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I. SUMMARY AND RECOMMENDATION
 

A. Recommendation. 
USAID/Ecuador recommends authorization of
 
$4,500,000 in Development Grant 
funds for a Small Enterprise

Development Project for Ecuador.
 

B. Implementing Entities. 
 The Grant funds will be obligated

through three mechanisms: an A.I.D. Cooperative Agreement with 
a
 
U.S. PVO for 
the credit component; an A.I.D. Cooperative Agreement

with t"e Institute of Socioeconomic and Technological Research
 
(INSOTEC), an Ecuadorean PVO, for 
the other Project activities; and
 
an A.I.D. Personal Services Contract for 
a Project coordinator.
 

C. Summary. The small scale enterprise (SSE) sector plays a
 
major role in generating employment and income among the poorer

segments of the urban population in Ecuador. 
 This sector, defined
 
as consisting of firms with up 
to 20 employees and fixed assets of
 
up to US$170,000, accounts 
for more than two thirds of urban
 
employment.
 

The sector benefited from the strong, general expansion of the
 
economy during 
the 1970s, and unemployment rates remained low
 
(around five percent). This demand-driven stimulus ended 
in the
 
early 1980s, when rising interest rates and a weakening market for
 
Ecuador's oil exports triggered a major recession. The recent
collapse of oil prices has dealt another blow to 
the economy, and
 
open unemployment rates have recently jumped 
to 12 percent.

Underemployment is estimated in the 50-60 percent range. 
 The
 
prospects are for continued slow economic growth 
over the medium
 
term. This reduction in growth on the demand side of the labor
 
market coincides with a probably increasing rate of growth on 
the
 
supply side due to a leveling out of educational attainment and 
an
 
increasing rate of female participation in the labor force.
 

Under these conditions, SSE must assume 
a leading role in generating

employment and 
incomes. Policies introduced by the Febres Cordero
 
Administration which decrease effective protection for domestic

industry and promote industrial development based on comparative

advantages should favor 
labor intensive SSE. However, there remain
 
a number of sectoral level constraints which must be addressed,

including credit, firm-level technical constraints, and
 
representational services.
 

The Project purpose is to expand and improve the supply of credit,

technical assistance, and representational services the SSE
to 

sector. By the end of 
the Project, an estimated 11,000 very small

microenterprises will have 
received credit, 500 small enterprises

will have received technical assistance, and 600 enterprises will be
 
receiving improved services 
through their representational
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organizations. These enterprises will be located in selected
 
secondary cities where population growth rates are high and the
 
needs of the SSE sector have traditionally gone unattended. 

Project activities will generate an estimated 1,300 

The
 
new jobs and S/.


570 million in value added (in constant 1984 terms) the
over 

three-and-a-half year life of 
Project.
 

The Project will consist of four components. (1) The Credit

Delivery Mechanisms component will: 
 (a) strengthen exTs-t-g,

private microenterprise credit programs operated by local PVOs; 
(b)

establish similar programs 
in six secondary cities; and 
(c) support

the development of mechanisms 
(the FOPINAR small enterprise

rediscount line and 
the Credit Guarantee Corporations) to facilitate
 
graduation of microenterprises to 
the formal credit system. (2)

Under the Technical Assistance Services component, INSOTEC will
train and develop a pool of approximately 203 private consultants to
 
provide technical assistance 
on an ongoing, commercial basis. The
skills of these consultants will be improved, in 
large part, through

their participation in direct technical assistance activities
 
sponsored by INSOTEC. (3) The Representational Services component

will strengthen the capacity of 10 
national federations and
 
provincial and local representational organizations 
to provide
services to members and to represent their members' interests in

policy arenas. The Center for Educational Research, Planning, and
 
Technology 
(CIPTE) will implement the organizational strengthening

activities 
through a subgrant from INSOTEC. This component will

also finance approximately 10 policy studies on 
topics related to
 
the SSE sector. (4) The Project Coordination and Evaluation
 
component will finance the Project coordinator, an Advisory Board to

provide expert guidance on implementation, and on overall Project

evaluation system which will provide periodic assessments of Project

achievements at the output, purpose, and goal levels.
 

