
 
financial, and production-oriented assistance) to the sub-borrower; (3) 
effectively and aggressively implement policy initiatives such as the 
indexation program; and (4) mobilize savings. 

a. Institutional Level
 

BIP operational staff at the branch level will
 
receive training in lending to SSEs and in carrying out innovative lending
 
policies being promoted by the GOP and supported under this Project. The
 

1/	The very successful A.I.D. savings mobilization program with BANCOOP used
 
a number of incentives which are not presently allowed for the BIP since
 
BANCOOP, as a cooperative institution, was not under the jurisdiction of
 
the national Banking Law. With changes in the Banking Law, however, the
 
experiences and lessons learned from the BANCOOP program could be
 
implemented through the BIP. Changes to the Banking Law are presently
 
under consideration.
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training will complement and go beyond efforts begun through the provision

of TA under the Rural Enterprises II Project. (Annex II, Exhibit F, details
 
the BIP's use of technical assistance funds from the earlier projects.)

Courses, some to be presented by BIP staff, will be held for target area
 
branch managers, loan officers, lawyers, and other technical personnel.
 
Fifty individuals at a cost of $400 per participant will be trained. Based
 
on the effectiveness of third-country training under the earlier project,

A.I.D. will continue to co-finance with the Association of Latin American
 
Development Banks (ALIDE) the costs of sending BIP staff for short-term
 
training in Spain, Mexico and other countries with successful SSE
 
programs. Approximately ten trips costing t2,500 per trip are planned.

Technical assistance activities for personnel will be coordinated with and
 
complemented by the Bank's Personnel Training Office, and its capacity to
 
provide assistance to BIP branch staff on a continuing basis will be
 
strengthened.
 

Short-term TA (approximately one month) will be provided
 
by AID at a cost of approximately $10,000 to assist the BIP in initiating a
 
savings mobilization campaign based on passbook savings. Six weeks of
 
short-term TA at a cost of approximately $15,000 will also be provided to
 
assist the BIP in carrying out the technical assistance program at the
 
branch level. Finally $5,000 will be provided to procure local TA designed
 
to assist the BIP with its indexation program. This TA will be complemented
 
by Central Bank experts to be provided to the BIP on a short-term basis to
 
assist them in the implementation of the indexation system
 

b. Enterprise Level
 

To carry out technical assistance programs at the
 
enterprise level (beyond TA for loan processing), the BIP has successfully
 
used its own internal capabilities and the relatively large number of
 
agencies, institutions, and public consultancies in Peru which offer a wide
 
range of services to SSEs. These include:
 

i) The GOP's National Industrial Training service 
which runs vocational and management training and advisory programs with 
assistance from the German and Dutch Governments;
 

(ii) the GOP's National Industrial Technological
 
Research and Standards Institute which provides technical information to
 
SSEs, mostly on production and quality control problems;
 

(iii) the Pacific University which is setting up a
 
management training institute, which is planning to set up a training
 
program and advisory services for SSE owners/managers.
 

(iv) the Superior School of Business Administration,
 
a management training institute, which is planning to set up a training
 
program and advisory services for SSE owners/managers.
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In the past, courses for sub-borrowers in administrative
 
and vocational areas have been organized by the BIP using these sources. In
 
many branch offices, these external resources and the BIP's internal
 
capacity are used quite effectively. However, as discussed in the recent
 
rural enterprises evaluation, the quality of technical assistance, content,
 
and delivery capability appears to vary considerably. In part, this is due
 
to differences in the technical capability of staff at the branch level, the
 
lack of clear information on technical assistance needs of sub-borrowers,
 
unfamiliarity with external resources in some branches, and the lack of a
 
comprenhensive approach to technical assistance for SSEs within the BIP.
 
The Project will address these issues by providing resources to analyze
 
these needs and to design a technically viable and cost-effective program of
 
comprehensive technical assistance to the sub-borrower.
 

As a condition precedent to initial disbursement of loan
 
funds, the BIP will present to USAID an operational plan for the use of TA
 
funds. This plan will include a thorough analysis of the BIP's current
 
assistance programs to sub-borrowers, identification of sub-borrower
 
technical assistance needs, and a breakdown of proposed course content in
 
areas, such as vocational training, administrative management, and financial
 
assistance for sub-borrowers. As mentioned earlier, technical assistance
 
funds will be provided to contract short-term assistance to help the BIP 
implement this activity. 

Assistance will be provided to the sub-borrowers 
individually or in groups by BIP staff as well as by the numerous external
 
resources cited earlier. As part of the loan approval process, loan
 
officers will identify borrowers who require training in specific areas. If
 
technical assistance is crucial to sub-project success, training will be
 
made a prerequisite to loan approval. In those cases, part of the cost of
 
this training will be added to the sub-borrower loan amount. By having the
 
sub-borrower pay for at least part of their training costs, it is expected
 
that scarce training resources will better allocated (people will only
 
attend training when they really feel the need) and the financial capacity
 
of the BIP to provide this service will be improved.
 

The exact make-up of courses and assistance to
 
sub-borrowers, will be determined by the operational plan that will be
 
presented by the BIP. However, it is expected that the bulk of the TA for
 
the sub-borrowers will be provided through short-term courses of
 
approximately ten days on technical, administrative, and f-inancial aspects
 
of enterprise management. During the four-year Project implementation
 
period, approximately 12 courses will be held in each of the participating
 
cities for a total of 60 courses. Courses will cost an average of $100 per
 
participant or a total of $210,000. 1/ They will be administered for the
 
most part through contracts with outside services, such as the Servicio
 
Nacional de Adiestramiento en Trabajo Industrial (SENATI), and will be
 

1/ Estimating approximately 35 people/course, some 2,100 people will
 
participate in courses.
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complemented by the BIP Training Division activities. The remaining
 
US$80,000 for sub-borrower TA will be used for individual skill upgrading in
 
areas such as the use and maintenance of machinery, marketing techniques,
 
etc. Discussions with BIP staff and the rural Enterprise evaluation team
 
indicated that approximately 40% of the estimated sub-borrowers under the
 
Project (1,000 people) may need complementary individual TA at. a cost of
 
US$80 per sub-borrower. This technical assistance activity will be
 
completed by supplier-provided assistance and maintenance, common in sales
 
agreements for machinery
 

As in the previous projects, an important component of
 
technical assistance at the enterprise level will be that provided during
 
the loan approval stage. As part of the approval process, the branch loan
 
office will prepare, in conjunction with the sub-borrower, a sub-project
 
feasibility study including a review of the financial, economic, and
 
marketing aspects of the sub-project. Along with the more routine functions
 
of the loan process (definition and establishment of collateral, provision
 
of information on administrative steps required), sub-project specific
 
technical assistance will serve to orient the sub-borrower in the earliest
 
phase of his new business undertaking.
 

C Project Inputs.
 

A.I.D.'s $10.0 million loan will contribute toward
 
capitalization of the UEF as well as finance commodities, local' and
 
international training for BIP personnel and sub-borrowers, evaluation cost,
 
and short term technical assistance to the BIP. The GOP will provide $3.5
 
million in counterpart toward the capitalization of the Fund.
 

The following inputs will be provided:
 

Commodities
 

- 6 vehicles $90,00 
- spare parts 10,000 
- office equipment for two branches 10,000 
in the pueblos jovenes of Lima 

Sub-total 110,000.
 

Training
 

- Local training seminars for UEF branch 
office administrators and loan officers 20,000 

-Short-term international training for
 
branch staff 25,000
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-Training courses to sub-borrowers,
 

approximately 60 courses with 35 people
 
each at a cost of $100 per participant 210,000
 

-Industrial training to 1,000 sub
borrowers at a cost of $80 per sub
borrower 80,000
 

Sub-Total 335,000 

Evaluations
 

- Two major Project evaluations 25,000
 
Short-term Local and International
 
Technical Assistance
 

Assistance with implementing, technical
 
assistance program 15,000
 

-Assistance with savings.mobilization
 
campaign 10,000
 

-Assistance with indexation-program
 
(local) 5,000
 

Sub-Total 30,000
 

TOTAL $500,000
 

TABLE 5
 
Summar~y Input Costs
 

(US$O00)
 

Item A.I.D. GOP TOTAL 

Urban Credit Fund 
Technical Assistance and Training 
- Training for BIP Staff 
- Training for sub-borrowers 
- Evaluations 
- Short-term T.A. 
Commodities 

9,500 
390 
(45) 

(290) 
(25) 
(30) 
i0 

3,500 
-

--

13,000 
390 

110 
TOTAL 10,000(74%) 3,500(26%) 13,500 (100%)
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i PART IV PROJECT ANALYSIS 

A. Institutional Analysis
 

1. Peruvian Financial System Overview 1/
 

a.The Peruvian financial system is dominated by the banking
 
system which has historically held approximately 88% of the country's total
 
financial assets. The banking system comprises the Central Bank; Banco de
 
la Nacion; five specialized development banks, including the BIP; and 21
 
commercial banks, including eleven non-specialized commercial banks, six
 
regional commercial banks, three construction banks, and one savings bank.
 
The non-banking financial institutions include the GOP's development finance
 
institution (COFIDE), finance companies or financieras, 16 savings and loan
 
associations, 22 insurance companies, and over 500 small savings
 
cooperatives and credit unions. During the early 1970's, the GOP took
 
several steps to tighten its control over Peru's financial system. These
 
measures included the establishment of a Council for Monetary Policy, the
 
creation of COFIDE, the expansion of public sector development banks, the
 
nationalization of three commercial banks, and the channeling of commercial
 
bank credit in support of government priorities. In 1978, due to worsening
 
economic conditions and severe credit shortages in the system, tight public
 
sector control began to give way. This reversal process has been
 
accelerated under the Belaunde administration by returning the
 
responsibility for monetary policy to the Central Bank and by freeing
 
commercial banks from compliance with GOP guidelines on credit allocation.
 
Furthermore, a new banking law, the first since 1933, is presently under
 
discussion and, if adopted, will further open up financial markets by
 
removing legislation restricting the licensing of new banks and by
 
encouraging foreign banks to enter local markets. Although these policy
 
changes will have a liberalizing effect on Peru's financial system, the GOP
 
will continue to influence financial policies and regulations through the
 
Central Bank and public sector financial institutions which presently hold
 
approximately 80% of the system's total financial assets.
 

b.Due to the economic crisis of the past years and the
 
limiting legal and institutional environmental of the 1970's in. which
 
commercial banks were operating, the volume of commercial bank lending has
 
decreased in real terms since 1975. For example, until recently, commercial
 
banks were limited to lending at a maximum term of one year. To overcome
 
this policy constraint, many banks created finance companies or financieras
 
to extend medium-term loans. The banks, in turn, have concentrated in
 
short-term lending of which approximately 50% of their credits are extended
 
to the industrial sector, mostly for large loans. With passage of the new
 
banking law, commercial banks could find themselves exposed to increased
 
competition from domestic as well as foreign banks. Lower reserve
 
requirements, also proposed under the law, should also increase competition,
 
resulting in a more aggressive lending program.
 

1/ See also Section II C.2
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To finance selected economic development activities, the
 
GOP created four sector specific development banks in industry, agriculture,
 
mining, and housing. To date, these development banks have almost
 
exclusively relied on resource transfers from the Central Bank and foreign
 
donors to capitalize their lending programs. Under the current situation of
 
decreasing concessionary resources, certain of some of these banks are
 
beginning to implement self-capitalizing operations such as positive
 
interest rate lending and savings mobilization campaigns. This Project's
 
implementing institution, the Banco Industrial del Peru (BIP), has taken the
 
lead in this regard.
 

The GOP also established COFIDE with a broad mandate of
 
financing economic activities across sectors. In 1980, 50% of the loans 
outstanding and 56% of the guaranties issued by COFIDE were to state 
enterprises. As part of th. current reorganization of public financial 
institutions and policy shifts under the present administration, however,
 
COFIDE will divest itself of its investments in nationalized companies, and
 
will expand its lending to the private sector. COFIDE is becoming the major
 
%'holesaler of Government funds to the productive sector as well as the major
 
recipient of loans negotiated by the GOP with international institutions.
 
As a result, COFIDE is beginning to channel substantial foreign resources to
 
other financial institutions such as commercial banks.
 

2. The Banco Industrial del Peru (BIP)
 

a. Rationale for BIP Selection
 

The BIP was established in 1933 as a public sector
 
lending institution with administrative and operational autonomy, financed
 
primarily by loans and lines of credit from international institutions and
 
foreign governments as well as capital transfers from the Central Reserve
 
Bank. According to its statutes, the fundamental purpose of the BIP is to
 
promote and finance industrial development. Specifically, the BIP is
 
charged with the organization of small industry by individual entrepreneur3,
 
cooperatives, and other associative firms. It is the major source of
 
medium- and long-term credit for the Peruvian private sector, and has a
 
network of 28 branches and agencies throughout the country.
 

In spite of its special mandate. to foster small
 
enterprise development, the majority of BIP loans have traditionally gone to
 
large- and medium-scale industry. In recent years, however, the BIP has
 
begun to offer more credit to small enterprises, and has set up a Small
 
Enterprise Division to oversee these lending activities. Half of all new
 
loans are now made to small enterprises. Small enterprise lending is the
 
fastest growing activity within the BIP. In 1980, new loans to SSEs
 
increased by 188% (in dollar terms) compared to an increase of 31% in
 
lending to medium and large enterprises.
 

In selecting the BIP as the implementing institution,
 
the Mission considered other alternatives including the selection of COFIDE,
 
since the GOP is promoting greater private sector participation for that
 
institution. However, the Mission decided to concentrate the Project's
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policy initiatives and institution-building efforts in the BIP because it is
 
Peru's largest lender to SSEs. In addition, the World Bank's SSE program
 
will work with COFIDE and will complement BIP's efforts by expanding SSE
 
lending through other institutions. Finally, selection of the BIP permits a
 
continuation of institution-building efforts begun under Rural Enterprises I
 
and II.
 

b. Organization and Staffing
 

The BIP is controlled by a Board of Directors
 
consisting of seven representatives: four from the Ministry of Economy,
 
Finance and Commerce; one from the Ministry of Industry and Tourism; one
 
from the the Ministry of Fishing; and one from the Ministry of
 
Transportation and Communications. The chairman of the Board is elected
 
from among the four representatives from the Ministry of Economy, Finance
 
and Commerce. The Board of Directors is the policy-making body within the
 
BIP and assures that the development objectives of the institution are
 
carried out. The General Manager, appointed by the Board, is responsible
 
for the internal administration of the Bank, and for the execution of
 
institutional policies established by the Board of Directors. The BIP's
 
organization chart is presented in Annex II, Exhibit G.
 

Currently, the BIP has a total staff of 1,588
 
-employees of which 70% work in Lima and the remainder in branch offices.
 
The BIP operates a network of 24 branches and four agencies divided into the
 
four geographic regions of Peru, excluding Lima: North, South, Center and
 
East. An office has been established in each region to coordinate and
 
implement directives from Lima and to provide the necessary feedback from
 
the field to the Lima Central Office. A staffing pattern by geographic
 
regions is presented in the following table.
 

TABLE 6
 

Staff by Geographical Region
 

Category North South Center East Total
 

Executives 12 13 13 3 41
 
Technicians 100 80 85 30 295
 
(professionals) (27) (23) (30) (10)
 
Secretaries 23 17 22 6 68
 
Service 18 21 23 11 73
 

153 131 143 50 477
 
Average personnel
 
per branch 26 33 20 17 24
 

North: Chiclayo, Trujillo, Chimbote, Jaen, Cajamarca, and Piura.
 
South: Arequipa, Cuzco, Puno, and Tacna.
 
Center: Callao, Huancayo, Huaraz, Ica, San Ramon, Huanuco, and Ayacucho.
 
East: Iquitos, Pucallpa, and Tarapoto.
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Annex II, Exhibit G presents the organizational
 

structure of a typical BIP branch. There are three main functional
 
divisions at the branch level: (1) legal, (2) credit, which promotes,
 
processes, and evaluates loan applications; and (3) operations, which
 
includes budgeting, cash transactions, and portfolio supervision. Table 6
 
presents the staffing patterns of BIP branches in Chiclayo, Chimbote, Ica,
 
and Trujillo where it is anticipated that this Project will be implemented.
 

TABLE 7
 

Personnel Composition for Selected Branches
 

Chiclayo Chimbote Ica Trujillo
 

Chief of Region 1 --

Administrator (Branch
 
Manager) 1 1 1 1
 

Chief of Section 4 3 3 4
 

Other Professionals 3 1 3 3
 

Auxiliaries 12 11 11 12
 

Secretaries and Others 7 4 5 7
 

28 20 23 27
 

The BIP is staffed with sufficient professionals and
 
support technicians to implement its operations efficiently. Marginal
 
increases in personnel may be required in order to carry out a
 
non-traditional lending program and to meet the demand for credit that this
 
Project is expected to generate. Additional staff may also be required
 
later in the program for savings mobilization activities. Given the core of
 
talented people now working for the BIP, meeting these additional personnel
 
requirements is not expected to propose a problem.
 

As indicated above, the ability of the BIP to provide
 
high quality technical assistance and service delivery at the branch level
 
has been generally good. However, it has varied considerably from branch to
 
branch and has often been highly dependent on the personal qualifications of
 
branch managers. For this reason, Project technical assistance inputs will
 
be directed primarily at the branch level to ensure consistency in high
 
qualified staff management.
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c. The Administrative Unit
 

(i) Organization. The Project will be coordinated
 
by an UEF Coordinator who will report to the Manager of the Financial
 
Division, who in turn reports to the General Manager. The UEF Coordinator
 
will be responsible for coordinating and supervising urban branch office
 
activities, and will serve as a main central office contact point for these
 
branches.
 

At the field level, the UEF activities will be
 
administered as part of normal lending 'perations. However, participating
 
branches will receive special UEF support through staff training, technical
 
assistance provided to the sub-borrowers, vehicles, and equipment.
 

(ii) Sub-loan Approval System. It is anticipated
 
that approximately 95% of all sub-loans will be approved at the branch
 
level. The applicant first presents a pre-qualification request containing
 
basic information on his proposal. The branch technical staff then
 
determines whether the sub-project is consistent with BIP policies and loan
 
criteria. If so, an indication of interest will be expressed to the
 
applicant within a matter of days, leading to drafting the formal loan
 
applrication. The branch loan office will assist the applicant with this
 
process. Once the application, together with other required documentation
 
(legal, proforma invoices, etc.), is in hand, it goes to the appropriate
 
approval body with the loan officer's recommendation. The completion of the
 
application and obtaining the required documentation will be accomplished
 
with assistance from BIP staff. As a result of the BIP's decentralization
 
policy, the review process now takes an average _of 30 days from the initial
 
pre-qualification application to final approval.
 

(iii) Technical Assistance and Supervision.

Technical assistance will include: (1) the training of BIP staff; (2)
 
administrative, financial, management, and production advice to loan
 
recipients as deemed necessary by the supervising branch loan officer; (3)
 
promotion of the indexation option; and (4) technical and promotional
 
assistance in savings mobilization. Sub-loan supervision will include site
 
visits and personal contact between loan officers and their customers.
 
Supervision should be managed easily, given the proximity of the bank
 
brtnches to the targeted pueblos jovenes.
 

B. Financial Analysis
 

1. Project Financial Plan
 

The total cost of this four-year Project is estimated at
 
US$13,500,000, of which US$10,000,000 will be loan-funded by AID and
 
US43,500,000 will be contributed by the GOP. As shown in Table 8, Summary

Costs Estimate and Financial Plan, approximately 96% of total funds to be
 
provided to the Project will be applied toward the creation of an Urban
 
Enterprise Development Credit Fund; the remainder will be used to finance
 
local and foreign exchange costs of a technical assistance and training
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package as well as commodities. V/ The GOP, through the Banco Industrial
 
del Peru, will finance the administration expenses of the Project, in
 
addition to the 26% contribution to be made to the credit fund. The
 
technical assistance component under the loan will finance the purchase of
 
six vehicles with spare parts, office equipment for two branches in two
 
pueblos jovenes of Lima, local and off-shore short-term training for BIP
 
staff, approximately 60 training courses for sub-borrowers, two major
 
project evaluations, and foreign and local short-term assistance for the
 
savings mobilization campaign and for the indexation program. Table 9,
 
Requirements of Foreign Exchange and Local Currency, reveals that the AID
 
dollar share for the credit fund will be disbursed in local currency
 
equivalent since the BIP, through its offices of exchange and of imports,
 
will provide the necessary banking services for any imports. Less than
 
US$200,000 will be used to procure off-shore commodities and services.
 