D. Summary Financial Plan
 

(US$000)
 
A.I.D. Other
Component 
 Grant A.I.D. Counterpart
 

1. Credit Delivery Mechanisms 1,885 
 , 1,620
 

2. Technical Assistance Services 840 
 300
 

3. Representational Services 
 470 
 100
 

4. Project Coordination and
 
Evaluation 
 675 25 
 25
 

Contingencies 
 630  -


TOTAL 
 4,500 25 
 2,045
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II. BACKGROUND 1/
 

A. Changing Economic and Policy Environment
 

Since the late 1970s, the small enterprise sector in Ecuador has had
 
to adjust to a series of changes in the economic and policy

environment. The sustained, high real growth of the 
1970s, fueled
 
by the oil boom and heavy external borrowing, created an economic
 
environment in which small enterprises in manufacturing, commerce,

and services multiplied and expanded. They supplied a growing

domestic market protected by a tariff structure intended to
 
encourage import substitution. A legal framework providing for
 
economic incentives and institutional support also encouraged their
 
expansion. The softening of world oil markets, rising interest
 
rates, and restricted access to foreign bank credits in the early

1980s triggered a major recession in Ecuador. The recession
 
seriously reduced domestic demand for 
consumer goods, housing, and
 
services, thus curtailing the principal driving force for the
 
sector's earlier expansion. As a result of stabilization measures
introduced by the GOE in 1981-82, 
small industries and artisans had
 
to adjust to shortages in credit and certain imported inputs, and 
a
 
more inflationary environment. The current administration of
 
President Febres Cordero has continued and accelerated the
 
stabilization process and has 
taken further actions that seek to
 
bring about structural adjustment over the medium term. This
 
administration has further restricted credit and devalued the sucre,

while moving toward 
a more outward and market oriented development

model. This includes tariff and related policies aimed at 
reducing

real protection levels for a broad range of products.
 

A second major blow to the economy - the sharp fall in oil
 
prices  hit in the first half of 1986, just as Ecuador seemed to be

reaching for the high growtn path. As this PP 
is being completed

(July 1986), the price of oil has plummeted to under $9 per barrel.
 
GDP projections nave been reduced from six percent in real terms to
 
zero, i.e., almost a three percent decline 
in real per capita income.
 

The short term consequences of these events are evident. 
 There have

been a significant number of closures and bankruptcies among small
 

2/ The principal sources for Section II of this PP are 
the reports
 
on small business economic and institutional issues in Ecuador
 
produced from April to June 1985 by 
a Partnership for Productivity

tean as 
part of its Small Business Capacity Development Program,

under contract with AID/S&T. These documents in turn relied on a
 
small enterprise survey, interviews with entrepreneurs, public

officials, and private sector leaders, 
as well as official
 
statistics and secondary sources. 
The PfP documents contain
 
additional references.
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scale enterprises in the last few years. Even those firms which
 
have survived the economic contraction have been forced to cut back
 
on the number of employees. Manufacturing enterprises also
 
maintained substantial levels of unused production capacity which
 
nave persisted up to the present.
 

Over the longer term, however, the basic shift to a more outward
 
orientea policy approach involving less protection for domestic
 
industry should benefit small enterprise. An industrial policy

geared to comparative advantages should favor labor 
intensive small
 
enterprises. Also, the import substitution policies of the past

nave heavily favored large industries which are more intensive in
 
the use of imported machinery and raw materials. In sum, the
 
changing economic and policy environment presents small enterprise

with the challenge of expanding in a more competitive context and
 
without the stimulus of high growth rates such as those recorded in
 
the 1970s.
 

At the same time, the prospect of slower economic growth into the
 
1990s increases the significance of the SSE sector in Ecuador's
 
development. As a result of the projected lower growth rates,

employment generation in the large scale manufacturing sector, where
 
labor-to-output ratios are low, will be restricted. Nor,

presumably, will public sector employment grow due to 
fiscal
 
constraints. This reduction of growth on 
the demand side of the
 
labor market coincides with a probably increasing rate of growth on

the supply side. 
 Labor supply was somewhat curtailed in the 1970s
 
by the rapid increase in educational attainment and by a still low
 
rate of female labor force participation. Neither of these factors
 
is likely to retain its dampening impact on labor force growth

during the decade to come. 
 This combination of circumstances places

greater than usual importance on productive small enterprises for

absorbing job entrants. Whether or not SSEs are able to expand, to
 
raise productivity, and to modernize will be 
a major determinant of
 
tne rate of creation of productive employment and the income levels
 
of the majority of the labor force.
 

B. The Present Role of Small Enterprise in Ecuador
 

There is no universally applied definition, of the SSE sector 
in
 
Ecuador. Moreover, the significance of firm size varies depending
 
on 
the production activity, kinds of technology used, socioeconomic
 
characteristics, and so on. Although precise definition-s of the
 
target group in each Project activity will be developed on the basis
 
of baseline surveys, the 
sector may be regarded as consisting of
 
three levels or subsectors roughly defined as follows:
 

Level Employees Fixed Assets ($US)
 

1 (Microenterprise/artisan) 
 5 or less Under 7,000
 
2 6 - 10 7,000 - 12,000
 
3 
 11 - 20 12,000 - 170,000
 

(These three levels will be referred to frequently in the following

discussion.)
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The SSE sector plays a major role 
in generating urban employment in
Ecuador. According to the 1980 Economic Census, which covered most
urban establishments in mining, manufacturing, commerce, restaurants
 
and hotels, financial, business, and personal services, nearly two
thirds of the 270,000 persons employed in these sectors worked in

establishments of 
less than 10 workers.
 

As is the case in other countries, small enterprise was 
shown to be
 more 
labor intensive than other enterprises. For the sectors
 
covered by the 1980 Economic Census, 
the amount oE capital (fixed
plus inventories) per worker 
was over 30 tines higher in the

establishments with 10 
or more workers than in those with less than
 
10 workers. For manufacturing, 
it appears that small industry
(excluding artisans) 
is about a quarter or a fifth 
as capital

intensive as large industry, while artisan firms 
are, in turn, about
 
a thira as capital intensive as small industry.
 

The SSE sector also contributes to 
a more balanced geographical

development pattern. 
 Small scale manufacturing is
disproportionately located in secondary cities and smaller urban
 areas. 
 Whereas in Quito and Guayaquil less than 30 percent of
recorded manufacturing employment in 1980 was 
in establishments of
under 10 workers, in the intermediate cities of Ambato, Cuenca,

Portoviejo, Manta, and Machala 
(taken together), the corresponding

figure was 50 percent and in 
the rest of the country 68 percent.
 

C. Constraints to 
Small Enterprise Development in Ecuador
 

Even under favorable macroeconomic growth and policy conditions, the
further expansion of SSE would be restricted by a number of sectoral

level constraints. The principal constraints are analyzed below.
 

1. Credit Constraints
 

Small entrepreneurs in Ecuador 
are inclined 
td feel that access to
credit is important and that inadequate amounts, terms, and
timeliness constitute a major constraint. In 1984, 
SSEs appear to
have received 2.0-2.5 percent of official sector credit to 
the
private sector 
and 6.5-7.5 percent of credoit to the manufacturing

sector. 
 At that time, establishments of less that 20 
workers
produced about 20 
percent of manufacturing output in 
urban areas and
accounted for 46 percent of urban manufacturing employment.
 

The most significant credit gap 
faces the smaller firms

(corresponding more or 
less to levels 1 and 2). Of the smallest

25,000 to 30,000 urban manufacturing firms (with one to 
three
workers), the data suggest that at most 2,000 
to 4,000 have credit
at any given time. 
 The tenthusiastic response of microenterprises to
two A.I.D. assisted credit program (PRODEM in Quito and PROCREDEM in
Guayaquil) substantiates the pent-up demand for credit at positive

real, but not exhorbitant, rates.
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The reasons why credit institutions so poorly serve SSEs are not
 
difficult to discover. The most important reasons are that the
 
firms are often unprepared to write and submit an adequate request
 
and that, with tight credit and legal interest rate ceilings, credit
 
institutions naturally prefer larger operations with lower cost per
 
unit lent.
 

As a result, small enterprises depend on so--called "street credit"
 
(at rates oscillating around 10 percent per month), on family and
 
friends, and on suppliers' credit. Furthermore, this credit is
 
typically snort term. Such terms are often acceptable to small
 
merchants but not to productive microenterprises and artisans who
 
require longer term credit for investments and bulk material
 
purchases.
 