Table 10, Expected Disbursements by Calendar Year, shows the AID and GOP
 
annual contributions to the UEF during the four-year life of the Project.
 

2. UEF Reflows
 

Table 11 presents cash flow projections for the UEF for a
 
ten-year period. Using an average sub-loan size of $8,500, over sixteen
 
thousand sub-loans will be made during a ten-year period. Positive interest
 
rates charged to sub-borrowers will ensure that reflows permit the expansion
 
of the program to reach the largest number of beneficiaries.
 

1/	During the past year, USAID has encouraged BIP officials to pursue
 
contacts with U.S. commercial banks with a view toward reaching agreement
 
on co-financing for the proposed Project. The BIP has met with U.S.
 
bankers on several occasions, but co-financing is not possible at this
 
time because there was a reluctance on the part of both the BIP and the
 
U.S. bankers to undertake what would have been a novel relationship for
 
both parties. BIP officials, however, intend to actively continue 
discussions and as interest rates reach positive levels in the near 
future, the possibilities for securing commercial bank credit will 
improve greatly. 
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TABLE 8
 

Summary Cost Estimate and Financial Plan
 
(In US$000)
 

SOURCES
 
APPLICATION AID GOP TOTAL 

Credit Fund 9,500 3,500 13,000
 

Technical Assistance
 

- Training.for: BIP staff 45 
 - 45 

- Training, for Sub-borrowers 290 - 290
 

- Evaluations 25 
 - 25 

- Short-term T.A. 30 
 - 30
 

Commodities 

- Vehicles and Office 

Equipment 110  110
 

TOTAL: 10,000 3,500 13,500
 

74% 26% 100%
 



47 

TABLE 9
 

Requirements of Foreign Exchange and Local Currency
 

(In US$000)
 

AID GOP
 
APPLICATION FX LC LC TOTAL
 

Credit Fund - 9,500 3,500 13,500 

Technical Assistance 

- Training for BIP Staff 25 20 - 45
 

- Training for Sub-borrowers - 290 - 290
 

- Evaluation 25 - - 25
 

- Short-term T.A. 25 5 - 30
 

Conmodities
 

- Vehicle and Office Equipment 100 10 - 110
 

TOTAL 175 9,825 3,500 13,500
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TABLE 10
 

Expected Disbursements by CalendarYear
 
(In US$000)
 

Source/Application 
 Year I Year II Year III Year IV Total
 

AID
 

Credit Fund 1,000 2,500 3,500 2,500 9,500
 

Technical Assistance
 

- Training for BIP Staff 10 20 15 
 45
 

- Training for Sub

borrowers 30 120
90 50 290 

- Evaluation --- 10 --- 15 25
 

- Short-term T.A. 20 
 10 --- 30 

Commodities
 

- Vehicle and Office
 
Equipment 
 110 --- ..... 110
 

BIP 

Credit Fund 
 370 920 1,290 920 3,500
 

TOTAL 1,540 3,550 4,925 
 3,485 13,500
 

Annual disbursement in
 
Percentages 11% 26Z 27%
36% 100%
 

Cumulative Percentages 11% 73%
37% 100%
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Reflow Analysis
 

Terms: 	 Interest rate: 60% (paid either by the borrower or the BIP under the M.O.V. clause)
 

Average repayment period: six years
 

Inflation Estimated at 60%/year
 

Sub-Loan Amount = 8,500 (1 + 0.2 )t
 
t = o first year
 
t = 9 tenth year
 

Yr-l Yr-2 Yr-3 Yr-4 Yr-5 Yr-6 Yr-7 Yr-8 Yr-9 Yr-10 
Beginning Balance - 874 3,614 8,976 16,885 27,658 45.304 73,335 117,385 186,918 

I. Receipts
 

1.1 	Sub-loans
 

-A.I.D. Urban Loan 1,000 2,500 3,500 2,500 - - . 
-BIP counterpart 370 920 1,290 920 ... 

1.2 	Interest of Principal
 
Collection 874 3,614 8,976 16,885 27,658 45,304 73,335 117,385 186,918 298,268
 

II. Disbursements
 

2.1 	Sub-loans Extended 1,370 4,294 8,404 12,396 16,885 27,658 45,304 73,335 117,385 186,918
 

III. Year-end Balance 	 874 3,614 8,976 16,885 27,658 45,304 73,335 117,385 186,918 298,268
 

Annual Sub-loans
 
Extended 161 421 689 843 959 1,317 1,812 2,444 3,260 4,248
 

Cumulative Sub-loans
 

Extended 161 582 1,271 2,114 3,073 4,390 6,202 8,646 11,906 16,154
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3. BIP Financial Analysis
 

To examine the BIP's capabilities to carry out a 
self-sustaining lending program to SSEs, a detailed financial analysis of 
the BIP was undertaken to examine the present financial position of the BIP 
and provide greater detail on the BIP's financial structure. i

a. Financial Structure
 

BIP's total assets remained stable in dollar terms
 
during 1980 after 26% increase in 1979. Total assets, however, expanded by
 
37% in 1980 in sol terms, but were well below the 68% average increase
 
achieved by development banks due to the crises of the Peruvian textile and
 
fishing industries, which are seen as temporary, not structural, problems.

The total loan portfolio increased by less than 1% in 1980 to $282.6 million
 
but net loans increased from 79% to 81.4% of total assets due to
 
substantially lower provisions for doubtful loans. This, as well as a sharp

$8.2 million jump in non-current investment, helped offset a $16.5 million
 
drop in other assets (mainly related to foreign exchange operations), while
 
short-term liquidity remained fairly stable.
 

BIP's capitalization increased sharply over the
 
1978/1980 period, to a point where the bank could be deemed to be
 
over-capitalized in 1980. Leverage fell from 8.47 in 1978 to 6.21 in 1979
 
(very acceptable levels for development banks), to only 3.34% in 1980.
 
Similarly, the capital ratio (total equity to total assets, including
 
provisions) increased from 17.6% in 1978 to a high level of 26.4% in 1980.
 
Bank debt alone represented only 2.7 times equity, down from 7.2 times in
 
1978. This resulted from large capital increases subscribe by the Treasury
 
($5.8 million at average exchange rate) and by Customs ($5.6 million which
 
represents the 1% on all customs receipts payable to BIP under existing

Decree) and from various IDB and USAID loans in the process of being
 
capitalized. At the end of 1980, equity consisted of the following:
 

Capital $ 33.0
 
Contributions to be capitalized 36.1
 
Re-evaluation surplus 3.0
 
Legal reserve 0.6
 
Retained earnings 1.4
 
Net income for fiscal year 1.6
 

$ 75.7 million
 

l/ See Annex II, Exhibit H, for detailed financial tables (Comparative
 
Balance Sheets, Comparative Income Statements, Statement of Resources &
 
Application of Funds, and Comparative Ratios..
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c. Loan Portfolio
 

BIP's net loan portfolio represented on the aggregate
 
over 80% of total assets at the end of 1980 ($267.7 million after
 
provisions). The breakdown was the following:
 

TABLE 12
 
Breakdown of BIP's Loan Portfolio
 

by Type of Credit
 
($ million)
 

Regular loan portfolio 213.4
 
o/w Ordinary credit 35.1
 
Export credit 102.8
 

IDB program 51.3
 
Supervised loans 2.4
 
Other (includes FDR) 21.8
 

Fishing Development Fund 26.1
 
Discounted documents 14.5
 
Housing loans 6.0
 
Other 22.6
 

Total 282.6 
(-) Provisions for doubtful accounts (14.9) 

Net loan portfolio $ 267.7 million 
(Conversion rate: $342.61 soles per $) 

Apart from Banco de la Nacion (the GOP's bank and tax
 
collector), this portfolio made the BIP Peru's second largest lending
 
institutions slightly behind the Agricultural Bank.
 

As can be seen from the following table, 1980 was
 
characterized by a very sherp increase in loans to the small enterprise and
 
artisan sector, which jumped from 24.2% of loans extended in 1979 to 40.9%
 
in 1980 (21.2% in 1978). Although loans to small enterprise represent today
 
only about 30% of the aggregate loan portfolio, this percentage is rapidly
 
increasing, and will continue to do so. For example, in December 1981,
 
approximately 50% of all loans extended were to this particular sector and
 
4,773 loans to small enterprise were made in 1980, 35% of those to the
 
consumer sector.
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TABLE 13
 
Comparative Breakdown of Loans
 

Approved per Type of Enterprise (1979/1980)
 

1979 1980
 

Medium/large enterprise 37.0% 28.2%
 
Small enterprise & artinan
 

sector 24.2% 
 40.8%
 
Fishing &,boat construction 8.7% 9.2%
 
Export financing 30.1% 21.8%
 

100.0% 100.0%
 

Other developments to be noted are:
 

-- Loans made in the Lima/Callao metropolitan area 
fell from 65% in 1979 to only 50% in 1980 (on a marginal basis), reflecting

BIP's strong support for the GOP's decentralization policy.
 

-- Working capital loans (26% of loans made in 1980)
 
and loans for the acquisition of fixed assets (51%) increased vigorously in
 
relatively terms against 1979, at the expense of pre-investment loans (22%).
 

As for the quality of the loan portfolio, total
 
provisions for doubtful fell 7.3% the total
accounts from of portfolio in
 
1979 to 5.3% in 1980. This encouraging drop resulted from substantially
 
improved recovery procedures as well. as the establishment at the branch
 
level of committees responsible for follow-up actions on all over-due
 
accounts. Of the total $20.4 million (59%) was recovered 
in 1980--evidence
 
of the effecriveness of these new policies. Year-end provisions of $14.9
 
million are considered adequate, as they covered almost the entire $15.5
 
million of overdue loans at that date.
 

Moreover, the breakdown of overdue loans shows that
 
loans under court action and loans under liquidation represent only 7% and
 
2% respectively of the total.
 

TABLE 14
 

Breakdown of Overdue Loans at 12/31/81
 
(on basis of value)
 

Overdue since: Less than 90 days 12%
 
91 - 180 days 29% 
181 - 360 days 3% 
Over one year 47%
 
In judicial proceedings 7%
 
Loans under liquidation 2%
 

100%
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d. Profitability.
 

Return on equity has fallen regularly from 3.9% in
 
1978 to 3.2% in 1979 and 2.9% in 1980. While this level would not be
 
considered satisfactory for a commercial bank, the BIP as a development bank
 
is more interested in promoting industrial development than it is in
 
maximizing profits. On the other hand, return on interest-earning assets
 
improved slightly from 0.4% to 0.6% over the same period, as such assets
 
have increased substantially less than equity over the past three years.
 
Net income as compared to total income has been fairly constant at 2.4% .
 
Return on loan portfolio inched up to 0.6% as net income for 1980 stood at
 
$1.57 million, or 45% higher than in 1979.
 

e. 1981 Third Quarter Statements.
 

The bank's unaudited, interim financial statements as 
of Septn.mber 30, 1981, show no dramatic changes over the 1980 year-end 
position. Using the conversion rate as of that date (453.29 soles per US$), 
total assets had increased by 21% in dollar terms to $397.6 million, due 
mainly to a substantially higher loan portfolio (+ t 24 million on a net 
basis) and to larger adjustment accounts (pre-paid expenses, interest and 
commissions payable, and loans to share-holders and employees). However, 
erosion of the capital base due to high inflation was quite evident, with 
total equity falling from $70.5 million to $52.4 million. Consequently, 
leverage increased sharply to 6.48, still a quite acceptable level of 
indebtedness for a development bank. 

Net earnings were behind the 1980 level, as they
 
stood at $1.0 million, or $1.3 million on a annual basis, against $1.6
 
million in 1980. This was due exclusively to a sharp drop in non-interest
 
income, partly offset by a large drop in provisions for doubtful accounts.
 

f. Conclusion
 

Despite its reduced level of profitability, the BIP
 
is in a sound financial position, as regular flow of capital resources has
 
offset the negative effects of inflation and the decapitalization of BIP
 
funds. The BIP is now preparing to adopt the new market-approach economic
 
environment supported by the Belaunde administration, and to increase
 
competition by shifting to a non-subsidized interest rate policy. The
 
emphasis on savings mobilization and efforts to become more efficient
 
through higher earning levels will be instrumental in making the BIP
 
increasingly less dependent on outside transfers of resources.
 

C. Economic Analysis
 

1. The Small-Scale Enterprise Sub-Sector
 

Small-scale enterprises represent a large and dynamic
 
sub-sector within Peru's industrial sector. Today, a conducive environment
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for SSE development exists in Peru, as a result of supportive GOP policies
 
and a current upward trend in economic activity within the industrial
 
sector. 1/ The Belaunde government has explicitly emphasized the
 
significant role to be played by SSEs in terms of employment and income
 
generation. The new Industrial Law, currently being discussed in Congress,
 
includes a small-scale industry section. The Law proposes more liberal
 
labor legislation, simplified registration procedures, and a single tax to
 
be levied on small firms as measures to increase the benefits to this 
sub-sector. Also, the current government has publicly encouraged the 
financial community to shift their lending focus from the public to the 
private sector. Cooperation by financial institutions, made evident in 1981
 
by the 23% real terms expansion in private sector credit compared to a 2.2%
 
real terms increase in public sector credit, has instilled new life into the
 
private sectbr. 2/
 

Information from the most recent industrial census, done
 
in 1975, the SSE Registry, established in 1976, and a 1981 survey conducted 
by the Escuela Superior de Administracion de Nelocios (ESAN) demonstrates 
the economic viability of the SSE sub-sector. - I The census data shows 
that in 1975, SSEs accounted for 87% of all manufacturing entities,33.5% of 
total employment in the formal manufacturing sector, and 22% of value 
added. While more recent data has not been compiled on a national basis, 
the findings of the SSE Registry and ESAN survey are indicative of the 
continuing and expanding importance of the SSE sub-sector. 4/ Based on 
the estimated growth in the SSE sub-sector since that time to 40,000 firms 
and an average employment per firm of six, the SSE sub-sector provided 
240,000 jobs or one-half the total industrial employment opportunities and 
one-third the value added in 1980. These contributions to the industrial 
sector have not been made at the expense of the economic efficiency of the 
SSE. In terms of gross returns to capital, estimates show little difference 
between SSEs and larger firms. _2/ 

1/ 	After a decline in industrial output and investment in 1977, industrial
 
production recovered slightly in 1978 with a 4.1% increase and more
 
strongly in 1980 with 5.9% increase.
 

2/ 	See Andean Report, February 1982.
 
3/ Census is taken nationwide. The Registry contains information on a total
 

of 8,000 firms in the Lima-Callao area. The 1981 ESAN survey was
 
conducted on 248 SSEs randomly selected from the firms included in the
 
Registry, and therefore, limited as well to the Lima-Callao area.
 

4/ The survey data shows that, in 1980, about 74% of the SSEs in the
 
Lima-Callao area had less than five employees and an additional 20%
 
employed between five and ten people. Firms employing more than 30
 
employees comprised less than 1% of the total sample.
 

5/ See World Bank Appraisal Report. "Small Scale Enterprise Project,"
 
November 16, 1981.
 



2. Employment Generation
 

In light of Peru's high level of unemployment and
 

underemployment, one of the most attractive attributes of the SSE
 

sub-sector is its concentration on labor-intensive industries. Seventy-one
 

percent of the SSEs surveyed in the ESAN study were involved in food
 

processing, textiles, clothing products, and metal works, all
 

labor-intensive activities. Based on 1980 values of SSE investment in
 

machinery and equipment, and an average firm size of six employees, the
 

average SSE capital investment per job is approximately $4,000. 1/
 

Given this very low cost per job created, it is calculated
 

that under this Project, approximately 3,570 jobs will be generated. In
 

terms of translating this employment into wage and salary benefits to SSE
 
owners and employees, the ESAN survey found that- the majority of SSE
 

fulltime emploees received the minimum legal wage. Using the present
 

minimum wage of S/. 43,000 per month (approximately $78.00), this Project
 
will generate $198 million in wage income, discounted over the first five
 
years of returns. 2/ This statistic on job creation, however,
 

underestimates the true employment impact of the program. Loans also helped
 
to sustain employment or decrease the underemployment of owners, their
 
family members, and employees working at the time of loan disbursement.
 

Another potential source of underestimation is the indirect
 

employment generated through backward and forward linkages to the
 
enterprise. The increased employment of suppliers of raw materials to the
 
enterprise, marketing agents and retailers due to the expansion of UEF
 
assisted firms, or those producing complementary goods, however, cannot be
 

calculated.
 

3. SSE Demand for Credit
 

The majority of SSEs have traditionally operated outside the
 

formal financial system. It is perceived by the BIP, and supported by
 
USAID's experiences through other credit programs, that supply factors,
 

rather than demand, explain much of the disassociation between the SSE
 

sub-sector and formal financial institutions. However, this relationship is
 

changing. Based on the shift in BIP lending from large- and medium-sized
 
firms to small-scale enterprises and artisans over the last three years, and
 

on the positive policy and economic environment for SSE development fostered
 
by the current GOP, the BIP projects a continuing increase in SSE credit
 
demand in the coming years. Between 1979 and 1980, for example, total BIP
 

funds allocated to SSEs increased by more than 200%. In 1980, the BIP
 

allocated $61.4 million to SSEs. The BIP expects SSE demand for credit in
 

l/ ESAN found that the average investment by an SSE in machinery and
 
equipment was the sol equivalency of $23,000 at the 1980 end-of-year
 
exchange rate. Therefore, $23,000 divided by 6 produces an average
 

investment (excluding land and buildings) per job of approximately $4,000.
 
2/ This is a conservative estimate because (1) yearly wage increases are not
 

incorporated into the analysis and (2) some employees will be earning
 
more than the minimum wage. For example, the ESAN study estimated that
 
owners of SSEs earn just under twice the minimum wage.
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1982 to equal approximately $74.0 million and projects a 10% annual increase
 
in demand, in the coming years translating into $109 million in SSE credit
 
needs in 1986. l/
 

The BIP has not broken down this expected demand for
 
credit by size of SSE. Projections have been broken down, however, by type
 
of economic activity, includin. consumer goods, intermediate gloods, capital
 
goods, and other activities.-,/ A potential demand for credit by this
 
Project's target SSEs can be derived from the projected credit demand by
 
the economic activities in which these smaller SSEs are concentrated. The
 
majority of these activities fall within the consumer goods category and
 
commerce and services category. 1/ Table 15 presents the BIP's estimated
 
credit demands by economic activity through 1986.
 

TABLE 15
 
Projected Credit Demand of Selected SSE Activities
 

1982 - 1986 4/
 
(millions of dollars)
 

1982 1983 1984 1985 1986
 
Consumer Goods 23.5 25.7 28.1 31.2 34.0
 

Foods 11.5 13.0 14.7 17.0 .19.0
 
Shoes & leather products 4.5 5.0 5.6 6.2 6.8
 
Textiles 2.9 3.0 3.1 3.2 3.0
 
Furniture 1.8 1.9 1.9 1.9 2.0
 
Others 2.8 2.8 2.9 2.9 3.0
 

Other Activities 8.9 10.4 12.1 14.2 16.1
 
Commerce 4.6 5.3 6.1 7.1 8.0
 
Personal Services 4.3 5.1 6.0 7.1 8.1
 

Total 32.4 36.1 40.2 45.4 50.1 204.2
 

As illustrated in the above Table, cumulative demand
 
over the five year period by enterprises in these selected activities is
 
expected to be approximately $200 million.
 

l/ BIP loan solicitation document to IDB, 1981. These projections are 
consistent with the World Bank estimated of projecxted demand by SSEs of 
$100.0 million over 1982 and 1983. 