The gap between supply and demand for credit is clearly less wide in
 
the upper ranges of the SSE sector. Survey figures indicate that a
 
sizeable number of these firms do have access to credit from
 
financial institutions. The Small Enterprise and Artisan Fund
 
(FOPINAR), a second tier GOE institution providing funds through the
 
National Development Bank (BNF) and commercial banks, has been
 
important in improving access in this range in recent years
 

The shortage of credit is particularly severe in secondary cities.
 
These cities tend to receive a lower share of BNF credit than their
 
share of value added, even though the BNF is the most decentralized
 
credit institution in the country. This virtually assures that the
 
secondary cities' share of all formal sector credit is 
even further
 
below their share of value added.
 

2. Firm-specific Technical Constraints
 

Firms in the sector are often typified by poor planning, inadequate
 
financial management skills and systems, production problems (e.g.,

in areas of quality control, technology choice, product design, and
 
access to raw materials), and marketing difficulties (e.g., market
 
iaentification, promotion, and pricing strategies). Technical
 
assistance to address these constraints, is one of the services most
 
desired by the small enterprise sector in Zcuador. In the Project

baseline survey of 200 manufacturers in Quito and Guayaquil with a
 
median size of 10 workers, 41 percent placed it among the three most
 
important services for them. Recent surveys by the private,
 
nonprofit institute of Socioeconomic and Technological Research
 
(INSOTEC) in various regions of Ecuador are even more definitive: of
 
208 firms interviewed, 81 percent wanted some form of technical
 
assistance. Deficiencies in these areas appear to be the main
 
firm-specific constraint to expansion and increased productivity of
 
enterprises at level 3 and, to a lesser extent, level 2.
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The demand for technical assistance services to address these
constraints far exceeds 
the supply. INSOTEC studies 
(1981-1984)

show that approximately 64 percent of the firms who indicate that

they want technical assistance have nevr received it. 
 In the
 
specific area of marketing, INSOTEC surveys found that 23 percent of

firms wanted to receive assistance, and only 3.6 percent had

received any. The technical assistance needs of women appear 
to be
 
particularly inadequately satisfied.
 

The supply of 
technical assistance, especially from noncommercial
 
sources, 
is severely limited and concentrated 
in the major cities.
 
The National Center for 
Small Industry and Artisanry (CENAPIA) in

the Ministry of Industry is 
the main public institution providing

these services. In 1984, 
it provided direct assistance to 610

artisans 
(of which 557 were in Guayaquil) and 48 small industries.

As these figures suggest, CENA.PIA is simply insufficient; only 6.5
percent of 
the firms in the Project baseline survey and 3.7 percent

of those interviewed by INSOTEC had received services from CENAPIA.

Several PVOs are providing assistance to SSE but, with the exception

of INSOTEC, these programs are very small.
 

Private consultants appear offer a viable alternative to
to 
 these
other sources. Surveys indicate that 50 percent of 
the small

business owners 
receiving technical assistance in the last few years

nave done so through such consultants, more than from any other
 
source. 
 These consultants may be individual professionals,

university faculty members, members of consulting firms, 
or
 
frequently public sector employees working after hours. 
 Their

assistance often falls in the 
area of accounting or related
 
activities and is typically of limited scope.
 

3. Representational Constraints
 

Several types of organizations represent, at least occasionally, the
interests of SSEs on 
public issues and provide various services.
 
These organizations include: provincial chambers and county cells of
small industrialists and their 
national federation, FENAPI; trade or

sectoral associations 
(e.g. the wood and leather associations);

artisan associations; and small merchants essociations and their
 
federation, FENACOMI.
 

The majority of these organizations are relatively young, having

been formed during the expansionist period of the 1970s. 
 They have
varying degrees of 
organization and cohesiveness, and significant

portions of their constituencies are 
either not affiliated or not

active. Thus, not
it is surprising that, while organizations of

larger enterprises do often participate in government decision

making, the SSE sector organizations have been relatively
 
ineffective in this regard.
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The need for the small enterprise sector to influence public

institutions is 
not limited to national agencies. Small
 
entrepreneurs also have 
to deal with municipal authorities, the
 
police, and public utilities; they need operating permits and
 
licenses, a road paved, water delivered, a legalized title to the
 
land they own or occupy, and so on. Small entrepreneurs call on
 
their local representational organizations for assistance in this
 
full range of private/public relations. There is to upgrade
a need 

performance capabilities in this representational role as well.
 

An essential ingredient for effective representation of the SSE
 
sector in 
the policy dialogue process is adequate information on the
 
socioeconomic condition of the 
sector and the impact of policies.

Such information is lacking. There 
are no up-to-date data on
 
employment, output, and investment for SSE, 
or on labor and
 
financial markets as 
they affect the sector. Considerable research
 
has been done on artisans and to 
a lesser degree on some other types

of small enterprises. 
 However, there is little analytical work on
 
the implications of trade and other macroeconomic policies on the
 
sector.
 

4. Lack of Technical Skills
 

An inadequate supply of technically skilled persons is a constraint,

particularly for 
the somewhat larger and growing small industries.
 
This inadequacy is related to insufficient training facilities,

ineffective training methodologies, and weak coordination between
 
training institutionsand employers.
 

D. A.I.u. Strategy
 

This Project is consistent with A.I.D.'s goal of fostering "the
 
growth of productive, self-sustaining income and job producing

private enterprises" (A.I.D. Policy Paper, Private Enterprise

Development, March 1985). In addressing the 
small scale sector it
 
adheres to 
the preference for capital saving technology (p. 15), and
 
resources are "channeled through the private sector rather than 
the
public sector" (p. 13). The Project also conforms to the
 
recommendations of the President's Task Focce on 
International
 
Private Enterprise (December 1984) which notes 
the importance of
 
small business in A.I.D. countries and the need to develop programs

of credit, technical assistance, and training for small business (p.
 
161).
 

A.I.D.'s approved CDSS for Ecuador specifically calls for efforts 
to
 
strengthen small scale enterprise (p. 38). In addition, the
 
Mission's approved 
(FYs 87-88) Action Plan identifies economic
 
growth and improved equity as 
a major goal. The Action Plan calls
 
for support to one means
the small enterprise sector as 
 to achieve
 
this goal, particularly through the generation of productive
 
employment (p. 5)
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E. GOE and Other Donor Activities
 

One of the three major planks in the campaign platform of President
 
Febres Cordero was employment generation. Due to other, more
 
pressing issues such as the debt rescheduling and the priority

assigned to macroeconomic policy reform and low income housing, the

administration did not move quickly in 
this area. However, during

the past year, with clear evidence of rising unemployment,

activities have been initiated. 
 The most concrete action to date
 
was 
the creation in January 1986 of a National Microenterprise

Program, whose coordinating unit (UNEPROM) is located in the
 
Ministry of Labor. 
 The functions of UNEPROM include coordinating

the activities of public and private agencies in support of the
 
microenterprises sector, determining priorities in 
terms of
 
geographic areas and types of microenterprises to receive
 
assistance, and investigating ways to expand the supply of credit to
 
the sector. The Project design team has met several times with the

chief and staff of UNEPROM to discuss the Project and to share
 
information that A.I.D. has compiled on 
the sector. A.I.D. has also
 
invited UNEPROM to participate on the Project Advisory Council.
 
UNEPROM's initial responses have been tentative, which probably

reflect the early development of the unit, its lack of a clearly

defined role and its concern about the relatively high effective
 
interest rate (interest rate plus commissions) charged in the two
 
existing A.I.D. assisted PVO credit programs for 
SSEs. However,

A.I.D. will continue to 
encourage UNEPROM's participation and to
 
provide 
it with information on Project implementationi
 

The IBRD has been financing credit lines and related technical
 
assistance for small industry through a series of loans 
to FOPINAR.
 
The most recent loan, for US$30 million, was approved earlier this
 
year. Under 
this loan, the incentives for participating financial
 
institutions to provide credit to 
SSE at the lower end of the size
 
spectrum have been significantly diminished. Thus, it may be more
 
difficult for FOPINAR to channel increased amounts of credit to
 
microenterprises. 
 On the other hand, the IBRD loan does provide

substantial new 
financial resources, plus support for strengthening
 
FOPINAR's promotion unit. This Project will seek to build upon

these resources to strengthen the role of FOPINAR as "bridge"
a 

financing mechanism to 
facilitate graduation of microenterprises to
 
the formal credit system.
 