2/ Enterprises are broken down further within each category. For example, 
"Consumer Goods" includes foods, show making, textiles, furniturs 
printing and leather works. 

3/ According to Ministry of Industry Statistics, 52% of SSEs 'are involved 
in the production of consumer goods. 

4/ Banco Industrial del Peru 1981. 
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In addition to the studies and projections cited above,
 
the assumption that demand for credit will exist under this Project is based
 
on the experiences of other USAID credit programs to date. Two of the
 
experiences from which this Project will benefit most are the Rural
 
Enterprises I and II Projects. The evaluation of the latter demonstrates
 
the substantial demand for credit that was generated as a result of the
 
Project. One may partially discount the demand implications for this
 
Project in light of the "cheap" funds that were made available to
 
sub-borrowers at less than real rates of interest under the rural projects.
 
However, current demand by rural enterprises under the BIP's new real
 
interest rate lending policy exceeds available resources. BIP officials
 
estimate that in 1982, under the new program of real interest rate lending
 
and indexation, demand for credit by SSEs will reach $3.2 million in
 
Cajamarca alone. I/
 

Further evidence of the feasibility of lending at real
 
interest rates--and demand for credit under such terms among small-scale
 
enterprises--is provided by USAID's BANCOOP Project. The purpose of the
 
BANCOOP Project was to assist agriculture and credit cooperatives to satisfy
 
an unmet demand for rural production credit by upgrading BANCOOP's lending
 
and savings mobilization program. To survive within Peru's inflationary
 
economy, BANCOOP, in 1978, began to service individual small businessmen in
 
addition to cooperatives. Today, individual loans including small
 
enterprises account for approximately 80% of its lending portfolio. BANCOOP
 
is successfully lending to these low-income entrepreneurs at rates that
 
exceed 70% per annum.
 

The BANCOOP Project has demonstrated that provision of
 
credit at real interest rates is affordable by low income individuals,
 
similar in economic status to this Project's targeted beneficiaries. An
 
1981 evaluation of the BANCOOP Project states that BANCOOP is now in a
 
stronger financial position than it was before it implemented its savings
 
mobilization program and real interest rate lending policies. I/ As of
 
December 31, 1981, BANCOOP's total credit services averaged 45.0 million per
 
month.
 

In sum, in view of the limited data on economic
 
activities in pueblos jovenes, an estimate of the potential demand for
 
credit under this Project could not accurately be determined. However,
 
based on the referenced studies on small-scale enterprises, the experience
 
of other AID-financed credit programs, and the numerous public inquiries for
 
credit received by the BIP's Small Enterprises Division each month, the BIP
 

1/ See Rural Enterprises II Evaluation.
 
2/ See BANCOOP Evaluation by Donald Larson and Dale Adams, May 8, 1981.
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and USAID are convinced that the demand for credit will 
far exceed available
 
funds once the UEF is established and disbursing. ./
 

4. Benefit-Cost Analysis
 

The following benefit-cost analysis measures the
 
discounted value of economic costs against the discounted value of economic
 
benefits to the society as a whole resulting from this Project.
 

Capitalization of the UEF and the income generated as a
 
return on the investments made to approximately 2,800 SSEs make up the bulk
 
of the Project's economic costs and benefits, respectively. Without this
 
Project, those 2,80C potential sub-borrowers, most of them at the smaller
 
end of the SSE spectrum, will either not establish the enterprise (in the
 
case of creating *anew SSE) or not increase its production and productivity

(in the case of expanding an established SSE) due to the continuation of
 
scarce long- and medium-term credit available to this particular
 
entreprenurial class. Whereas, as mentioned earlier, through other
 
international donors and domestic sources, are
increased credit resources 

being made available to the private sector, most of these resources are
 
channelled to larger-scale industries than those targeted under this
 
Project. This Project is crucial in that it is a pilot effort to establish
 
a self-sustaining credit mechanism through sound financial policies and to
 
demonstrate to other formal lending institutions the financial viability of
 
lending to this Project's urban target group.
 

a. Economic Costs
 

To evaluate the discounted cost stream, it is assumed
 
that approximately 10% of Project funds will be disbursed in the first year,

25% in year two, 40% in year three, and 25% in year four. This disbursement
 
schedule is shown below:
 

TABLE 16
 

Project Expenditure Flow 2/
 

Year 1 10% 1,350,000
 
Year 2 25% 3,375,000
 
Year 3 40% 5,400,000
 
Year 4 25% 3,375,000
 
Year 5-10 0 -0-


Total: $13,500,000
 

I/ The BIP reports that its Small Enterprise Division is presently

responding to over 1,000 inquiries per month regarding its lending
 
program for Lima alone.
 

2/ Expenditures include costs of capitalizing the UEF and $500,000 for
 
commodities and technical assistance. Flow projections are derived from
 
"Expected Disbursement by Calendar Year" presented in Table 10 of the
 
Financial Analysis.
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In addition to these costs, the analysis takes into
 

consideration the costs to the SSE entrepreneurs receiving sub-loans under
 

this Project and the administrative costs to the BIP of providing these
 

loans 1/ UEF loans will be made available for up to 90% of collateral,
 

compared to a maximum of 60 to 70% under usual BIP guidelines, thereby
 

requiring a minimum 10% contribution from the sub-borrower. Adding this 10%
 

to the yearly expenditure flows presented above results in the following
 

cost table:
 

TABLE 17
 

Expenditure Flows and Beneficiary Contribution
 

Year 1 10% $ 1,485,000
 

Year 2 25% 3,712,500
 
Year 3 40% 5,940,000
 
Year 4 25% 3,712,500
 
Year 5-10 0 0
 

Total: $ 14,850,000 

Finally, added to the $14,850,000 are the BIP's
 

administrative costs of implementing this Project which, based on the Rural
 

Enterprises II Project Evaluation, equal $54 per loan. Applied to the
 

expected yearly sub-loans to be made as a result of this Project, BIP
 
administrative costs equal:
 

l/ Cost estimates were not imputed for factors such as time required by
 

entrepreneurs to visit the BIP, fill out loan applications, etc. These
 
"costs" are considered insignificant in light of the significant
 

operational measures taken by the BIP to streamline phe aplication
 

process under the Project. These measures include the (1) general
 

decentralization of BIP operations to the branch -level including
 

increased delegation of authority to approve loans; (2) location of new
 

branches in areas convenient to pueblos jovenes residents; and (3)
 

introduction of new simplified loan applications forms.
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TABLE 18
 

BIP Administrative Costs
 

No.of SSE BIP Administrative 2/
 
Year Investments ./ Costs/Year
 

1 10% 280 $ 15,120
 
2 25% 700 37,800
 
3 40% 1,120 60,480
 
4 25% 700 37,800
 

TOTAL 2,800 $ 151,200
 

Adding annual administrative costs to Table 17 produces the
 
following total cost table:
 

TABLE 19
 

Total Project Costs
 

Year 1 $ 1,500,120
 
Year 2 3,750,300
 
Year 3 6,000,480
 
Year 4 3,750,300
 
Year 5-10 


TOTAL: $ 15,001,200 _/
 

l/ 	Based on an average loan size of $5,300. Whereas the average size of
 
loan under the rural project was about $5,000, 60% of all loans disbursed
 
between January 1978 and September 1980 werg less than $2,500.
 

2/ It is assumed that most of the administrative costs are incurred in the
 
first year of loan disbursement. Whereas some administrative costs may
 
be incurred afterwards, particularly in the case of delinquent
 
payments,it is assumed that these follow-up costs will on average be
 
minimal per loan and therefore are not incorporated into the analysis.
 

3/ 	Maintenance costs are not included in the analysis due to lack of any
 
cost information. However, it is expected that maintenance costs will
 
increase over the life of the investment, but will not make a significant
 
different in total costs. Likewise, it is assumed that entrepreneurs
 
receiving loans will have the financial resources to cover the minimal
 
costs of maintenance.
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b. Economic Benefits
 

The average size of loan under this Project will be
 
approximately $5,300. Therefore, it is estimated that approximately 2,800
 
urban SSEs will receive credit. The benefit stream, as a result of capital
 
investment in the SSE, is calculated assuming a 29% return on borrowed funds
 
under the Project. This 29% return assumption is based on the findings of
 
the Rural Enterprises II Evaluation which showed that the ratio of yearly
 
increase in value added to loan amount averafed 29% among 80 small 
entrepreneurs surveyed in four rural market towns. -

Given an average loan size of $5,300, it can be
 
calculated that the annual benefit per loan disbursed will be $1,537 (29%)
 
of $5,300). Benefits earned over a ten-year period are shown below:
 

TABLE 20
 
Total Benefits
 

No.of SSE Increase in
 
Year Investments 2/ Value added
 

1 280 --
2 980 430,360 
3 2,100 1,506,260 
4 2,800 3,227,700 
5 2,800 4,303,600 
6 2,800 4,303,600 
7 2,800 4,303,600 
8 2,800 4,303,600 
9 2,800 4,303,600 

10 2,800 4,303,600 
11 2,520 4,303,600 
12 1,820 3,873,240 
13 700 2,797,340 
14 --- 1,075,900 

TOTAL: 43,036,000 

1/	Figured into this 29% is the business failure of one surveyed
 
entrepreneur, causing a dramatic decrease in net income. It is estimated
 
that had that SSE not tailed, the annual return on the loan would have
 
been as high as 4016. However, for purposes of analysis, the more
 
conservative figure is being used.
 

2/	Assuming an average ten-year life of equipment, requiring no or minimal
 
maintenance. Based on this assumption, equipment purchased in the first
 
year of this Project will be fully depreciated by year eleven, equipment
 
purchased in second year will be fully depreciated by year twelve, etc.
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c. 	Ratio of.Benefits to Costs
 

At a 15% per year social discount rate, ratios of
 
benefits to costs are stated below:
 

TABLE 21
 

DISCOUNTED COSTS AND BENEFITS
 

Year 	 Benefits Costs
 

1 --- 1,305,104

2 325,352 2,835,227
 
3 991,119 3,948,316
 
4 	 1,846,244 2,145,172
 
5 2,138,889
 
6 1,859,155
 
7 1,618,154
 
8 1,407,277
 
9 1,222,222
 

10 1,062,989
 
11 925,274
 
12 724,296
 
13 455,966
 
14 151,702
 

Total: $ 14,728,639 $10,233,819
 

Benefit/Cost 1.44
 

d. Sensitivity Analysis
 

The following sensitivity analysis incorporates
 
incidences of business failures and calculates the benefit-cost ratios
 
assuming an annual 3% and 5% rate of business failure of SSEs receiving
 
loans under this Project. l/
 

l/	The 3% failure rate was chosen based on the assumption that 9% of the
 
sub-borrowers will be delinquent in their loan repayments (based on the
 
findings of the Rural Enterprises II Evaluation) and that one-third of
 
this 9% will default. A 5% failure rate is considered extremely high in
 
light of a 9% delinquency rate.
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THREE PERCENT FAILURE RATE
 

No. of SSE Increase in
 

Year Investments A/ Value Added
 
(cumulative) $
 

1 272 --

2 951 316,056 
3 2,037 961,790 
4 2,716 1,790,857 
5 2,716 2,074,723 
6 2,716 1,803,381 
7 2,716 1,569,609 
8 2,716 1,365,059 
9 2,716 1,185,556 
10 2,716 1,031,100 
11 2,444 897,516 
12 1,801 702,452 
13 679 451,206 
14 -- 147,151 

TOTAL: 14,296,456 

Benefit/Cost + $14,296,456/$10,233,819= 1.40.
 

FIVE PERCENT FAILURE RATE
 
No.of SSE Increase in
 

Year Investments Value Added
 
(cumulative)
 

1 
 266 --

2 931 309,085
 
3 1,995 941,563
 
4 2,660 1,753,932
 
5 2,660 2,031,945
 

6 2,660 1,766,197
 
7 2,660 1,537,246
 
8 2,660 1,336,913
 
9 2,660 1,161,111
 
10 2,660 1,009,840
 

11 2,394 879,010
 
12 1,729 688,081
 
13 665 433,268
 
14 -- 144,117
 

TOTAL: 13,992,208
 

Benefit/Cost = 13,992,208/10,233,819 = 1.37 

1/ Assumes that purchased equipment by entrepreneur whose businesses fail is
 
of no economic worth to the society.
 

2/ Discounted.
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D. Social Soundness Analysis
 

1. Target Population
 

The Project's target group comprises an estimated three
 
million pueblo joven residents around the cities of Lima (north and south
 
cones), Ica, Chimbote, Chiclayo, and Trujillo. These pueblos *ovenes are
 
characterized by high population density, minimal social services, limited
 
employment opportunities, and little or no access to formal income
generating inputs such as credit, machinery, or skills training. Pueblos
 
jovenes make up the fastest growing sections of Peru's sprawling urban
 
centers. The growth of the six Project areas is largely the result of
 
massive rural-to-urban migration which has characterized Peru's demographic
 
patterns over the past thirty years.
 

Despite the extensive literature on pueblos Jovenes, the
 
heterogeneous make-up of the migrants makes 
a "typical" characterization of
 
its residents superficial. A number of studies provide, however, a general

insight into the pueblo joven dweller permitting the following
 
observations. 
Although the majority of migrants are the peasant background,
 
most have lived in small cities and market towns in the sierra or jungle
 
before migrating to the coast. In the case of Lima residents, many have
 
also previously lived in secondary coastal cities. Most pueblo joven

residents have received some formal education training, however the majority

have not 
gone beyond primary school. Employment profiles are characterized
 
by a predominance of blue-collar workers and independent service 
workers
 
including street vendors and other individual types of jobs.
 

The family unit plays an important socio-economic role.
 
Many economic decisions are made within the context of the family rather
 
than the individual. For example, income generation is seen as a family.
 
task. Usually all family members are engaged in some form of income
 
generating activity regardless of the low earnings characteristic of many of
 
these jobs. Individual receptivity to low-paying, part-time, minimal labor
 
is heightened by this family-oriented approach. Therefore, whereas
 
individual earnings may be minimal, they are considered as a contribution to
 
the larger and more important variable of total family income. In most SSEs
 
women are integrally involved in the many facets of running the business.
 
In the areas of food processing, textiles, and artisanry, women usually
 
share equal responsibility with the men in production and marketing of the
 
product. In other less women-oriented businesses such as metal works,
 
women assume administrative, bookkeeping, and marketing responsibilities.

Recognition of this family orientation is important to understanding the
 
response of pueblo joven residents to the many difficult social and economic
 
decisions facing them on the daily basis.
 

Based on the experience of the Rural Enterprises Projects

and information available on Peruvian SSEs, a general picture can also be
 
derived of pueblo Joven entrepreneurs, providing greater insight into the
 



65 

Project's direct beneficiaries--entrepreneurs operating and residing in
 
target pueblos jovenes and the workers that they will hire. Entrepreneurs
 
are, by definition, risk takers relative to other pueblos jovenes
 
residents. They are usually economically better off than their neighbors
 
due to previous work experience. In many cases, this relative economic
 
well-being has afforded the pueblo joven entrepreneur flexibility as
 
wvtnessed by his moving to more established, although marginal, communities.
 

The Project sub-borrower will usually have some
 

experience in a technical field. A 1980 survey demonstrates that roughly
 
18% of all SSE owners possess technical skills passed down through fami y
 
generations and 66% acquired skills on the job in other workplaces. 2) 
Although experience varies with the size of the firm, pueblo joven 
entrepreneurs generally will have had little access to and experience with 
credit; some, perhaps 15% or fewer, will hive secured a short-term loan from 
a commercial bank. According to a 1978 survey of the smaller SSEs, ony 10%
 
of the firms had any contact with financial institutions or received any
 
technical assistance. 1/ Also, it was found in an earlier study that 71%
 
of the surveyed firms had been capitalized through the entrepreneurs's
 
savings and an additional 17% by informal loans from family and friends.
 
4/ This reliance on personal savings and informal credit channels is due
 
to the lack of formal sources of medium- and long-term credit in Peru in
 
general, and to small entrepreneurs in particular. It is also indicative of
 
the strong family/friend orientation of these entrepreneurs.
 

As in practically all other aspects of pueblo joven life,
 

the family unit plays a significant role in the SSE. In over two-thirds of
 
the enterprises registered with the Ministry of Industry and Tourism, the
 
majority of family members worked in the SSE. A study of 250 SSEs conducted
 
by the Escuela Superior de Administracion de Negocios (ESAN) found that
 
approximately 42% of the enterprises surveyed were in the owner's home and
 
that 17% of the SSE owners made business decisions jointly with other family
 
members. 5/
 

l/ At least 80% of the SSE entrepreneurs receiving loans under this Project
 
will reside in pueblos jovenes.
 

2/ As cited in "La pequefia industria: Para sacarla del olvido", Actualidad
 
Economica, November 1980.
 

3/ Ibid.
 
41/	Minkarer. "Klimindustric in Peru" 1976. (Also cited in Actualidad
 

Economica, November 1980).
 
5/ These figures are probably higher among this Project's beneficiaries
 

since the ESAN study surveyed a number of SSE at the larger end of the
 
spectrum which would not be considered eligible for funding under this
 
Project.
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Indirect beneficiaries, equally important in terms of the
 
Project strategy, are the pueblo joven residents that will be hired by the
 
newly created or expanded SSE. In firms with less than five employees,
 
immediate and extended family members will provide most of the labor. One
 
study shows that of all SSEs registered in 1975, 62% employed four workers
 
or less and family members made up the majority of those employed. Y/ As
 
might be expected, slightly larger industries (up to 14 employees) employed
 
only a small number of family members in the work place. 2/ This is due
 
not only to an obvious requirement for more labor, but perhaps also to the
 
relative wealth of these entrepreneurs, which permits other family members
 
to carry out non-income generating activities. Recruitment of additional
 
personnel is usually made through personal contacts and wages are negotiated
 
on an individual basis. The ESAN study shows that over 50% of those hired
 
by SSEs had little or no technical training or experience when they were
 
hired. However, it also shows a low turnover rate among these employees,
 
indicating that many gain valuable skills and experience on the job.
 

2. Socio-Cultural Feasibility
 

At the enterprise level, a number of socio-cultural
 
constraints have been previously identified.Z/ The entrepreneur's lack of
 
familiarity with the formal banking system, unknowns in undertaking a
 
business enterprise, and the problems often encountered in dealing with a
 
government bureaucracy present potential obstacles to obtaining credit
 
through formal channels and initiating or expanding a small-scale
 
enterprise. /
 

As with the Rural Enterprises lending program, the proposed
 
Project--through technical assistance and new operational procedures--has
 
been designed to respond to these constraints. At the enterprise level, a
 
simplified credit procedure, including faster processing of the credit
 
application, is a key operational component of the Project. Technical
 
assistance to the sub-borrower during preparation of the loan application
 
will be important to expedite the process and to build confidence in the
 
entrepreneur in his dealings with formal financial institutions. The
 
evaluation of the Rural Enterprises II Project shows that BIP branch
 
personnel that participate in the program are dedicated to their tasks and
 
culturally sensitive to their clients, and that they closely monitor the
 
progress of their sub-loans to ensure their success.
 

I/ TABINI-ALACORTA, 1979.
 
7/ Minkarer found that this size SSE employed on the average two family
 

members. See previous citation.
 
3/ See Section II.C. of the Project Paper.
 
4/ Likewise, lack of experience in dealing with the limited resource
 

entrepreneur is also an important constraint at the institutional level.
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At the institutional level, BIP personnel will be trained to
 

assist the sub-borrower in lending procedures and options. The indexed
 
system, for example, will be presented in a way that is comprehensible to
 
the loan applicant who is not well-versed in financial matters. To
 
encourage the high performancd standard displayed by the BIP's rural branch
 
loan offices among lower level urban branch personnel, a substantial portion
 
of technical assistance funds will be reserved for the branch level. This
 
effort will increase the quality of performance as well as provide
 
incentives for branch personnel who often resent what they perceive to be
 
preferencial treatment afforded to central BIP personnel.
 

Initiating or expanding a business involves a number of
 
risks and unknowns that determine enterprise success. By assisting in the
 
preparation of the loan application, BIP staff will work with sub-borrowers
 
and in some cases identify training needs. A basic assumption for providing
 
assistance, however, is that the entrepreneur does not need to be coddled or
 
protected. By definition, he is energetic, self-reliant, and innovative.
 
Furthermore, he will possess a number of traits that may minimize the risks
 
involved. As described above, he will usually have had experience in a
 
previous market endeavor (even if this simply involves street vending); he
 
will be investing in a field where he has past experience; and he will
 
usually be undertaking his efforts with considerable family support. 1/
 
Family members, for example, are more likely to participate in all
 
enterprise functions--including management and decision making--than are
 
other workers. Hence, benefits to this group not only consist of wages but
 
also business management experience. This attribute is particularly
 
important with respect to the promotion of women as entrepreneurs. Although
 
the experience of the Rural Enterprises Projects indicates that the number
 
of women taking out loans may be small, many actively participate in all
 
functions of the enterprise. Available data indicates a labor absorption
 
problem for women in many formal sector activities. In this regard, the
 
promotion of SSEs presents a viable strategy for incorporating women into
 
the labor force.
 

With respect to the introduction of new BIP lending
 
policies, BIP personnel should deal with the entrepreneur as an assured. and
 
self-reliant individual. Indexation of loans, for example, may be a
 
complicated procedure involving the financial risk of unknown future
 
payments. Indeed, ,as discussed earlier, some BIP personnel question the
 
receptivity of this option among "unsophisticated" borrowers; yet experience
 

1/ In addition, the SSE and its functions are familiar to pueblo joven
 
residents. It is estimated, for example, the 25% of the registered SSEs
 
in the Lima-Callao area are located in pueblos jovenes. This is a
 
relatively high number considering the traditional concentration of
 
industry in the center urban areas. Including unregistered SSEs, the
 
percentage becomes higher.
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has demonstrated that the target sub-borrower, like his rural counterpart,
 
has considerable intuitive understanding of the potential benefits of
 
financial transactions, and is more sophisticated than expected.
 

Given the experience of the Rural Enterprises Projects,
 
and the socio-cultural constraints analyzed during PP preparation and
 
incorporated in the Project design, the Project Development Committee
 
concludes that the Project is socially sound and feasible.
 

3. Beneficiaries and Spread Effects
 

Approximately 2,800 urban entrepreneurs will receive
 
sub-loans under the Project and approximately 3,570 jobs will be generated
 
as a result of the initiation or expansion of these SSEs. Reflows from
 
Project funds will also rapidly increase the total number of direct
 
beneficiaries. Over 16,000 people will receive sub-loans during a ten-year
 
period. In addition, spread affects anticipated from the Project will
 
enhance the number of total beneficiaries. These spread effects are due to
 
increased business activities through both backward and forward linkages and
 
demonstration effects on other potential entrepreneurs and financial
 
institutions. Although the number of indirect jobs is difficult to
 
calculate, it is estimated that as many as 10,000 jobs could be created (or
 
maintained) through increased economic activity. 1/
 

Another important spread effect of the Project will be
 
demonstrating the financial feasibility of lending to SSEs and of savings
 
mobilization in marginal urban areas. The result will be the expansion of
 
banking services in the pueblos jovenes, a financial sector objective of
 
tfis Projecc. Policy measures taken by the GOP will stimulate this
 
objective by increased competition. Lastly, innovation and new methods of
 
production will be indirectly stimulated. A substantial number of pueblo
 
joven residents, although having rudimentary business skills, have a
 
traditional risk-aversion attitude. A primary manifestation of this is a
 
tendency not to undertake new procedures until they observe the positive
 
results of an innovator. To the extent that the more innovative and
 
aggressive urban entrepreneurs receive credit from the UEF, the Project will
 
provide significant incentives for sub-project duplication.
 

l/ As cited in Rural Enterprises II PP, experiences in Latin America show a
 
3:1 employment multiplier per new job created.
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PART V. IMPLEMENTATION ARRANGEMENTS
 

A. Administrative Arrangements.
 

1. IndustrialBank (BIP)
 

The UEF coordinator and participating branch offices of
the BIP will be responsible for administering the fund.
 

After the Project Agreement is signed, the BIP will: (1)
 
draft the UEF Credit Operations Manual; (2) draft the UEF Technical
 

(3) train the staff designated to implement the Project;

Assistance Plan; 

and (4) begin the development and distribution of promotional materials in
 
the target urban areas.
 

Once the Conditions Precedent are met, implementation
 
will focus on the identification, appraisal, approval, and execution of 
sub-projects financed by the fund, and the monitoring and collection of 
outstanding credits. 

2. AID 

a. Monitoring
 

The Project will not involve unusual administrative
 
features for AID or additional AID staff. AID personnel will work closely
 
with the BIP's implementation unit during the stage of meeting Conditions
 
Precedent. Thereafter, USAID's role will principally be one of monitoring
 
Project performance.
 

Monitoring will be exercised by the USAID Project
 
Committee with the following responsibilities.
 

i. A Project Manager will be assigned from Mission's
 
Office of Development Resources to maintain contact with the BIP, to ensure
 
that the provisions of the AID Loan Agreement and Implementation Letters are
 
met, and to approve all vouchers for disbursement.
 

ii. The Mission Controller will review disbursement
 

requests for conformity with AID Regultions, and will ensure that adequate
 
financial controls are exercised.
 

iii. Other Mission offices may be called upon to
 
review sub-loan requests above the BIP's authorized amount, and to assist
 
with sub-project inspections.
 

b. Reporting
 

BIP records on sub-projects and sub-borrowers will be
 

open to AID. The BIP will submit the following reports:
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1. A Quarterly Progress Report showing the status of 
UEF commitments, disbursements, and recuperations, detailed by sub-project 
and region. The report will analyze sub-borrowers' effective interest rate
 
structure and ensure that it is in accordance with the Central Bank's annual
 
inflation estimate for the previous six months. It will also include
 
technical assistance activities and overall Project status.
 

ii. Quarterly Shipping Reports (to be required only 
in the event of, and after the initiation of, ocean shipping). 

iii.An annual audit report on the UEF prepared by an
 
independent auditor acceptable to AID.
 

c. Disbursement Procedures
 

No deviation from established AID disbursement
 
procedures is anticipated. Materials and equipment procured in the United
 
States or other Code 941 countries and the foreign exchange costs of
 
technical assistance contracts may be paid through AID's standard procedures
 
regarding Letters of Commitment/Letters of Credit. Requests to open Letters
 
of Commitment will contain certification that the items listed are required
 
for the Project and are eligible for financing under the Loan. Disbursement
 
for local currency costs will likewise be made in an established manner
 
acceptable to AID. An advance will be made to the fund to cover planned
 
lending for a three-month period, and will be replenished as needed.
 

d. Procurement Procedures
 

The source and origin of goods and services procured
 
under the Loan and the procurement procedures followed under sub-loans will
 
be in accordance with AID requirements applicable to intermediate credit
 
institutions projects (see AID Handbook 1, Supplement B, Chapter 19).

Procurement of goods and services by the BIP for its own account will be in
 
accordance with host country contracting rules and will be carried out by
 
the BIP.
 

B. Implementation Plan
 

The $10 million Project Agreement will be executed by the
 
Ministry of Economy, Finance and Commerce. The BIP will be designated as
 
implementing agency under the Project, and the UEF Unit of the BIP will
 
have overall responsibility for Project planning, credit administration,
 
evaluations, and coordination of other inputs such as technical assistance
 
and training.
 

The implementation schedule allows for a three-month start-up
 
period following signature of the Project Agreement to fulfill all
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Conditions Precedent, and a four-year disbursement period to fully commit
 
and disburse the UEF to eligible sub-projects:
 

1. Loan Authorized March 30, 1982
 
2. Project Agreement signed June 30, 1982
 
3. Conditions Precedent met October 15, 1982
 
4. Disbursement of Credit Fund begins November 1, 1982
 
5. First Project Evaluation November 1, 1983
 
6. Final Project Evaluation September 30, 1986
 

C. Evaluation Plan
 

The Project will be continually monitored by the BIP and
 
USAID, and regular joint USAID/BIP reviews will be held.
 

In addition to the periodic reviews, two major Project
 
evaluations are planned. The first evaluation will be made approximately 12
 
months after the first Loan disbursement to permit early identification and
 
solution of implementation problems. Following the PACD, a second in-depth
 
evaluation will be undertaken to assess the impact of the Project at both
 
the enterprise and institutional levels. Topics to be reviewed will include:
 

l.Target Enterprises
 

- income and assets generated
 
- employment generated
 
- value added
 
- productivity
 
- socio-economic groups benefitted
 
- technological change
 
- effects of optional interest rate policy
 

2. Industrial Bank
 

- integration of Project concept within the Bank
 
- cost of credit
 
- cost and effectiveness of technical assistance
 
-,bad debt management
 
.- implementation of optional interest rate policy
 

D. Negotiating Status
 

This Project proposal has been prepared in close
 
collaboration with BIP management and staff, and with the endorsement of the
 
Minister of Economy, Finance and Commerce and the President of the
 
Republic. Given BIP familiarity with the two previous AID-financed Fondo de
 
Desarrollo Rural projects, and their similarity to this proposal,
 
negotiation and execution of the Project Agreement should proceed rapidly.
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E. Environmental Consideration
 

The USAID/Peru Project Committee has undertaken a complete
 
Initial Environmental Examination (IEE) of the Project's environmental
 
impact and has arrived at a reco mendation for a negative determination with
 
which the AA/LAC has concurred.IEM
 

11 See Annex I, Exhibit G for lEE.
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COUNTRY CHECKLIST
 

A. 	GENERAL CRITERIA FOR COUNTRY ELIGIBILITY
 

1. 	FAA Sec. 116.(a) Has the Department
 
of State determined that this govern
ment has engaged in a consistent
 
pattern of gross violations of inter
nationally recognized human rights?
 
(b) If so, can it be demonstrated that
 
contemplated assistance will directly
 
benefit the needy? No
 

2. 	FAA Sec. 113. Has particular attention
 
been given those programs, projects, and
 
activities which tend to integrate
 
women into the national economies of
 

developing countries, thus improving
 
their status and assisting the total
 
development effort? Yes
 

3. 	FAA Sec. 481. Has it been determined
 
that the government of the recipient
 
country has failed to take adequate steps
 
to prevent narcotic drugs and other
 
controlled substances (as defined by
 
the Comprehensive Drug Abuse Prevention
 
and Control Act of 1970) produced or
 
processed, in whole or in part, in
 

such country, or transported through
 
such country, from being sold illegally
 
within the jurisdiction of such
 
country to U.S. Government personnel
 
or their dependents, or from entering
 
the U.S. unlawfully? No
 

4. 	FAA Sec. 620(b). If assistance is to a
 
government, has the Secretary of State
 
determined that it is not dominated or
 
controlled by the international Communist
 
movement? Yes
 

5. 	FAA Sec. 620(c). If assistance is to a
 
government, is the government liable as
 
debtor or unconditional guarantor on any
 

citizen for goods or services furnished
 
or ordered where (a) such citizen has
 
exhausted available legal remedies and (b)
 
the debt is not denied or contested by
 
such government? No.
 



6. 	 FAA Sec. 620(e)(1). If assistance is
 
to a government, has it (including
 
government agencies or subdivisions)
 
taken any action which has the effect
 
of nationalizing, expropriating, or
 
otherwise seizing ownership to control
 
of property of U.S. citizens or entities
 
beneficially owned by them without taking
 
steps to discharge its obligations toward
 
such citizens or entities? No
 

7. 	FAA Sec. 620(a), 620(f), 620D; Continuing
 
Resolution Sec. 511, 512 and 513; ISDCA
 
of 1980 Secs. 717 and 721. Is recipient
 
country a Communist country? Will assistance
 
be provided to Angola, Cambodia, Cuba, Laos
 
or Vietnam? (Food and humanitarias assistance
 
distributed directly to the people of Cambodia
 
are excepted). Will assistance be provided
 
to Afghanistan or Mozambique without a
 
waiver? Are funds for El Salvador to be used
 
for planning for compensation, or for the
 
purpose of compensation, for the confiscation
 
nationalization, acquisition or expropriation
 
of any agricultural or banking enterprise, or
 
property or stock thereof? No
 

8. 	FAA Sec. 620(i). Is recipient country in
 
any way involved in (a) subversion of, or
 
military aggression against, the United
 
States or any country receiving U.S. assistance,
 
or (b) the'planning of such subversion or
 
aggression? No
 

9. 	FAA Sec. 620(j). Has the country permitted,
 
or failed to take adequate measures to
 
prevent, the damage or destruction, by mob
 
action, of U.S. property? No
 

10. 	FAA Sec. 620(k). Does the program furnish
 
assistance in excess of $100,000,000 for the
 
construction of a productive enterprise, except
 
for productive enterprises in Egypt that were
 
described in the Congressional Presentation
 
materials for FY 1977, FY 1980 or FY 1981? No
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11, FAA Sec. 620(1). If the country has 
failed to institute the investment 
guarantee program for the specific 
risks of expropriation, inconvertibil
ity or confiscation, has the AID 
Administrator within the past year 
considere denying assistance to such 
government for this reason? Yes 

12. FAA Sec. 620(m). Is the country an 
economically developed nation capable 
of sustaining its own defense burden 
and economic growth, and if so, does it 
meet any of the exceptions to FAA Section 
620(m)? No 

13. FAA Sec. 620(o); Fishermen's Protective 
Act of 1967, as amended, Sec. 5. If 
country has seized, or imposed any 
penalty or sanction against, any U.S. 
fishing activities in international 
waters, 

a. has any deduction required by the 
Fishermen's Protective Act been made? No 

b. has complete denial of assistance 
been considered by AID Administrator? Yes 

14. FAA Sec. 620(g); Continuing Resolution 
Sec. 518. 
(a) Is the government of the recipient 
country in default for more than six 
months on interest or principal of 
any AID loan to the country? (b)Is 
the country in default exceeding one 
year on interest or principal on any 
U.S. loan under a program for which 
the Continuing Resolution appropriates 
funds? No 

15. FAA Sec. 620(s). If contemplated Yes, taken into account 
assistance is development loan or from by the Administrator at time 
Economic Support Fund, has the Adminis- of approval of Agency OYB. 
trator taken into accoun: the percentage 
of the country's budget which is for 
military expenditures, the amount of 
foreign exchange spent on military 
equipment and the amount spend for the 
purchase of sophisticated weapons systems? 
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16. 	FAA Sec. 620(t). Has the country
 
severed diplomatic relations with
 
the United States? If so, have
 
they been resumed and have new
 
bilateral assistance agreements
 
been negotiated and entered into
 
since such resumption? No:
 

17. FAA Sec. 620(u). What is the payment Rayment status is up to date.
 
status of the country's U.N. obligations?
 
If the country is in arrears, were such
 
arrearages taken into account by the AID
 
Administrator in determining the current
 
AID Operational Year Budget?
 

18. 	FAA Sec. 620A; Continuing Resolution
 
Sec. 521. Has the country aided or
 
abetted, by granting sanctuary from
 
prosecution to, any individual or
 
group which has committed an act of
 
international terrorism? Has the country
 
aided or abetted, by granting sanctuary
 
from prosecution to, any individual or
 
group which has committed a war crime? No
 

19. 	FAA Sec. 666. Does the country object,
 
on the basis of race religion , national
 
origin or sex, to the presence of any
 
officer or employee of the U.S. who is
 
present in such country to carry out
 
economic development programs under the
 
FAA? No
 

20. 	FAA Sec. 669, 670. Has the country,
 
after August 3, 1977, delivered or
 
received nuclear enrichment or re
processing equipment, materials, or
 
technology, without specified
 
arrangements or safeguards? Has
 
it detonated a nuclear device after
 
August 3, 1977, although not a "uclear
weapon State" under the nonproliferation
 
treaty? No
 

B. 	FUNDING SOURCE CRITERIA FOR COUNTRY ELIGIBILITY
 

1. 	Development Assistance Country Criteria
 

a. FAA Sec. 102(b)(4). Have criteria Yes, the evidence of this
 
been established and taken into account commitment and progress is
 
to assess commitment progress of the Peru's counterpart contri
country in effectively involving the 	 butions to AID projects
 
poor in development, on such indexes as: carrying out the goals stated
 
(1)' increase in agricultural productivity herein.
 
through small-farm labor intensive agriculture,
 
(2)reduced infant mortality, (3)control
 
of population growth, (4)equality of income
 
distribution, (5)reduction of unemployment and
 
(6)increased literacy.
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b. FAA Sec. 104(d)(1) If appropriate, 
is this development (including Sahel) 
activity designed to build motivation 
for smaller families through modification 
of economic and social conditions supportive 
of the desire for large families in programs 
such as education in and out of school, 
nutrition, disease control, maternal and
 
child health services, agricultural produc
tiqn, rural development, assistance to
 
urban poor and through community-based
 
development programs which give recognition
 
to people motivated to limit the size of
 
their families? 


2. Economic Support Fund Country Criteria
 

a. FAA Sec. 502B. Has the country (a)
 
engaged in a consistent pattern of
 
gross violations of internationally
 
recognized human rights or (b)made such
 
significant improvements in its human
 
rights record that furnishing such
 
assistance is in the national interest? 


b. FAA Sec. 532(f). Will ESF assistance
 
be provided to Syria? 


c. FAA Sec. 609. If commodities are to
 
be granted so that sale proceeds will
 
accrue to the recipient country, have
 
Special Account (counterpart) arrangements
 
been made? 


d. FAA Sec. 620B. Will ESF be furnished
 
to Argentina? 


Yes
 

N.A.
 

N.A.
 

N.A.
 

N.A.
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PROJECT CHECKLIST
 

A. GENERAL CRITERIA FOR PROJECT 

1. Continuing Resolution Unnumbered;
 
FAA Sec. 634A; Sec. 653(b).
 

(a)Describe how authorizing and (a)A description of this project was
 
appropriations Committees of Senate included in the Congressional Presen
and House have been or will be tation for FY 1982 and 1983.
 
notified concerning the project;
 
(b)is assistance within (Operational (b)Yes.
 
Year Budget) country or international
 
organization allocation reported to
 
Congress (or not more than $1million
 
over that amount)?
 

2. FAA Sec. 611(a)(1). Prior to (a) Yes 
obligation in excess of $100,000,
 
will there be (a)engineering, (b)Yes
 
financial other plans necessary to
 
carry out the assistance and (b) a
 
reasonably firm estimate of the
 
cost to the U.S. of the assistance?
 

3. FAA Sec. 611(a)(2). If further No further legislative action necessary.
 
legislative action is required within
 
recipient country, what is basis for
 
reasonable expectation that such
 
action will be completed in time to
 
permit orderly accomplishment of
 
purpose of the assistance? 

4. FAA Sec. 611(b); Continuing Resolution
 
Sec. 501. If for water or water-related
 
land resource construction, has project
 
met the standards and criteria as set
 
forth in the Principles and Standards for
 
Planning Water and Related Land Resources,
 
dated October 25, 1973. N.A.
 

5. FAA Sec. 611(e). If project is capital 611(e) certification is
 
assistance (e.g., construction), and all included in the project
 
U.S. assistance for itwill exceed $1 paper
 
million, has Mission Director certified and
 
Regional Assistant Administrator taken into
 
consideration the country's capability
 
effectively to maintain and utilize the
 
project?
 