The IDB has recently begun to appraise the possibility of financing

micro credit programs in secondary cities in Ecuador. In
 
preliminary discussions with the Mission earlier this year, 
the IDB
 
expressed strong interest in 
this Project. The Mission believes
 
that the successful demonstration of a model for micro credit
 
programs in secondary cities under 
this Project could catalyze IDB
 
financing for expansion of those programs or 
for replication in
 
other cities.
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III. PROJECT DESCRIPTION
 

A. Goal and Purpose
 

The goal toward which the Project will contribute is to increase
 
employment and income (measured as value added) in the SSE sector.
 
Specifically, the Project will generate an estimated 1,300 
new jobs
 
and S/. 570 million in value added (in constant 1984 terms) over the
 
three-and-a-half year life of Pro3ect. These are conservative
 
estimates and take into account only the expected impacts of the new
 
micro credit programs to be established under the Project. The
 
bases for ootaining these estimates are contained in Annex III.B.
 

The Project purpose is to expand and improve the supply of technical
 
assistance, credit, and representational services to the SSE
 
sector. By the end of the Project, an estimated 11,000
 
microenterprises will have received credit, 500 small enterprises
 
will nave received technical assistance, and 600 enterprises will be
 
receiving improved services through their representational
 
organizations. These enterprises will be located in secondary
 
cities.
 

B. Project Rationale and Strategy
 

The rationale for providing assistance to the SSE sector at this
 
time derives from the projected slow or modest economic growth in
 
the medium term and from the greater opportunities for SSE offered
 
by the evolving policy environment. Slower growth bodes poorly for
 
urban employment-and income levels given the limited labor
 
absorption capacity of large scale industry and the expected
 
accelerated expansion of the labor force. With the public 
sector
 
now no longer able to absorb significant numbers of new job
 
entrants, a prosperous small scale enterprise sector is a viable
 
option to relieve the pressure of a growing labor force and to
 
maintain or improve income levels and distribution. At the same
 
time, GOE policies oriented to opening the economy to the play of
 
market forces should on balance be conducive to a strengthened small
 
scale sector. In responding dynamically to these needs and
 
opportunities, SSE will 
not be able to rely on the sheer strength of
 
nigh economic growth, as was the case in tihe 1970s. Rather, the
 
basis for long term expansion of the sector lies in a reduction or
 
elimination of the sectoral level constraints identified above.
 

The Project will address three of the four key constraints: credit;
 
firm-specific tecnnical constraints (through the provision of
 
technical assistance); and representation. (The fourth constraint,
 
the supply of technical skills, is being addressed by A.I.D. and
 
other donors through separate activities.) The Project will do this
 
by relying primarily on private sector institutions and
 
initiatives.
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The Mission will focus Project activities on those constraints,
 
types and sizes of enterprises, and geographic areas which appear 
to
 
offer the greatest return on investment. In terms of constraints,
 
major emphasis will be placed on credit and technical assistance
 
interventions which promise the most direct and immediate economic
 
impacts. In terms of type of enterprise, emphasis will be placed on
 
nonagricultural SSE engaged in manufacturing and productive services
 
which have strong potential for creating stable employment and value
 
added. With regara to size, and in line with the Mission's
 
constraints analysis (summarized above), credit availability will be
 
increased primarily at levels 1 and 2 while expanded technical
 
assistance will be directed to at the upper end of
firms the scale
 
(level 3 and, to some extent, level 2). Finally, with regard to
 
location, both technical assistance and credit activities will take
 
place in selected secondary cities. The main criteria for selection
 
of specific secondary cities are population growth and unemployment
 
trends, which indicate the potential demand and need for small
 
enterprise support activities. Most of Lhe cities which rate high
 
on these criteria are in the Coastal region (see Annex VI).
 

The representational activities will, to a 
large extent, reinforce
 
the main credit and technical assistance activities, although they
 
will also have a somewhat broader reach. For example, the
 
representational organizations selected for strengthening will for
 
the most part be located in these same secondary cities although a
 
small number of national federations will also be included because
 
of tneir large memberships and importance in the policy process.
 