ANNEX, I 
Exhibit A' 
Page.7,of 16 

6.FAA Sec. 209. Is project susceptible The project is not susceptible to
 

of execution as part of regional or regional multilateral execution.
 
multilateral project? If so, why is
 
project not so executed? Information
 
and conclusion whether assistance will
 
encourage regional development
 
programs.
 

7. 	FAA Sec. 601(a). Information and con- The project will contribute to:
 

clusions whether project will encourage (a) increased production of some
 

efforts of the country to: (a) increase exportable items - mainly artesanfa
 

the flow of international trade; (b) (b) increase private initiative and
 

foster private initiative and competition; competition - through the establishment
 

and 	(c) encourage development and use of of new, generally privately owned, urba
 

cooperatives, and credit unions, and small businesses; (c) increase incomes
 

savings and loan associations; (d) dis- of urban populace - making more money
 

courage monopolistic practices; (e) available for savings; (d) discourage
 

improve technical efficiency of 	 monopolistic practices
 

industry, agriculture and commerce; through providing heretofore scarce
 

and 	(f) strengthen free labor unions. credit to new enterprises; (e) Techni
cal assistance under the project will
 
improve the technical efficiency of
 

some participating small enterprises;
 
(f) the strengthening of free labor to
 
a marginal extent (though it will
 

create employment).
 

8. 	FAA Sec. 601(b). Information and The project may encourage more private
 

conclusion on how project will en- U.S. trade in small exportable items 

c Se U.S. private trade and invest- from Peru but will not significantly 

ment abroad and encourage private U.S. increase trade or foster private 

participation in foreign'assistance U.S. participation in foreign assistanc 

programs (including use of private programs. 

trade channels and the services of 
U.S. private enterprise).
 

9. 	FAA Sec. 612(b), 636(h); Continuing The GOP will contribute the equivalent
 

Resolution Sec. 508. Describe steps US$3.5 million to the credit fund on a 

taken to assure that, to the maximum pari passu basis and therefore helps
 

extent possible, the country is finance each subloan made. The U.S.
 

contributing local currencies to meet no Peruvian c:urrency available for use
 

the cost of contractual and other ser- in financing this project.
 

vices, and foreign currencies owned
 
by the U.S. are utilized in lieu of
 
dollars.
 

10. FAA Sec. 612(d). Does the'U.S own No
 
excess foreign currency of the country
 
and, if so, what arrangements have
 
been made for its release?
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I1.FAA Sec. 601(e). Will the project 
utilize competitive selection procedures 
for the awarding of contracts, except 
.where applicable procurement rules allow 
otherwise? Yes 

12. Continuing Resolution Sec. 522. If 
assistance is for the production of any 
commodity for export, is the commodity 
likely to be in surplus on world markets 
at the time the resulting productive 
capacity becomes likely to cause subs
tantial injury,to U.S. producers- of 
the same, similar or competing commodity? 

B. FUNDING CRITERIA FOR PROJECT 

1. Development Assistance Project Criteria 

a. FAA. Sec. 102(b), 111, 113, 281(a). This project will (a)-involve the 
Extent to which activity will (a)effectively poor by targetting into urban 
involve the poor in development, by slums of Peru where the majority of 
extending access to economy at local level, the urban poor live, generating 
increasing labor intensive production employment for them in small 
and the use of appropriate technology, urban business concerns; (b)not 
spreading investment out from cities 
to small towns and rural areas, and 

involve cooperative development. 

insuring wide participation of the poor 
in the benefits of development m a 
sustained basis, using the appropriate 
U.S. institutions; (b)help develop 
cooperatives, especially by technical 
assistance, to assist rural and urban 
poor to help themselves toward better 
life, and otherwise encourage democratic 
private and local governmental institutions; 
(c) support the self-help efforts of 
developing countries; (d)promote the 
participation of women in the national 
economips of developing countries and thu 
improvement of women's status; and (e) 
utilize and encourage regional cooperation 
by developing countries? 
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b. FAA Sec. 103, 103A, 104, 105,
 
106,;.107. Is assistance being
 
made available: (include only
 
applicable paragraph which corresponds
 
to source of funds used. If more
 
than one fund source is used for
 
project, include relevant paragraph
 
for each fund source).
 

(1) (101.] for agriculture, rural 
development or nutrition; if so (a) 
extent to which activity is specifically 
designed to increase productivity and 
income of rural poor; 103A if for 
agricultural research, full account 
shall be taken of the needs of small 
farmers and extensive use of field 
testing to adapt basic research to 
local conditions shall be made; 
(b) extent to which assistance is
 
used in coordination with programs
 
carried out under Sec. 104 to help
 
improve nutrition of the people of
 
developing countries through
 
encouragement of increased production
 
of crops with greater nutritional
 
value, improvement of planning,
 
research, and education with respect
 
to nutrition, particularly with
 
reference to improvement and
 
expanded use of indigenously
 
produced foodstuffs; and the
 
undertaking of pilot or demons
tration of programs explicitly
 
addressing the problem of
 
malnutrition of poor and vul
nerable people; and (c)extent
 
to which activity increases national
 
food security by improving food
 
policies and management and by
 
strengthening national food
 
reserves, with particular concern
 
for the needs of the poor, through
 
measures encouraging domestic
 
production, building national food
 
reserves, expanding available storage.
 
facilities, reducinLg post harvest food 

losses and improving food distribution.
 

N.A.
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(2)'(104]for population planning 
under sec. 104(b) or health under 
sec. 104(c); if so, (i) extent to 
which activity emphasizes low-cost, 
integrated delivery systems for health, 
nutrition and family planning for the 
poorest people, with particular atten
tion to the needs of mothers and young 
children, using paramedical and auxiliary 
medical personnel, clinics and health 
posts , commercial distribution systems 
and other modes of community research N.A. 

(3) ( l05for education, public adminis
tration, or human resources development; 
if so, (i) extent to which activity 
strengthens nonformal education, makes 
formal education more relevant, 
especially for rural families and 
urban poor, or strengthens management 
capability of institutions enabling the 
poor td participate in development; and 
(ii) extent to which assistance provides 
advanced education and training of people 
in developing countries in such disciplines 
as are required for planning and implemen
tation of public and private development 
activities. N.A. 

(4) C106; ISDCA of 1980, Sec. 30] for 
energy, private voluntary organizations, 
and selected development activities; if 
so,, extent to which activity is: (i) (a) 
concerned with data collection and analysis, 
research on and development of suitable 
energy sources, and pilot projects to test 
new methods of energy production; (b) 
facilitative of geological and geophysical 
survey work to locate potential oil, natural 
gas, and coal reserves and to encourage 
exploration for potential oil, natural gas, 
and coal reserves; and (c) a cooperative 
program in energy production andconservation 
through research and development and use of 
small scale, decentralized, renewable energy 
sources for rural areas; 

(ii) technical cooperation and development, 
especially with U.S. private and voluntary 
or regional and international development 
organizations; N.A. 
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(iii) research into, and evaluation
 
of economic developmentiprocess and N.A.
 
techniques;
 

(iv)reconstruction after natural or
 
manmade disaster; N.A
 

(v) for special development problems,
 
and to enable proper utilization of
 
earlier U.S. infrastructure, etc.
 
assistance; N.A.
 

(vi) for programs of urban The purpose of the project is to 
development especially small institutionalize through new policy
 
labor intensive enterprises, and operational initiatives, a self
 
marketing systems, and financial sustaining credit and technical assis
 
or other institutions to help urban ance program for small urban enter
poor participate in economic and social prises in slum areas.
 
development.
 

c. [i0 I is appropriate effort 
placed on use of appropriate tech
nology? (relatively smaller, cost
saving, labor using technologies that 
are generally most appropriate for 
the small farms, small businesses, and 
small incomes of the poor). Yes 

d. FAA Sec. 110(a). Will the
 
recipient country provide at least
 
25% of the costs of the program, project,
 
or activity with respect to which the
 
assistance is to be furnished (or has the
 
latter cost-sharing requirement been
 
waived for a "relatively least developed" 
country)? Yes
 

e. FAA Sec. 110(b). Will grant
 
capital assistance be disbursed for
 
project over more than 3 years? If so,
 
has justification satisfactory to
 
Congress been made, and efforts for
 
other financing, or is the recipient
 
country "relatively least developed"? N.A. 

f. FAA Sec. 281(b). Describe extent The project will assist in meeting t
 
to which program recognizes the particular needs of the urban poor by creating
 
needs, desires, and capacities of the opportunities for employment and
 
people of the country; utilizes the increasing incomes through the
 
country's intellectual resources to provision of credit to small busin
 
encourage institutional development; enterprises located in urban slums.
 
and supports civil education and training Peru's intellectual resources will
 
in skills required for effective parti- utilized to assist in the institutia
 
cipation in governmental processes nalization of atself sustaining
 
essential to self-government. system for delivering credit and
 

technical assistance to small busi
 



g. FAA Sec. 122(b). Does the
 
activity give reasonable promise
 
of contributing to the development
 
of econox',. resources, or to the
 
increase of productive capacities
 
and self-sustaining economic 

growth?
 

2. Development Assistance Project
 
Criteria (Loans Only)
 

a. FAA Sec. 122(b). 

Information and conclusion on 

capacity of the country to 

repay the loan, at a reasonable 

rate of interest.
 

b. FAA Sec. 620(d). If
 
assistance is for any productive
 
enterprise which will compete with
 
U.S. enterprises, is there an
 
agreement by the recipient country
 
to prevent export to the U.S. of
 
more than 20% of the engerprise's
 
annual production during the life
 
of the loan? 


3. Project Criteria Solely for Economic
 
Support Fund
 

a. FAA Sec. 531(a). Will this
 
assistance promote economic or
 
policital stability? To the extent
 
possible, does it reflect the
 
policy directions of FAA Section 102?
 

b. FAA Sec. 531(c). Will assistance
 
under this chapter be used for
 
military, or paramilitary activities? 
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in urban slums. The project will not
 
directly support civil education and
 
training in skills required for parti
cipation in processes essential to
 
self-government.
 

Yes 

Peru now has the capacity to repay
 
the loan and there is no reason to
 
expect that in the future Peru will
 
not be able to do so.
 

N.A. 

N.A. 
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STANDARD ITEM CHECKLIST
 

A. Procurement 

1. FAA Sec. 602. Are there arrangements Such arrangements will be 
to permit U.S. small business to included-in Loan Agreement 
participate equitably in the fur
nishing of commodities and services 
financed? 

2. FAA Sec. 604(a). Will all procure
ment be from the U.S. except as 
otherwise determined by the President 
or under delegation from him? Yes. 

3. FAA Sec. 604(d). If the cooperating 
country discriminates against U.S. 
marine insurance companies, will 
commodities be insured in the 
United States against marine risk 
with a company or companies authorized 
to do a marine insurance business in 
the U.S.? Yes 

4. FAA Sec. 604(e); ISDCA of 1980 Sec. 
705(a). If offshore procurement 
of agricultural commodity or 
product is to be financed, is there 
provision against such procurement when 
the domestic price of such commodity is 
less than parity? (Exception where 
commodity financed could not reasonably 
procured in U.S.) N.A. 

5. FAA Sec. 603. Is the shipping 
excluded from compliance with 
requirement in Section 901(b) of the 
Merchant Marine Act of 1936, as 
amended, that at least 50 per centum 
of the gross tonnage of commodities 
(computed separately for dry bulk 
carriers, dry cargo liners, and tankers) 
financed shall be transported on privately 
owned U.S.-flag commercial vessels to the 
extent that such vessels are available at 
fair and reasonable rates? No. 

6. FAA Sec. 621. If technical assistance 
is financed, to the fullest extent 
practicable will such assistance, goods 
and professional and other services be 
furnished from private enterprise on a 
contract basis? If the facilities of 
other Federal agencies will be utilized, 
are they particularly suitable, not com
petitive with private enterprise, and made 
available without undue interference with 
domestic programs? Yes. 
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7. International Air Transport. 

Fair Competitive Practices 
Act, 1974 If air transportation 
of persons or property is financed 
on grant basis, will provision be 
made that U.S. carriers will be 
utilized to the extent such service 
is available? Yes. 

8. Continuing Resolution Sec. 505 
If the U.S. Government is a party to 
a contract for procurement, does the 
contract contain a provision 
authorizing termination of such 
contract for the convenience of the United 
States? Yes. 

B. Construction 

1. FAA Sec. 601(d). If capital 
(e.g., construction) project are 
engineering and professional services 
of U.S. firms and their affiliates 
to be used to the maximum extent 
consistent with the national 
interests? N.A. 

2. FAA Sec. 611(c). If contracts for 
construction are to be financed, will 
they be let on a competitive basis to 
a maximum extent practicable? Yes. 

3. FAA.Sec. 620(k). If for construction 
of productive enterprise, will agregate 
value of assistance to be furnished by 
the U.S. not exceed $100 million? Yes 

C. Other Restrictions 

1.' FAA Sec. 122(b). If development loan, 
is interest rate at least 2% per annum 
during grace period and at least 3% per 
annum thereafter? Yes. 

2. FAA Sec. 301(d). If fund is established 
solely by U.S. contributions and adminis
tered by an international organization, 
does Comptroller General have audit 
rights? , N.A. 

3. FAA Sec. 620(h). Do arrangements 
exist to insure that United States 
foreign aid is not used in a manner 
which, contrary to the best interests 
of the United States, promotes or 
nssists the foreign aid projects or 
activities of the Communist-block countries? Yes. 
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4. Continuing Resolution Sec. 514 
If participants will be trained in the 
United States with funds obligated in 
FY 1981, has it been determined either 
(a) that such participants will be 
selected otherwise than by their home 
governments, or (b) that at least 20% 
of the FY 1981 fiscal year's funds 
appropriated for participant training 
will be for participants selected 
otherwise than by their home governments? N.A. 

5. Will arrangements preclude use of 
financing: 

a. FAA Sec. 104(fl. To pay for 
performance of abortions as a method 
of family planning or to, motivate or 
coerce persons to practice abortions; 
to pay for performance of involuntary 
sterilization as a method of family 
planning, or to coerce or provide financial 
incentive to any person to undergo 
sterilization? Yes. 

b. FAA Sec. 620(g) To compensate owners 
for expropriated nationalized property? Yes 

c. FAA Sec. 660. To provide training 
or advice or provide any financial support 
for police, prisons, or other law enforce
ment forces, except for narcotics programs? Yes. 

d. FAA Sec. 662. For CIA activities? Yes. 

e. FAA Sec. 636(i). For purchase, sale, 
long-term lease, exchange or guaranty of 
the sale of motor vehicles manufactured 
outside U.S., unless a waiver is obtained. Yes. 

f. Continuing Resolution Sec. 504. To 
pay pensions, annuities retirement pay, 
or adjusted service compensation for 
military personnel? Yes. 

g. Continuing Resolution Sec. 506. 
To pay U.N. assessments, arrearages or 
dues. Yes. 

h. Continuing Resolution Sec. 507' 
To carry out provisions of FAA section 
209(d) (Transfer of FAA funds to 
multilateral organizations for lending.) Yes. 
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i. Continuing Resolution Sec. 509.
 
To finance the export of nuclear
 
equipment fuel, or technology or to
 
train foreign nationals in nuclear
 
fields? Yes.
 

j. Continuing Resolution Sec. 510
 
Will assistance be provided for the
 
purpose of aiding the efforts of
 
the government of such country to
 
repress the legitimate rights of
 
the population of such country
 
contrary to the Universal Declaration
 
of Human rights? No.
 

k. Continuing Resolution Sec. 516
 
To be used for publicity or propaganda
 
purposed within U.S. not authorized by
 
Congress? Yes.
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P2RECT AUTHORIZATION 

Name of Country: Peru 

Name of Project: Urban Small Enterprises Development 

Number of Project: 527-0241
 

Number of Loan: 527-W

1. Pursuant to Section 106 of the Foreign Assistance of 1961, as amended, 
I hereby authorize the Urban Small Enterprises Development Project for Peru 
(the "Cooperating Country") involving planned obligations of not to exceed 
Ten Million United States Dollars ($10,000,000) in loan funds ("Loan") over 
a four (4) year period from date of authorization, subject to the availability 
of funds in accordance with the A.I.D. OYB/allotment process, to help 
financing foreign exchange and local currency costs for the project. 

2. The project ("Project") consists of the establishment and operation of
 
a system within the Banco Industrial del Peru (BIP) for providing loans to
 
small scale urban enterprises located in or hiring persons from the slum
 
areas of Lima and other Peruvian cities and for mobilizing savings in these
 
areas through the provision of capital for lending operations, technical
 
assistance and training for BIP staff and subborrowers, and vehicles and
 
equipment for participating BIP offices.
 

3. The Project Agreement, which may be negotiated and executed by the officer
 
to whom such authority is delegated in accordance with A.I.D. regulations
 
and Delegations of Authority, shall be subject to the following essential
 
terms and covenants and major conditions, togethr with such other terms
 
and conditions as A.I.D. may deem appropriate.
 

a. Interest Rate and Terms of Repayment
 

The Cooperating Country shall repay the Loan to A.I.D. in U.S. 
Dollars within twenty-five (25) years from the date of first 
disbursement of the Loan, including a grace period of not to 
exceed ten (10) years. The Cooperating Country shall pay to 
A.I.D. in U.S. Dollars interest from the date of first disburse
ment of the Loan at the rate of (i) two percent (2%) during the 
first ten (10) years, and (ii) three percent (3%) per annum 
thereafter, on the outstanding disbursed balance of the Loan and 
on any due and unpe.d interest accrued thereon. 

b. Source and Origin of Goods and Services
 

Goods and services, except for ocean shipping, financed by A.I.D.
 
under the Loan shall.have their source and origin in the Cooperating
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Country or in countries included in A.I.D. Geographic Code 941, 
except as A.I.D. may otherwise agree in writing. Ocean shipping 
financed by A.I.D. under the Loan shall be financed only on flag
 
vessels of the Cooperating Country or of countries included in
 
A.I.D. Geographic Code 941, except as A.I.D. may otherwise agree 
in writing. 

c. 	Conditions Precedent to Initial Disbursement
 

(1) Prior to any disbursement or to the issuance of commitment 
documents under the Project Agreement, the Cooperating Country shall,
 
except as A.I.D. may otherwise agree in writing, furnish to A.I.D., 
in form and substance satisfactory to A.I.D., a technical assistance
 
plan for training of BIP staff in participating branch offices in
 
the 	technical and promotional aspects of the program including 
indexation of subloans and mobilizing savings and for providing
 
technical assistance and training to subborrowers before and during
 
the 	execution of their subprojects.
 

d. 	Condition Precedent to Disbursement to Finance Lending Activities
 

Prior to any disbursment, or to the issuance of commitment documents 
under the Project Agreerent, to finance lending activities under
 
the Project, the Cooperating Country shall, except as A.I.D. may 
otherwise agree in writing, furnish to A.I.D., in form and substance 
satisfactory to A.I.D., a BIP credit operations manual for the
 
Project.
 

e. 	Condition Precedent to Disbursement to Finance Procurement of
 
Vehicles and Equipment for BIP Offices
 

Prior to any disbursement, or the issuance of commitment documents
 
under the Project Agreement, to finance procurement of vehicles 
and 	equipment for BIP offices under the Project, the Cooperating 
Country shall, except as A.I.D. may otherwise agree in writing,
 
furnish to A.I.D., in form and substance satisfactory to A.I.D. 
a procurement plan for purchasing vehicles and equipment for 
participating BIP branch offices. 

g. 	Covenants
 

The Cooperating Country shall covenant, except as A.I.D. may other
wise agree in writing, that:
 

(1) BIP shall open and staff adequately two offices in Lima, one 
in the southern cone and one in the northern cone within six
 
months of the signing of the Project Agreement;
 

(2) BIP shall deposit to the Urban Enterprises loan fund during 
the Loan repayment period all reflows of principal and interest 
received (less commissions and fees) from all sub-loans for 
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relending consistent with purpose of the Project;
 

(3) BIP shall maintain the value of the Urban Enterprises loan 
fund .in an amount of soles equivalent to the dollar value of the 
fund upon initiation of activities, and will make annual capital
contributions to the Fund to compensate for any losses in value due
 
to uncollectable loans during the previous year; and
 

(4) BIP shall initiate a passbook savings campaign in its two offices
 
in the southern and northern cones of Lima.
 

Marshall Brown
 

Acting Assistant Administrator
 
for Latin America and the Caribbean
 

Date
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CERTIFICATION PURSUANT TO SECTION 611(e) OF THE 

FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED 

I, Malcolm Butler, the principal officer of the Agency for 

International Development in Peru, having taken into 

account, among other factors, the maintenance and utilization 

of projects in Peru previously financed or assisted by the 

United States, do hereby certify that in my judgment Peru.has 

both the financial capability and human resources capability 

to effectively maintain and utilize the proposed Project: 

URBAN SMALL ENTERPRISE DEVELOPMENT. 

Date 	 Malcolm Butler
 
Director
 
USAID/Peru 
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MINISTFRIO D [CONOMIA, FINANZAS YTM CI0 

Lima, 3 de marzo de 1982
 

Oficlo N*028-82/EFC-15.01 

ICI-ON COPY 
Seflor TAKEN: 
Malcolm Butler 
Director - Agencia Internacional J 
para el Desarrollo (A.I.D.) LOATE: 
Avda. Espafla No 386 
Lima.- INITIALS: 1.-

Tengo el agrado de dirigirme a usted con el objeto de someter a
 
su consideraci6n una solicitud formal del Gobierno Peruano para

el financiamiento del Proyecto que hemos denominado "Desarrollo
 
de Pequeflas Empresas Urbanas," mediante un prdstamo de la A.I.D.
 
de US$ 10'000,000 a fin de constituir, juntamente con recursos
 
de contrapartida nacional, un fondo de crddito para satisfacer
 
la creciente demanda por los recursos monetarios, con el objeto
 
de financiar la creaci6n de pequeflos negocios urbanos a ser lo
calizados en los pueblos jdvenes de Lima, Trujillo, Chimbote,
 
Chiclayo e Ica. El Proyecto contempla como Agente de Ejecuci6n
 
al Banco Industrial del Peru', el cual cuenta con amplia experien
 
cia en la administracifn crediticia de este tipo de programas.
 
Se desea capitalizar la capacidad institucional del Banco Indus
trial del Pera, obtenida en los programas rurales de crddito,fi
nanciados b~sicamente por la A.I. D., con recursos de los presta
 
mos No. 527-T-057 y No. 527-T-062.
 

Desearfamos que el prdstamo solicitado sea a un plazo de 25 aflos,
 
con un perlodo de gracia de 10 agios, con tasas de. interds del 2%
 
para el perfodo de gracia y de 3%para los aflos restantes. La 
contrapartida naclonal ascenderd a US$ 3,500,000 para la capita
lizacl6n del Fondo, m~s los recursos necesarios para la adminis
tracl6n del mismo. 

Aprovecho la oportunidad para expresarle los sentimientos de mt
 
mayor constderaci6n.
 

A: & . . , 7"fAtentamente,Ozyz+ 

_ £ 1 /. ... , _ _ 4. 

. ..... 
 DR. MANUEL ULLOA ELIAS 
Ministro de Economfa, Finanzas. 
y Comercio 

Formularlo No. 1.22 

http:028-82/EFC-15.01
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SU3JECT:UR3AN ENTERPRISES PI)
 

1. 	THE DAEC REVIE4ED AND APPR3VEO SU3JECT PID ON JUNE 5,
 
3F:EE3 FOR
1981. THE FOLLO4IN^ ^OMMENTS AND GUI3ANCE ARE 


THE PROJECT PAPER. THE MISSION'S REQUEST
PREPARATION OF 

FOR PROJECT APPROVAL AJTH3RITY /AS NOT APPROVED; THEREFORE
 

PP MUST BE SU3MITTEO T3 AIO/4/ FIR REVIEW.
 
1. ANALYSIS OF 3IP PJLICY AND POR;FOLIO: CONCERN 4IAS 

EXPRESSED THAT THE JJSTIFICATION FOR THIS LOAN 	MAY INDICATE
 151,14ATJRE OF TE IN)USTRIAL
A FUNDAMENTAL WEAKNESS IN THE 


BANK OF PERU (BIP) AS A FINANCIAL ORGANIZATI3N AND DEVELOP-

MENT 3ANK. ESSENTIALLYI AS PRESENTLY C3JSTITJTE), 31P IS
 
A RETAILIN3 WINDW IF TH9 CENTRAL 3ANK, JEPENDENT FOR ITS
 

,,LENDING RESOURCES ON: A) TRANSFERS OF TAX RESOURCES FROM
 

THE CENTPAL GOVERNMENT; 3) CREDIT CREATED 3Y T-E CENTRAL
 
3ANK; C) FOREIGN BORR,0s/IN3S (SUCH AS THIS); AND 3) REFLO4S
 

IS BEING RAPIDLY ERODED 3Y INFLATION..HOSE REAL VALUE 
THE 3IP APPEARS TO COMPETE 14ITH THE COMMERCIAL 3ANKING SEC-


TJR FOR 3USINESSAS WELL. THE LIMITED A3ILITY OF THE 30P
 

TO GENERATE PUBLIC SESTOR SAI'INGS AND COMPETING D-MANDS FIR
 
FOR FUTURE
SUCH RESOURCES ALSO 3IVES 31P A LIMITED SCOPE 


3EIN3
FXPANSION. NIR IS IT :L11R THAT -31P'S CUSTOMERS ARE 


SYST.-MATICALLY 4EANC) 1242M LOW COST N O-C.IMERCIAL FI.NA:AC-
ING. THE PP SHOULD TH]R'JSHLY ANALYZE THE QUESTION OF THE 

DcEVOLJTION AND FUTURE 3IP LENDING, ESPECIALLY T3 SMALL
 
AND MEDIUM FNTREPRENEJRS. THE MISSION IS RPJESTE3 TO
 
EXPLCRE THE FEASIBILITY OF BIP'S TAPPING PRIVATE CAPITAL
 

OF VOLUNTARY SAVINGS, CO-FINANCI.NG\ \ 
MARIKSTS OR OTHER SDURC-S 

WITH PRIVATE U.S. FINA.ACIAL INSTITUTIONS, AN) OTHER 'IECHA-

NISMS FOR ;3ROADE.NIN" THE FINANCIAL BASE OF BIP IN ORDER TO
 
ASSURE THE VIA3ILITY AND CONTINUATION OF THE SMALL BUSINESS
 

FUNDS FOR 30TH JR3AN A.A:) RJRAL AREAS. ,4E ARE INTERESTE3
 
OVER THE LNOER TERM IN JSING AID RESOURCES AND POSSI3LE
 

MOVE THE BIP'S
CO-FINANCING FROM THE J.S. PRIVATE SECTOR TO 

PORTFOLIO Mr)RE INTO SMALL AN) 4EDIJM ENTERPRISE LENDING
 
AND OUT OF COMPETITION 4ITH THE COMMERCIAL 3ANKIN3 SECTOR."
 

http:CO-FINANCI.NG
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FIN'LLY, THF ANALYSIS IF THF "VILUTION OF 3IP STRJCTURE AND
 
POLI:YSHOULD ALSO REFER TO THE ROLE OF C1MMERCIAL 
3ANKS'
 
SMALL/MEDIUM 3USINJE-S LE"I-D3, INCLJ3I"G EX4I'IATIN OF
COMMERCIAL SANKS' S.ALL ,JSINESS FORTFOLIOS, AS A MEANS OF
 
JUSTIFYING AID SJPPCRT TO THE 3IP. 

?. INT-REST RATES: THE ISSJE OF POSITIVE SUALOAN INTEREST
RATES 4HICH INCLUDE THE '.CSTSOF FUND ADMINISTRATII. SHOULD '
 

3E CAPEFULLY ANALYZED IN THE PD. INCLUDED IN SJ:-
 AN
 
,: ALYqIS SFnULr) 3c 4 )ESSRIPTIJ' 'F PE'/AILI'TN3 EF.-''TIVL."
 
"ONK' L---;I. PATES ;:' :.J.INEF5 IN 'THER SECTIRS. T-i
 
PcOJECT S+'TJhLu CLFANLY .STAILISH THAT ThE PATES ,qILL I-. SET

P'ITTALLY AT C3'I1'ERCIAL ",-ET RATES AN\) THAT P"SITI'-
T'JFE'.T FATES .tILL .F C:-ARGE"1 PRIT.R TO PR]JECT TERIIATI 'I.
 
THr- RATIONALE FrR SJ3,IDIZEI INTEREST RATES VIS A VIz OTHER

Fr_!"S 3F LIA!1 CICESSI ,4S (E.-,. LOIJGER TERAfS DR 3RAE

PERIODS) SHnULD ALS? RE EXPLJRED AND JUSTIFIE).
 

1. BIP CAPABILITY TI PROVIDE TA; THE PP S-]'JL) FULLY
 
ASSESS 31P'S CJPRENT CAPA3ILITY TO PROVIDE TEHMICAL ASSIS-

T."IC " TO SU3-3nRP,714RS FOR SJ3-PROJECT OEVEL.PIET. TIE 
ESTAB"LISHMENT OF 
ADEZUATE BIP OUTREACH IN THE PUEBLOS
 
JOVENEC IS CRUCIAL TO PROJECT SJCESS; THEREFIRE, T-IE PRO-

JFCT SH.'UL) PRGVID: T4 TI THE 31P EARLY )JRIqG IIPLEMENTA-

TION TO ENSURE TIAT ADVISORY SERVICES 4ILL BE AVAILABLE T]

SU3-30RP.?JERS. IISSION IS R-ERRED TO THE APPROPRIATE
 
TFCHN"LDGY INF3OMATIC SERVICES PROVIDED BY THE NATIONAL
 
TECHNICAL INFOMi.IATIr.N SEFVICE (\4TIS) AND ITS PERUIIAN CON-
TACT, NOVOA INGENIE OS CICNSJLTORES, AS A POTENTIAL SOURCE
 
:OR INFOR,ATI3N TwAT MI3HT SJPDLE.MENT TA 3-FERE) TO 3IP
 
S,vALL/MEDIUM BUSINESS LIN APPLICANTS. 

4. TRAINING: ENTREPRE;NEURIAL AND PRODUCTION SKILLS TRAIN-

ING NFEDS IF THE KINDS OF SMALL 3JSINESSES A,0 EIPLOYr-ES
 
OF SMALL ENTERPRISES WAIH ARE LIKELY TO PARTICIPATE IN THE
 

PROJECT SHOULD BE SURVEYED DJrING PROJECT PREPARATION, AND 
APPPCPRIATE TRAINING PROGRAMS 3JILT INTO THE PROJET DESIGN'
 
IF REUIRED. SUCH AN ASSESSMENT AND TRAINING CJ9PINENT ARE
 
cSSENTIAL GIVEN THE PRIBA3ILITY THAT MANY PUEBLOS JIVENES
 
RESIDENTS SEEKING EmPLOYMENTPOSSESS PRIMARILY RURAL-3ASED
 
SKILLS. FURTHERMORE, THE 3IP SHOULD ENSJRE THAT ITS LOAN 
ACENTS ARE ADEQUATELY TRAINE) TI CAREFULLY SCREEN POTENTIAL
 
S'J3-39R.RD4ERS SO THAT SU3-PROJECT ELI3I3ILITY CRITERIA 
(SEE 3ELO/4) ARE 12T, AND THAT ONLY LESITIMATE AND VIA3LE 
URBAN ENTERPRISES ARE ASSISTED. 

5. ELIGI3ILITY CRITERIA: T-E CAPA3ILITY OF SMALL JR3AN
 
.:NTERPRISES TI GE'IERAT. ENIPLOYMENT SH]JLD BE A MAJOR FACTOR
 
IN ESTADLISHING ELI^GIBILITY CRITE"IA FIR FDU FINANCING.
 
THE 
MISSION SHOJLD THEREFORE CAREFULLY CONSIDER A--ROPRIATE
 
'lESS OF THE MAXI'JM LOAN/FMPLOYENT GENERATION RATIO 'OF 
.)LS 4,000 ESTABLISHED IN THE Pi, AS 4ELL AS THE STIPJLA-A 
TION FOR A MINIMJM VALJE ADDED COEFFICIENT. 

6. AVAILABILITY OF FUNDING: WHILE MISSION"S ABS ALOCATES 
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ENVIRONMENTAL THRESHOLD DECISION 

Project Location : Peru 

Project Title and Number 
 : Urban Small Enterprises
 
527-0241 

Funding : FY 1981 - $10,000,000 

Life of Project : Two years 

IEE Prepared by : Edilberto Alarcon, USAID/Peru 
Environmental Coordinator 

Recommended Threshold Decision : Negative Determination 

Bureau Threshold Decision : Concurrence with Mission 
Recommendation
 

Action : Copy to Leonard Yaegeri
 

Director, USAID/Peru
 

Copy to Edilberto Alarcon
 

Copy to Norma Parker, LAC/DR/SA
 

Copy to IEE file
 

Date~t4 

Robert 0. Otto
 
Chief Environmental Officer
 
Bureau for Latin America
 
and the Caribbean
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INITIAL ENVIRONMENTAL EXAMINATION 

Proiect Location : Peru 

Project Title . Urban Small Enterprises 

Funding I Fy 1981 10 000000 

,Life of Project 

ZEE Prepared by Edilberto Alarcdn, USAID/Peru 

nvironmental coordinator 

Da.:e Prepare .ay 1981 

Environmental Action Recommended:
 

The USAID/Peru Project Committee has undertaken a complete Initia'.
 

Environmental Examination (IEE) of the project's environmental
 

impacts and has arrived at a recommendation for a Negative Deter

-. mination as indicated in the Threshold Decision Section 
of the IE. 

Concurrence: 

I have reviewed the Initial Environmental Examination for .the Rural 

concur in the recommendation for aEnterprises 11 Program and 

Negative Determination. 

Dir ctor Ub /Peru 
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URBAN SMALL ENTERPRISE LOAN 

r. PROJECT DESCRIPTION 

1. General:
 

The goal of the Project is to generate and increase urban in
to institutionalize a
 comes in Peru. The purpose of the Project is 


program which will develop and expand urban small enterprises 
by im

proving the access of such firms to credit, appropriate 
technologies,
 

and technical assistance, thereby increasing urban employment 
opportunities.
 

It is envisioned that the Project will be implemented 
in the
 
The Project


Pueblos Jovenes of Lima and seven Dther major coastal 
cities, 


activities will contribute to:
 

-. development and strengthening of urban enterprisesl
 

employment opportunities1- generation of new 

generation and improved distribution of income; and
 -.
 

-. increased and self sustaining levels of economic activity 

which will interalia, reduce investment risk, provide 
a 

business infrastructure conducive to attracting larger 

scale industrial investment to the region, support agri

cultural developIdent and improve general qualify of life 
more attractive place to live.
making the urban area a 


Project-implementation will include the development of 
a revolving
 

enterprise promotion, expanded technicalurban credit. fund, urban 
capacity, greater outreach capability, further reductionassistance 

in credit barriers, and the institutionalization of urban 
small
 

Nearly

enterprise development lending concepts within the BIP, 


all of the A.I.D. loan will be used to capitalize the urban credit 
to providefund with a small portion of.A.I.D. money set aside 

The BIP will
technical assistance and commodities to the BIP. 


provide counterpart funding to capitalize the urban credit fund 

as well as implement the program and provide technical assistance 
to sub-borrowers. 

The total cost of the proposed three-year Project 
is estimated
 

provided as' counterpart contri
at $14.0 million of. which $4.0 will be 

loan funded by A.I.D,
bution by the GOP, and $10.0 will be 

The BIP..will be the Project's implementing institution. 
The
 

Urban Development Fund Office will have direct responsibility 
for
 

Project implementation and will coordinate the activities 
of the Lima
 

Offices' technical and managerial divisions. The regional branEc)
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offices will be the focus of Projoct prxo 6ti6n,. sub-project analyiii,tachnicdl assistance, sub-loan approval (within their authorized limits).and'individual sub-loan monitoring. 

The major beneficiaries of this Project are the estimated 3millions inhabitants of pueblos jovenes in the Project area who have
little or not access to credit. Given experience under the RuralEnterprise I and II loans, the Mission estimates that approximately2,800 sub-borrowers will obtain credit and 14,000 new jobs will be
created during the implementation period.
 

2. Eligible Enterprises Classification
 

Existing or proposed enterprises eligible to receive financing

from tho fund will be from the following basic categories:
 

- cottage industries (including artisan)
 
- small-scale industry/manufacturing
 

-"services/commerce
 

- small-scale agribusiness
 

11. DISCUSSION OP FIMPACTSS 

This is an Intermediate Credit Institution 
 Loan which will
provide sub-loans of an average amount of $5,000 to selected urban
enterprises through the Industrial Bank of Peru. 
Most of the subloans will support cottage and small scale manufacturing industrie6.Some will be related to services and commerce and some to small sc:le
agribusiness. 
In view of the relatively small size of the sub-loa.s,no significant environmental changes are expected from any individ.al
project. However, the Program as a whole will improve 
 socio economicconditions through employment generation and increased production of.

goods and services.
 

In. the following paragraphs:, a brief discussion is.presented,*o'nV' .the minor environmental' effects that may result fro& the anticipated.--.'
project activitis. 

A. Ldnd' Uses 

Upqxm.actimI&A"ia1.. illTIM produca .any zualor-4.han iViffMe("chrick Qt"the Tand AW"iddmAArnatural resources will be. reduced to a, ainimum.not finance any major infrastructure work, 
Since the Loan will.' 

there will be no danger.of altering natural defenses, foreclosing any important land uses or jeopardizing man or his works.
 

http:individ.al
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B. Water Quality;
 

None of the anticipated Program activities will make an 
extensive use of water. This precludes any impacts on the ecological 

balance or the physical state of water. On the other hand, the nature 

and 'size of the small industry which is likely to be financed under Lhe 
Loan introduces very little possibilities of originating pollution or 
changes in the chemical and biological states. 

C. Atmospheric Impacts:
 

Since no major industrial activities will be financed under
 
the Loan, there will be no significant atmospheric impacts. Neverthe
less, some minor air and noise pollution may result from certain
 
activities or from enterprises using small gas or diesel equipment units.
 

D. Natural Resources:
 

Expenditure of natural resources will be minimal due to the
 

anticipated small volume of operations. Their extraction will not
 

endanger the natural resource base.
 

.E. Cultural Impacts:
 

Improved living conditions will bring about a psitive effect
 
in the cultural level of the families benefited by the Program. No
 
alteration of physical symbols nor dilution of cultural traditions are 
anticipated.
 

F. Socio-economic Impacts:
 

The most significant positive impacts of the Program will ba 
on the socio-economic field. Expansion of existing enterprises and 
establishment of new ones, will create approximately 14,000 new jobs. 
Many of the beneficiaries will have the opportunity to buil4 capital 
investments and become self employed. Artisans and small town specialists 
•such as shoemakers, blacksmths And. carpenters will make better and more 
productive use of their skills. Additional income will imp=*ve their,.. 
living conditions and their cultural patterns. 

The Program will also have a positive effect on the overill 
economy of.the areas where the small enterprises are located. The
 
capital generated by the production activities will generally be spent 
locally and will in turn generate, additional. aconom4.c activi4#q.4 . 
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G. Health Impacts:
 

Although no direct health impacts will resq1t from the Program
 
activities, it is expected that the improvement of living conditions
 
will have positive side effects in creating an environment conductive
 
to Jfpoved health conditions.
 

111. RECOMMENDATION FOR ENVIRONMENTAL ACTION:
 

The nature and scope of this Intermediate Credit Institution
 
Program has been thoxughly considered in the light of the established 
criteria for conducting an Initial Environmental Examination. The
 
conclusion is that the Program will have very favorable socio-economic
 
impacts with little if any potential negative impact on the environment.
 