An approximate percentage allocation of A.I.D. Project funds by
 

constraint (component) and firm size is shown below:
 

ALLOCATION OF A.I.D. PROJECT FUNDS BY COMPONENT AND SIZE OF FIRM (%) 

Size of Firm Credit Tech. Assist. Representation Totals
 

Level 1 50 
 - 4 54 

Level 2 8 13 
 6 27
 

Level 3 - 6
13 19
 

TOTALS 
 58 26 16 100
 

(Project Coordination expenses are not shown as a separate activity
 
as they are assumea to be distributed in proportion to the levels of
 
expenditures on other activities.)
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In light of Agency-wide funding constraints and a desire to keep the
 
Project manageable, the Mission proposes a fairly modest level of
 
assistance at the outset. However, as the Project progresses the
 
Mission will carefully monitor the effectiveness of the various
 
activities and the demand for the expansion of services to other
 
areas of the country. If these conditions are favorable and
 
additional A.I.D. resources exist, the Mission will consider an
 
add-on to the Project. For example, the micro credit model could be
 
replicated to other secondary cities, especially if other donor
 
financing for credit lines becomes available. A second possibility

would be to increase the number of representational organizations to
 
be strengthened, if evaluations demonstrate that the initial Project

interventions in this area have had positive impacts on the
 
organizations themselves and on the economic and financial condition
 
of their member enterprises.
 

C. Project Components
 

1. Credit Delivery Mechanisms
 

a. Introduction
 

This component consists of two complementary approaches to expanding

the supply of credit to SSEs which do not now enjoy access to formal
 
sources. First, the delivery of credit to the smallest
 
"microenterprises" will be expanded by strengthening existing
 
programs and establishing new programs in selected secondary

cities. The majority of the resources under this component will be
 
directed to this first approach. Second, the Project will provide

technical assistance to two "bridge" financing mechanisms - the
 
Credit Guarantee Corporations and FOPINAR - to strengthen their role
 
in providing credit through the commercial banking system to growing

firms whose needs exceed the capabilities of the microenterprise
 
programs. That is, the "bridge" mechanisms will help fill the gap

between the micro credit programs and the regular commercial credit
 
system, thereby facilitating "graduation".
 

A.I.D. assistance to this component will be channeled through a
 
Cooperative Agreement with a U.S. PVO which has experience in small
 
enterprise development, or a consortium of, such PVOs. (Annex VII
 
contains the scope of work for the Cooperative Agreement.) The
 
applicants for the Cooperative Agreement will be required to propose

detailed methodologies for the various activities within the
 
component. The activity descriptions which follow focus on the
 
general objectives of each activity and the issues and parameters

which will guide their implementation. In the process of developing
 
work plans for the various activities, the Cooperative Agreement

recipient will formulate more specific objectives.
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b. Existing Micro Credit Programs
 

Overview of programs. The Fundaci6n Ecuatoriana de Desarrollo (FED)

began its micro credit program in Quito in May 1984 
with the support

of a US$460,000 OPG (No. 518-0040). 
 The OPG has provided external
 
technical assistance plus an initial operating subsidy and start-up
 
capital.
 

The FED program targets two client groups using similar
 
methodologies. The first group, microenterprises (defined by FED as
 
productive or service firms with fewer 
than five employees),

receives successive credits which increase 
incrementally both in
 
value and maturity. Loan values begin at S/. 10,000 (about US$60)

and rise to a maximum of S/. 200,000 (US$1,200). Maturities begin

at four weeks and eventually extend up to 24 
w. -ks. Loan guarantees

consist of co-signatures. The primary inducement for prompt

repayment is the potential to 
receive a subsequent loan of greater

value and at more favorable terms. 
 The second group comprises very

small street and market vendors (comerciantes). To facilitate
 
credit administration, the vendors form solidarity groups. 
 Members
 
of each group collectively assume the risk for 
the total credit
 
amount deliverea to the group. The solidarity groups also receive

successively larger loans which do not exceed S/. 
150,000 (US$900)
 
per group.
 