THRESHOLD DECISION: For the reasons cited above, the Mission believes
 
that no further study is necessary and therefore recomuends a NEC% TIVE
 
DETERMINATION.
 

ENGR:' EAlarcdns arc: 5/12/81 
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D. NATUAAL ' 
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B. CULTURAL 

1. Altering pitlijyS - t l . !jyI Iu)L:; 

2. Dilutioul utF uu.Lt.uciLL 

3. Other fbutors 
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3. 
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N1. 	 Intornational imL,;J:*i::j 

N2. Cant:ovaruiL.,I Lii__ 

3. Lagoer prugrcwu iI.Lutu 	 N 

4. Other fuctoci 

s OTtHR POSSIBLE IMPACT: Owl. litlu. 1njuve) 

,See.attached Disus.slun w.1, Lnptst. 
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I.ALUATION FINDINGS 

The kural Development Fund Program of the Industrial Bank 
of Peru
 

. ill, 	 f'unded by the Government of Peru and USAID, has had considerable positive 

impact since its inception in 1975. 
 It has fostered income generation, created
 

umnployment opportunities and contributed to economic development in the sierra
 

and high jungle departments serviced by bank branches. 
The small enterprise
 

lending program deserves further support and expansion.
 

Small enterprise lpnding has now been institutionalized within the BIP.
 

Such 	 loans grew from 3.4% to over 50% of all new loans extended in 1975 and t1,e 

first nine months of 1981 respectively. Although delinquency rates are relftively 

low, 	negative interest rates caused the complete decapitalization of the Fund by
 

1981.
 

The FDR was a .key factor simulating the decentralization of authority
 

to branch offices since increased branch'approval authority was a condition
 

precedent set by AID.
 

Loans are well diversified geographically with none of the 19 participating 

branches accounting for over 16.5% of total lending in 1980. Sixty percent of
 

.oans disbursed from 1978-81 
were less than about $2600 and only ten percent were 

over $12,400, indicating that the bank is fulfilling its objective of serving 

as a source of smaller loans despite temptations to make fewer, larger loans. 

DAI sample survey results of 85 enterpreneurs interviewed in four FDR 

branches indicates thaton averagebetween the time of the first FDR loan and 

the present: 

o 	 sales increased overall by 160% or 28% per year, 

o 	 gross income increased by $16,000,
 

o 	 net income grew by over 50% per year,
 

o 	 total assets increased by 260%, or 72% per year,
 

o 	 net worth almost quadrupled, representing a yearly increase 
of over 56%, 
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level of indebtedness fell from 2.39 to .4P
 

1:, 'ALdMLt iOln 

o the average payback period per FDR loan was three and one
 

h alf yuars in terms of economic value added,
 

0 loan repayments represented 31% of total net income bifore
 

interest costs at current prevailing interest rates,
 

o current return on sales was 29% for industrial, artisan commercial
 

and 	agricultural firms while service enterprises showed a healthy.43% return.
 

Extrapolations from 'these surveyed results indicate that totaX loan
 

funds disbursed since program inception have helped to generate each year 

about 

o $60 	million in net profits and salaries to owners,
 

o $19 	million in income to new employees,
 

o $50'million in sales to Peruvian suppliers. 

Each dollar of loan funds, thus, has contributed to about $3.00 in 

estimated new income. 

Approximately $7,000 of loan funds helped to generate one additional ful
 

time job; thus the entire program has helped to create about 6150 jobs. On
 

average, about $2700 of loans funds Ilelped to sustain jobs existingat time
 

of first loan disbursal or create new Jobs. Thus, approximately.15,700 jobs
 

have been sustained or created.
 

http:healthy.43
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..... .uqestions to improve the small enterprise lending program further are: 

u to computerize branches to free staff form- tedious paperwork and 

iiiprove the bank's management information system, 

U to improve the current filing systems within branches,
 

o to report on the sources and applications of FDR funds in soles on
 

an annual basis to AID,
 

o to include information on actual sales, gross and net'profits and employment
 

at time of loan application within feasibility studies.
 

o to update the credit manual so that it may serve a useful management
 

function,
 

to require each branch to report on total number of loans disbursed,
o 


delinquencies and defaults with an aging of.overdue accounts on an annual
 

basis,
 

o to create an automaticmechanism by which loans may retain their real
 

value if processing time remains an average of three months or streamline
 

current disbursement policies,
 

o to select a higher proportion of fieldstaff for future-overseas
 

training courses.
 

o. to charge branches for the cost of funds and services provided by the
 

central,branch, but not penalize unprofitable branches,
 

o to clarify to sub-borrowers that interest rates may change automatically
 

with an-estimate of the potential increase during loan period,
 

o" to increase efforts to capture the business of FDR clients who have
 

graduated to commercial loan level,
 

o to expand.technical assistance to sub-borrowers.but charge a subsidized 

for such services.. 
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una nueva
 

alternativafinanciera
 

I Financiers de Crddito le asegura que,Dos mo da. 	 1 con el financiamiento convencional 
dos rnam rt e 	 ocon el roojuot do doudas, r 

dal cto del dinero senalmismo, 
I Loquo voriae Isoportunicad y los -- montos correspondientes a si 


FINANCIAC3ON 	 intereset.Para mayo seguridad C" 
CONVENCIONAL i 	 do quo una modalidad de 

financiamiento no resulte mis cara a 
FRNANCtA20 i quo Iaotra, sicmpm seriposiblo 

CON REA.JSTE a optar por elsisterna mrs convenuents 
DE DEU"A 	 TAO ZAIO I 'ANO on al curio de Iaoperacion. 

*Hasta aham, su empresa estaba limitada a las mrs recursos a si su empresa necesita de calital 
modalidades tradicionales de financiamiento, de trabajo permanente, le interesarh el nuevo 
no slempro convenientes para usted. sistema de Reajuste de Deudas qua proporciona 

la mayor liquidez inicial.eDesde hoy, Financiera de Crddito le da 
oportunidad de escoger. Para qua su programa . Financiera de Crddito le puede brindar ahora 
de amortizeciones se ajuste a su flujo de caja. Y y sin demora ambas altemativas. Por algo somos 
no a la inversa. laFinanciera que mis recursos ha captado y mis 

oAsf, en un proyecto de maduraci6n r6pida crddito ha otorgado en 1981 y siempre con 

puede convenirle una financiaci6n convencional, rapidez profesional. 
en la qua los pagos de intereses se reducen oConsiltenos cuanto antes en nuestras oficinas 
progresivaments. de Jir6n Huallaga 320, tercer Piso, Lima, 

* Pero si su proyecto requiere inicialmente de oaen cualquier sucursal del Banco do Crddito. 

LMA, LUNIS 11 01 INRO 01 VII 

FIN AN C IE
 
DE CREDITO
 

Vr
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Damos mis Iiquideko 
a su empresa 

cuando mods lo necesita 
Ejemplo: las primeras amortizaciones de un crddito de 50'000,000 

SISTEMA CONVENCIONAL DE FINANCIACION 

Pristamo Nero f Trimestre 2' Trimestre 3" Trimestre 4 Trimestre * 

S/.42'875S 

Con el nuevo sistema do CON REAJUSTE DE DEUDA 
I.jutadodsuoa,. _______________________________________FINANCIACIONI. lquldez de au empresa 


I II MW
 
crece enormemente en 

el perfodo inicial de Pristano Nrto T Cuatrimestre 2* Cuatrimestre T Cuatrimestre * 
amortizacibn. Nuestras 

cuotjs cuatrimesti es (cada ' 

120 d(as) son menorn 
que las cuotas trimestrales S/A45' f

750,Icada 90 dfas) de la 

financiaci6n convencional.
 

En tirminos globales, sin
 
embargo, el costo
del dinero 

resulta igual en cualquiera AL 

o,o1do, sa Y Iiluidez parrd el oreStatario 0/ iI'0 W7 
Io asegura la Financiera do NW i.' ,. .i.::,.~~;: . :: :. .: ."Cri~dito. 

* Incluyen las primoras amoruciobnl do capitl. 

" Si su empreua requiere inicialmento el miximo mis cridito ha otorado en 1981, y siempre 

posible do capital piense en Financiera do Crddito. -con rapidez profesional. 
* Financiera de Crddito le da Iaopci6n de" Financiera de Cridito ha reducido 

escoger ahora entre Iamodalidad convencionalsustancialmente las amortizaciones de sus clientes 
en .l perfodo inicial del crddito, ala vez que ha do financiaci6n yel sistema do Reajuste do 
incrementado el monto nero de los prdstamos. Deudas promulgado par IaLey 23327 

Financiers de Crddito puede apoyar asu Consltenos cuanto antes en nuestrasS 

empres ahora y sin demora. Par algo somos oficinas de Jir6n Huallaga 320, tercer piso, 
IaFinanciers quo mis recursos ha captado y o en cualquier sucursal del Banco do Crddito 

} INMANCIEII:gA W> 

DE CAIEDITO 
La Financiera 

LIMA. VINSNIIS ji asgNgkO as IOUI 
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PaEa es altos Inur 


e 
d e 

inleeresassus iercsstitalmeo e 
iiar pW eraos de epso 

retailda ana dea74%T-- renta, 

' El Banco Industrial 
le da ahora el 55% anual 

ipor certificados de depdsito 
,y le paga sus intereses trimestralmente. 

$i usted reinvierte sus intereses obtiene una 
rentabilidad anuai del 67.42%. 

Los ce, tificadoz do dep6sito ofrecen el inter6s mis
alto del. mer. qdo financiero y estd n libres del impuesto a 

la renta. 
Visitenos en Jr. Lam a 535 y en todas las sucursales del Peri. 

Una mano para I mane que trabaja.

lwafm 
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DIARIO OFICIAL
 

NORMAS LEGALES
 
"ARO BICNTI&NA19O IOF ttstsI.94JNLA mWANIPADOliA 
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Unu, Wi drcoles1 25 dto Noviemtbre dot 11181 
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Arllcijuc, 40- Mncliliranso Ins Invi ~'s 2) Y 3) d~i~ log Arliculos 61' y 129' respectLi'am-%ite, do 1p. Is 

Lzy-awde Titulos Valores, los conies tendrc~n o1 slguiento
texto:;&,VR=_I)ENT~jpE L.A REPUBLICA "2) LaLorden Incondicional de pragar usia can-. 
tidad de dinoro deternilnada a cleterilinable em 

.lug10W UANIO: casoa de reajuste de caplial legalmente admlk 
&4. *. - tWas.E3irs AddlolJ, iqigwan;: 413) La pronhe.1a pura Y s1mple do pagar Una'6-IN k.0antldad de citnero determitiada o determInable'em~raoda4. opqWlea del FerO: Ic s oa de reajuste de capital legalmonte adml

§kft-14,1 -tldoa."iida*o.4sn a1 Ariculo S-,'O*glo nte: 1Midificace at Incibo 3) del Aitlee..
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 Oft- 8tslyage el primer parrao dd.C4Adffo Civil. doni a1 slgilnto If~vtn: Artlecilo .1070 del Cdgn dm Comnrcln, ai ou~1 tOm.
!44"Zas pats podran convanlr. pur eSmrit, qua at dm6 P 31slientto topago t*-doudis provenlentas do pr~surmot de di-. "Leuj lprhtftmc Tn maneda mvctcaial sorAn Waper$ omnoneda nacional, a plum no meicor de un por et deudor en In mtsmag.,doq manodn. y salvepf- igulzdo aQIndico de reujimte do dcudas quo In.- pnrtes acuercien por iescrito In contrarto, do* 

oqr2Dn;Uotteo quao r-1 Cerinitl de Re- onrn~iniefd con In dispuestn on oequndo pli.'Iflicnu at so ,de PprI4,pars W .clusea do operaciocws qua tram del Artleitlo M1*l del C6dfgo Civil, on ca&-
i~tO atornln.. idad Igual a It%recibida. 
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Sifior
 
Malcolm Butter
 
D~rectov
 
Akdnciapara el Desarrollo Internacional
 
PR&SENTE
 

Do nuostra conaideraci6n*
 

Nos es grato dirigirnos a usted, para presentarle el proyecto de aplica
 

ci6n de US$300,000, con cargo a La parcida de Asistencia Tocnica del Con
 

venio 5g7-T-062, qua detallamos a continuari~n para la consiguienta apro
 
bacion
 

Miles de Soles D6lares * 

1. Adiestramiento interno
 

Cursillos de capacitaci'n para el _-_----____
 

perqonal del BIP, preferentemente _
 
para los que operan en zonas don
de so aplica el Fondo de Desarro
llo Rural.
 

Contadores
 

Ue estudiara el nuevo plan decuena
too y eu aplicacion (60personas 7 
do Sucursales y'40 deoLima) 'una so 
Mna. ."8'500 18,900 

Analistas de Cridito
 

So actualizar' sus conocimientos so 

bra evaluaci6n do proyectoi de in 

versi6n (40 personas do Sucursales 
10 do Lima) una semana. 41i60 9,2501 
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Abogados 

Nuevos criterios para agilizar la 
tramitacion legal de los creditos 
concedidos (30 personas de Sucur
sales y 10 de Lima) una semana. 3'400" 7 600 

2. Programs de Becas 

Para administradores y otros fun 
cionarios de Sucursales, al ex 
tranjero, para apreciar programas
de asistencia financiera y no fi
nanciera a favor de la Pequefia Em 
presa en otros passes. (10 perso 
nas por un mes cada una). 13'500 30,000 

3. Campahas de Divulgaci6n 

Publicidad, asesorla en organiza
ci6n de ferias regionales, confe
rencias y charlas en Pucallpa,San
Ram6n, Jagn, Huaraz, Cuzco,Puno eIca 6'150. 13,700 

4. Asstencia Tecnica 

Programa de capacitaci6n a favor 
do prestatarios metal mecinicos, 
zapateros y otros de Huancayo,Hua 
rfs, Ica y Cusco, en colaboraci6n 
con SENATI (500 pequeios prestata
rios). 12'200 27,200 

Programa de capacitaci6n pars el 
aprovechamiento de frutas, a rea
lizarse en los valles de Sierra 
Central y Sur. 12'200 27,200 

5. Programas Especiales 

Llave en Mano 

Estudios de factibilidad, promo
ci'n y asistencia tecnia a favor 
de los nuevos empresarios quo par
ticipan con su inversi6n y su con 
curad en la implementac-i&n de pro 
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yectos a base de perfiles ela/
 
borados por el Banco y puestos
 
a disposici6n de los promotores 45'O0O 100,000
 

Organizacion del Centro de Apren
 
dizale Artesanal
 

Aporte del BIP para formar un Pa
 
tronato para la formaci6n de un
 

". 	centro de aprendizaje en coordi
 
naci6n con el MITI, FOPEX y Arte
 
sanfas del Perd. 29'890 66,150
 

IHacemos propicia la oportunidad, para-reiterar a usgted los sentimientos
 
de nuestra consideraic6n.
 

Atentamente,
 

doDefilipp Tr s
 

Gerente Financiero
 

DT/ggg.
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INSTITUTIONAL BREAKDOWN OF THE PERUVIAN FINANCIAL SYSTEM
 
Situation as of 12/31/80
 

Number of Number of Total Assets 
Institutions Offices Million US$ 

(1)
 

A. 	 Central System
 
Central Bank 
 1 	 6 4,361.8 28.5

Banco de la Naci6n 
 1 	 456 2,780.9 18.2
 

B. 	 Development Banks 
 5 	 162 1,708.7 11.2
 
of which IndustTia& (BIP) 
 1 	 21 413.5 2.7
 

Housing 
 2 	 47 781.9 5.1
 
Agricultural 
 1 	 79 377.1 2.5
 
Mining 
 1 	 15 136.2 0.9
 

C. 	 Commercial Banks 
 21 	 803 4,532.3 29.5
 
o/w Private 	 4 
 330 1,963.5 12.8
 

State 
 3 	 347 1,776.2 11.6
 
Foreign 
 4 	 11 164.2 1.1

Regional 
 6 	 82 440.8 2.9

Construction & Savings Banks 4 
 34 187.6 1.2
 

D. 	 Non-Banking System 
 49 	 215 1,924.6 12.6
 
o/w COFIDE 
 1 6 839.2 5.5
 

Insuranae companies 22 101 441.5 2.9

Savings & Loan 	 16 
 95 255.1 1.7
 
Financieras 
 10 	 13 299.9 2.0
 
Other 
 h.a. h.a. 88.9 
 0.5
 

TOTAL 
 77 1,643 15,308.3 100.0
 

(1) Conversion Rates 342.61 Soles per US$
 

Source: Superintendent of Banks and Insurance Companies Bulletin
 



BIP - CQCPARATIVE BAIJXE SHEEMS  1978/1980
 

(in US$ ,000 equivalent)
 

.12/31/1978 12/31/1979: 2/31/1980 

us $,000 us $,00o US$,000 

ASSETS 

Cash (inl.Banks) 
Total loans 
(,) Provisions 

8,743 
254,670 
(22,220) 

3.3 20,269 
280,083 
(20,368) 

6.2 19,282 
282,619 
(14,907) 

5.9. 

Net loans 
Investments 
Fixed assets 
Other assets 

232,450 
2,025 
1,346 

16,094 

89.2 
0.8 
0.5 
6.2 

259,715 
6,492 
4,464 
37,735 

79.0 
2.0 
1.3 

11.5 

267,712 
14,703 
5,613 

21,226 

81.4 
4.5 
1.7 
6.5--

Total assets 260,658 100.0 328,675 100.0 328,536 100.0 

LIABILITIES 

Current liabilities 
Correspondent banks 
Central Bank of Peru 
Banco de la Naci6n 
Other liabilities 

17,451 
59,436 

115,665 
22,070 
15,508 

6.7 
22.8 
44.4 
8.5 
5.9 

17,343 
61,278 

123,015 
18,191 
61,440 

5.3 
18.6 
37.4 
5.5 
18.7 

18,732 
78,934 
109,442 
16,988 
28,019 

5.8 
24.0 
33.3 
5.2 
8.5 

Provisions and Deferred 
Income 2,-35 1.1 1,804 0.6 753 0.2 

Total liabilities 
Shareholder's Equity 

233,125 
27,533 

89.4 
10.6 

283,071 
45,604 

86.1 
13.9 

252,868 
75,668 

77.0 
23.0 

Total liabilities 
net worth and 

260,658 100.0 328,675 100.0 328,536 100.0 PPRt 

Conversion Rate (soles per $) 196.68 250.75 342.61 
o 

W 
Ul 



-- 

BIP - CCOMPARATIVE INCO4E STATEMENTS - 19ju/1980 

Interest and Commissions
 
on loans 


(-) Interest and-Counmassmons 
paid 


Net interest & commission
 
income 


Income from investment 

Fees from banking services 

Income from foreign exchange 

Other Income 


Total 	income from banking
 
activities 


Salaries 

General expensqs 


PrcvlsLons on investment and 
loan portfolio 


Taxes and other 


(-) Total expenses 

Pre tax income 


(-) Income taxes 

Net Income 


Conversion, (soles per $) 

(1) Percent of total income 

1/1 to,12/31/1978 

uS $,000 % (1). 

27,624 75.4 


(20,287). -(55.4) 


7,337 
584 

1,456 

5,237 

l,743 


16,357 


4,756 

1,664 


8,698 

164 


(15,282) 


1,075 


(165) 


910 


196.68 


20.0 

1.6 
4.0 

14.3 

4.7 


44.6 


13.0 

4.6 


23.7 

0.4 


(41.7) 


2.9 


(0.4) 


2.5 


1/1 to 12/31/1979 


us $,000 


44,920 


(35,802) 


9,118 

420 
1,034 


4,999 


15,571 


5,285 

5,183 


2,882 

23 


(13,373) 


2,198 


(1,116) 


1,082 


250.75 


% (1) 


87.5 


(69.7) 


17.8 

0.8 
2.0 


-
97 


30.3 


10.3 

10.1 


5.6 

0.0 


(26.0) 


4.3 


(2.2) 


2.1 


1/1 to 12/31/1980. 


us $,000 % (1) 

52,774 80.3 


(33,644) (51.2) 


19,130 29.1 
812. 1.3 

1,372 2.1 
1,850.284 
8§890 13.5
 

32,054 48.8 


8,543 -13.0 

2,967 4.5-


15,032- 22.9 

2,379, 3.6 


(28,921) (44.0) 


3,133 4.8 


(1,566) . (2.4) 

1,567. 2.4 


342.61 


1/1 to 9/30/1981

(9 months unaud.ted) 

us$ ,000 % 11) 

57,503 93.6
 

(38,549) (62.8)
 

18,954 30.8
 

395 6.4
 

22,859 37.2 

-
8,868 14.4
 
2,586 4.2
 

8,227 13.4
 
1,171 1.9
 

20,852 (33.9)
 

2,007 .3.3
 

968 1.6 

1,039 1.7t.
 

453.29 	 . . 
o
 
.I-~ 
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DIP STATEMNT OF SOURCES AND APPLICATION OF FUNDS-1979/1980 

(in US$ equivalent) 

1979 1980 

RESOURCES 

Loan repayment 
Capital contributions (incl. reserves) 

237,874 
111411 

249,637 
13,533 

Borrowings from Peruvian banks 145,066 160,103 
Borrowings from Foreign banks 89,102 121,846 
Borrowings from Foreign Government& 

Instituti6ns" 19,899 3,307 
State contribution 7,434 9,986 
Pre-tax income 2,198 3,133 
Other 28,033 62,216 
Total Resources $ 540,927 $623,761 

APPLICATIONS 

increase in loan portfolio 
Additions to Fixed & other assets 

293,734 
9,P39 

303,994 
22,623 

Amortization of Peruvian bank debt 125,082 140,128 
Amortization of Foreign bank debt 86,336 116,975 
Amortization of Foreign institutions debt 5,818 2,084 
Other 20,118 37,357 
Total Applications $ 540,927 $623,671 

Conversion Rate (soles per $) 250.75 342.61 
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BIP -COMPARATIVE RATIOS-1978/1980 

1978 1979 1980 

Ratios Measuring: 

1. Capitalization 

Capital ratio (1) 
Leverage (Total liabilities to 

Equity) 
Indebtedness ratio (Bank debt to 

Equity) 

17.6% 

8.47x'-

7.16x 

18.9% 

6.21x 

4,.44x 

26.4% 

3.34x 

2.71x 

2. Solvency and.Liquidity 

Solvency (Equity to deposits & 
current liabilities) 

Liquidity (Cash plus short-term invest
ment to deposits plus current liabil

ities) 

1.58 

50.1% 

2.63 

116.8% 

4.03 

103.0% 

3. Profitability 

Return on Average Equity 
Return on Average interest-earnings 

Assets 
Profitability of operations(net income 

to total income) 
Interest spread on(ians (net interest 

and commissions to average loan 
portfolio) 

Return.on loan portfolio (net income to 
average loan portfolio) 

3.9% 

0.4% 

2.5% 

3.4% 

0.4% 

3.2% 

0.4% 

2.1% 

3.8% 

0.5% 

2.9% 

0.6% 

2.4% 

7.8% 

0.6% 

(1) defined as total equity including provisions for doubtful accounts) to
 
total assets (including the. same provision)
 

(2) defined a total interest and comission income minus total interest v 
commission expense 
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,Lima, 24."de Diciembre de 1981 	 ; -" • . 

. I 4:,. 

Seflor .t
 

'Carlos Lecca Arrteta 	 .
 
Gerente Adjunto, Jefe del Area de 	 * .... 
Promoci6n y Desarrollo
 
PRESENTE
 

De acuerdo a lu solicitado por la Gerencia Financiera de rea
 
lizaruna encuesta a pueblos jovenes en las ciudades de ChicTa
 
yo, Ica y Liroa, se adopt6 la siguiente metodologia:
 

1, Elaboraci6n de la encuesta.- De acuerdo al planteamiento

presentado por la Gerencia Financiera se elabor6 la encues
 
ta.. Anexo N°lI
 

2, Acctones de coordinaci6n.-


En LIMA : Se tom6 contacto con la Direcci6n de Promoci6n
 
del MI Tr, de donde Se nos inform6 de los pue-
blos jovenes mnjs signtflcativos en cuanto a su
 
poblaci6n y capacid~d de trabajo en los conos
 
.norte y sur,
 

Los pueblos Jovenes seRIalados fueron: Tahuanti
 
suyo, Payet, Villa Maria del Triunfo y San Juan.
 

En ICA : 	 Se coordin6 con la Direcci6n Regional de Vivien
 
da y Construcc16n, informando la existencia de
12. pueblos jovenes con una poblaci6n general de
 
19,646.personas.
 

La',encuesta se real iz6 en los pueblos Jovenes:
 
La Esperanza, San Carlos, Botiferia de Angulo,
 
Acomayo A, Jose de la Torre Ugarte, Pasaje.Va
lie y Pasaje Tinguifla,
 

En.CHICLAYO :Se realtz6 coordinaciones con la Oficina de Par
 
ticipaci6n de los Vecinos de la Municipalidad -

Provincial de Chiclayo, Oficina de Valores.y Li
 
cencias, ORDELAM, Oficinas de Redes de Electro
 
Per5.
 
Los pueblos jovenes entrevistados fueron: La Vic
 
toria, Muro, San Antonio, San Francisco,
 

1.124-400000.1-81 

http:Pasaje.Va
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3. Tamaio de 	la Muestra 

El tamaho de la muestra fud preseleccionado.por la Diy,l.si6n 
Financiera habiendose realizado un totalde 120,encuestas. 
(Anexo # 2 ).
 

Su selecci6n se bas6 en el 83% en pueblos jovenes de tipo A 
(agua, desague, luz el~ctrica); el 4.% del'-tipo B (luz e 
lctrica) y 23%del tioo C (nn cuentan -ron ningdn tiob de ser 
viclo). 

4. Resultados de la Encuesta
 

Referente al lugar de nacimiento de los ?ncuestados se obser 
va que:
 

Chiclayo : 	 el 75% son de origen del mismo departamento y el
 
saldo de Cajamarca.
 

Ica : 	 el 50% son de origen del mismo departamento. 

Lima 	 el 4% es de origen de Lima, siendo el saldo pro 
ced -tes de AyacucK6, Ancash, La Libertad, Caja 
marca. 

En cuanto a las edad~s de los encuestados, estas fluct~an en
tre 20 y 50 afios, el 52.5% laboran en talleres y el 44% se de
 
dica a sus trabajos dentro del hogar.
 

_Lascompras ljas real izan al contado un 45% y. a los minorlstas 
38%, sien-o su producci6n lograda en forma individual (.74%) 
dedicAndose 93% a la artesania, utilizando la comercializa-
c16n directamente al consumidor (66%)v 

Referente a la Asistencia Thcnica el M no ha recibido nlngu
 
na capacitaci6n y el 87% lo desearaf'
 

Los sectores que..desean una mayor capacitacionYadi]estramlento
 
son:
 

Confecciones : 16%
 
Ebanisteria : 13%
 
Calzados : 6%
 
Reposteria 6%
 

CONCLUSrONES :
 

1...Se observa la falta de infraestructura en los pueblos
 
Jovenes para un mejor desarrollo de 5us actividades 
salvo Lima que se encuentra en una mejor si.tuaci6n.
 

1-124-.0OOOOO,.8 
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'2. Realizar programas de Asistencia Tcnica y Adiestramiento
 
con el prop6sito de mrejorar su nivel socio-econ6mico.(Re
ferente a comerclalizaci6n, producci6n, tecnologia, etc.).,
 

3. 	Difundir los beneficios del BIP en apoyo a estos sectores:
 
artesania, pequeha empresa.
 

Atentamente,
 

Maia Eugena H.
iTue-fa 

'Ejecutivo Adjunto
 

Jefe Dpto. de Divulgaci6n
 

mvdc'
 

- . . . .' 	 4 

am. 	 -J 

EIc - '-.' .. 	 , , 
* .7 

•Z.,_.. j .-- K'I -.- . , 
* 	 %) 

NJ . ~I 	 ;Lon~ 

C 	 :'

1-12440000-1-8 
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EN CU E STA 

Concejo Provincial 

Distrital 

-

C 

de: 

1. Prioridades do Desarrollo Urbano de los Pueblos Jovenes 

Especificaci6n del Pueblo Joven: 

Tio"A":*j-- Tino BIi0 C 
Tiene agua, def Tienen luz e1c No cuentan con servi 
sague y luz -f Crica solamente cios bfisicos.
elictrica. : 

Nombre del Pueblo Joven: 

Ubicaci6n Ocogrifica: 

Localizaci6n Urbana: 

2. Datos Personales dcl Encuostado 

Nombre del cntrevistado (a): 

Direcci6n del Taller o Empresa:,.. 

Domicilio Particular! 

Lugar do nacmil:nto y edad: 

Tiempo que vitvc an la zona: 

3. Activi.'zd 7co--.ic. %!c la Empresa en la localidad. 

Especificaci6n de la Actividad Econ6mica. 

Industria Artesanfa 1: Turismo Ci Pesqueria C Servietts C 

Couercio E7 
Dedicaci~n del Giro o Negocio:__....______ -__________. 

Tiempo de experiencia como Empresario y/o Artesano:________ 

Crado do Instrucci6n y/o Especializacid6n:____________ 

Cursos dic capacitaci6n a Adioscramienro recibidos ultimanonte: 

4. Funcidn Ewpresarial do Ia Emorcsa en 

Especificaci6n dcl wcdio ambiente: 

el Medlo Ambienc: 

Area dcl Ambienc de Trabajo Total:______________ 

N~mero do Equivos o taquinarias quo utiliza:___________ 

Los Equipos a Xlquinas son de su propkcdad: St No 
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5. 

6. 

7. 

8. 

Los equipos 6 rn quinas han sido cancelados 0 eoocuentran pae 

g~ndose.
 

CquiPos o maquinarias que tipo do cr&-

Cr6dito Bancario C Cr6dito Comercial La 
Para la adquisici6n de los I" 

dito utiliz6: 


En que organismo:_"_.. . .
 

Para la Adquisici6n de las materias primas principalas qua modali

dad de compra emplc 6 : A la Tftbrica Li Al contado CJ
 
Al ayoris ta [. Al Cr6dito 

Al Minorlsta . 

NG=ero de trabajadorcs quo enplea actualmente:_ ..... 
Caracteristicas spbre el sist.::na de Producci6n de la Emaresa 

Especificaci6n de la Producci6n:
 

Producci6n Individual C Producci6n en Srie I.
 

NClmero de U'Aidades Producidas:_ ,- __ __._ .__
 

Costo de Operaci.Sn ?ror.edio de la Unidades:_.... _______.....
 

Precio Promedio de ver.ra de cada Unidad: ____. ...
 

Caracteristicar S-,re cl Sistema de Servictos de laE presa 

!specificaci6n del Servicio: 

L.. Servicio en'Talleres'. Maestranza A l 

Ndmero pro.edio de 'liegtcs atendidos:_.... .. 

Costo promedio pr tada servicio:_r________ -

r"inorarips prc~edios sobre los servicios prestados:__ -

Caracteristicas sobre cl Siste-.a de Cornercializacidn de'_a pesa 

del nivel del mercado"Espedificaci6n 

Consumidor Minorista .-. Mayorista i brica 

odalidad de yenta que realizdia de y/o indirecm cntelte:-

Dnseianza Profesiottal. o T4 c-'Caracteris~icas so!,ra Y!osSistcrm.s dia 

nica.
 

*Eapecificaci6n &, i> .:a.cs€s ,.duc&.io."a1Aes: 

Senati Co ntros rcivad .t.. Fs :ucias racnicas 0 Otros C 
Na recibido usted Asi'.e..:cia flonic4 on a]. iLtimo alot St E No 1... 

• 
_ ___ .____ . ..__ ..... .___ ..En quo centro do cns& _:n:a 

_____._____Yen que'espccialidad : "__________ 

rccibir Asistencia T~caica on Is tiodalidad do:Desearda 

.... ____Descri~ciga do la Especialidad:______..______ 

o...
 

http:Operaci.Sn
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9, Datos sobre los Servicios Cruditicios, Bancarios y otros del 31P. 

Conoce los servicios del BIP.: 

Radial .Tlovisiva L C Referencia de .migo, 'iiriodsti,, 
Visita al local del Bunco C 

Ha solicitado usted credito al Banco: Sf+ L No ',J
 

Cual fuS su resultado________ _______
 

10.Reporte..del Encuestador del Banco 

Opini6n sobre la pcrson&i crvisL:!Jd: 

-~-----------------

(Nombra) (F'irma)
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rIma, 	 22. do diciombro do 1981 

Sra. Marla Eugenia Tuosta H.
 
Ejecutivo.Adjunto, Jefe del
 
Dpto. de Divulgaci6n
 
PRESENTE.-

Referencia : Descripci6n Analitica de las Encuestas de los, Pueblos
J6venes Realizmdas en las Ciudades de Ica Lima y Chi' 
clayo 

En atenci6n a lo dispuesto por su despacho, informnamrs a
 
usted 1o siguiente
 

i. 	 Prioridades de Desarrollo Irbano de los Pueblos J6ve es en Ica, Li
ma y Chiclayo.

1.1. 	 Pueblo Joven de Tipo "A" No. 	 de Encuestados
Tienen a e -luz eldctrica - 

1.2. 	 Pueblo Joven de Tipo "B"
 
Tienen luz elCztrica solamente 
 5 

1.3. 	 Pueblo Joven de Tio "C"
 
No cuentan con 9ervi-:tio; Fcicr 
 27 

Total: 120 

2. 	 Lugares dedonde provinen los enUestados enlasciudades de Ica, Li,
 
,p yChiclayo.

2.1. 	 Huancavelica 8 personas
2.2. 	 Ayacucho 10 personas
2.3. 	 Ica 20 personas
2.4. 	 Arequipa 5 personas
2.5. 	 Apuriac 3 personas
2.6. 	 La Libertad 8 personas
2.7. 	 Ancash 8 personas
2.8. 	 Cajamarca 12 personas
2.9 	 Cuzco 1 persona
2.10 	 Junn 2 personas
2.11 	 Lmrbayeque 30 personas
2.12 	 Lina 8 personas
2.13 	 Puno 1 persona
2.14 	 Piura 2 personas
2.15 	 San Martfn 2 prsonas 

Ttal: 	 120 personas 
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3. 	 Edades de los Encuestados e-n las ciudades de Ica, Lima y Chiclayo. 

3.1. De a20 afios 30 afios = 30 personas3.2. De 31 afos a 40 aos = 30personas

3.3. De 41 afios a 50 ahos 
= 35 personas
3.4. De 51 aflos a 60 afios = 19 personas
3.5. De 61 afos 70 afisa = 6 personas 

Total : 120 personas
 

4. Ambiente de Trabajo ciue Rmlean los Encuestados en las ciudades de Ica,Linay Chiclaoo.

4.1. En el hogar = 53 personas
4.2. En el taller = 63 personas
4.3. En la FSbrica = 4 personas 

Total 
 120 personas
 

5. 	 A"sicf6 deEquiEs y Mauinarias de los Usuarios de las Cudades de
Ica, Lim

5.1. Crdito Bancario 4 personas5.2. Crdito camercial 
* 

19 personas5.3. Campra al contado = 55 .- sonas5.4. Ninguna campra ,-= 42 personas
 

Total 
 120 personas
 

6.. 	 Aquisici6n de Materias Pras de los Usuarios de IAs Ciudades de Ica,
Lima yChiclayo.

6.1. A la Flbrica = 8 personas
6.2. Al mayorista- = 35 personas6.3. Al minorista = 45 personas6.4. Ninguna campra = 32 personas 

Total 
 120 personas
 

7. 	 Sistea dePr ducc16n cnue alican los encuestados delas. ctiadesCe
Ica,L ay Chiclayo

7.1. Prodtucci6n Individual = 89 personas7.2. Prod. en serie = 0 personas7.3. Ninguna producci6n = 31 personas 

Total : 120 personas 
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8. 	 Fuentes de Trabajo que anplean !os ericcstados en las ciudades de 
Ica, LrLTZ y Uhicavo.

8.1 En Artesanla 111 	personas
8.2. En Pequefia L-dustria 	 62 personas
8.3. En el ccmercio = 21 personas

8.4. En servicios 
 28 personas 

Total : 222 	personas
 

9. 	 Sistena de Cmercializaci6n utilizado en las ciudades de Ica, Lm
 
y '-iclayo
 

9.1. Venta al consmidor = 79 personas

9.2. Venta al minorista 
 6 personad

9.3. 	Venta al mayorista = 2 personas
9.4. Venta en f~brica = 0 personas
9.5. Ninguna venta as_._, = 33 personas 

Total 
 = 120 personae
 

10. 	Sistena de Ensefanza recibido en las ciudades de Ica, Lima y Qiicla

10.1 Ensefianza en Senati 
 = 1 persona
10.2 Enseianza en Centros Privados= 8 personas

10.3 Ensefianza en escuelas t~cnicas= 10 personas

10.4 Ninguna ensefianza 
 101 	personas
 

Total 120 	personas 

11. 	 Asistencia T6cnica solicitada por los encuestados en las Ciudades de 
Ioa, Lima yChiclayo.

11.1.Curso sobre Telares 
 I Persona (s)
11.2 COrso sobre bordados 4
1.1.3 Curso sobre Tejidos 
 3"

11.4 Curso sobre Confeccion~s -	 17 " 
11.5 0/rso sobre Reposterfa 
 6 	" 
11.6 Curso sobre Ebanisterfa 
 14 	 "
 
11.7 Curso sobre Cocina 1 	"
 
11.8 Curso sobre Pastelerfa 
 1 	" 
11.9 Curso sobre,Mtores 
 5 	 " 
11.10 Curso sobre Calzados 
 6 	" 
11.11 Curso sobre Electr6nica 
 4 	" 11.12 Curso sobre Canercio 
 3 	 " 11.13 Curso sobre Cosmetologja 1 	 " 
11.14 Curso sobre Panificaci6n-	 5 " 

1.12440000.81 
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11.15 Curso sobre Gasfiterja 3 Personas11.16 Curso sobre Contabilidadg4- 5 " 11.17 Curso sobre Sastrerla 2 " 11.18 Curso sobre Sistena "OFFSET" 
11.19 Curso sobre Arquitectura 

1 
11.20 Curso sobre Vulcanizado de Llantas 

1 
111.21 Curso sobre Colchonerla 111.22 Curso sobre Planchacdo Autnotrz

11.23 Curso sobre Mdelaje y Matricerla 
1 " 

" 11 .4 Curso sobre -Mecnica de Torno11.25 5Curso sobre Tallado de Madera 21'.26 , rso sobre Aministracin anpresas 111.27 Curso sobre Tprtaciones 111.28 
 Curso sobre'Caider!a I.
11.29 
 cOrso sobre Escobas (Elaboraci6n) 111.30 Curso sobre Decoraciones 
11.31 Curso sobre Corte Met.lica y Pianos 

3 

11.32 Curso sobre Fotograffa 
1 
111.33 Curso sobre Peluouerfa 1 

TOM : 104 Personas 

Atentavente, ,
 

Walter'Calleja .. Eduardo He.. z
.n•
(Ecues -PROJECT rIUBER..- (Encuestadord e_s/ or de Ica) 

PR O C E "3 -_ _ MAlE :I ~ I A 

CATACL. OJu~arn Esqu/gola F 

FINE 

iestador" ~.!~~ . . ....-'-,,,-.. .___-__ ,-,__.'.---..-. 

COMMEN'TS "... . . .... ... .... . . . . . 

DSIDIU 
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