The key features of the FED program methodology include a portfolio

of many short term loans which turns 
over rapidly and high credit
 
charges (five percent monthly). Self-sufficiency depends 
on
 
attaining high volume while maintaining delinquency rates and
operating costs within reasonable bounds. 
 The FED program places

minor emphasis on complementary training for 
its clients, partly as
 
a matter of philosophy (i.e., 
credit is seen as the chin.constraint
 
to microenterprise growth) and partly 
to hold down operating costs.
 

The FED program has achieved notable success in of reaching
terms

the targeted groups and attaining a significant volume of operations

in a relatively short period. 
 By late 1985, the program had

attainea a nigh degree of self-sufficiency, unparalleled by programs

in other 
Latin American and Caribbean countries at a similar stage

of development. The cummulative number of, enterprises receiving FED
 
loans reached 2,765 by May, 1986. However, rapid growth has brought
proolems: 
strained financial control and administrative systems;

insufficient program planning; liquidity shortages reflecting 
the
 
absence of other, non-A.I.D. sources of capital; 
and increased
 
arrearages. These have been aggravated by a major internal shake-up

from management on down. Consequently, performance has deteriorated
 
somewhat in recent months, though 
the basic program remains, in
 
A.I.D.'s view, essentially sound.
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The 	Fundaci6n Eugenio Espejo (FEE) micro credit program began one
 
month after the FED program. The credit program was one part of an
 
integrated community development project supported by OPG No.
 
518-0021. The FEE program targets micrenterprises and comerciantes
 
in Mapasingue, a marginal community on the outskirts of Guayaquil.

The 	methodology used is similar to 
that of the FED program, while
 
placing greater emphasis on training of clients. 
 The credit program

began with virtually no outside technical assistance and with an

inexperienced, but motivated, staff. 
As a result, credit
 
administration and financial control systems were not adequately

developed, and arrearages rose to 28 percent of the portfolio by

October 1985. In recent months, the FEE has taken steps 
to
 
restructure the program. 
These include installation of a
 
computerized system for credit administration and financial
 
management, new loan analysis methods, increased credit charges 
(to

6.7 	percent monthly), and staff training. 
A.I.D. has extended the

life and funding of the OPG to provide additional technical
 
assistance and a small amount of operating subsidy, and has 
set
 
targets for lending and self-sufficiency through 1986. Recent data
 
indicate that these measures are 
having a positive impact, though

much room for improvement remains.
 

A.I.D.'s experience to 
date with the FED and FEE programs highlights

a number of methodological issues which are discussed in detail in
 
the Technical Analysis section. 
 These issues should be addressed as
 
part of a plan for strengthening those programs, 
as well as taken
 
into account in the development of new programs.
 

The 	Cooperative Agreement recipient will work with one 
or both of

the 	existing programs to 
strengthen their operations. The general

objectives of this assistance aerive from the program status and
 
methodological issues which have been identified. 
 The,e objectives

include the following:
 

o 	 Develop access to, and the capacity to manage, a variety of
 
capital sources, including commercial banks.
 

o 	 Develop the internal program and financial management

capacity needed for effective portfolio management and
 
financial controls, thereby ensuring smooth lending

operations and permitting an 
increased volume of operations.
 

o 	 Further develop lending and 
training methodologies to
 
increase the economic impact of the programs.
 

o 
 Improve monitoring and evaluation systems to assess program

efficiency and impact.
 

o 	 Strengthen mechanisms within the programs for promoting the
 
"graduation" of clients.
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The 	Cooperative Agreement recipient will conduct an 
initial
 
assessment of the existing institutions and programs. 
 The 	purpose
of this assessment will be to better understand the situation,

problems, needs, and prospects of each program as 
a basis for

developing a detailed technical assistance workplan. 
 It is expected

that the Cooperative Agreement recipient will initiate assistance 
to

both programs at an early stage of the Project. The assessment may,

however, indicate that assistance to a given program is not useful
 
at that time (e.g., if the FED's internal management has not
 
stabilized). In that case, the Cooperative Agreement recipient may

propose to delay or omit assistance to that particular program.
 

On the basis of the assessment, and if the program's prospects so
 
warrant, the Cooperative Agreement recipient, in collaboration with
 
the 	program staff, will prepare a detailed work plan for
 
strengthening each program. 
The recipient organization will provide

short term technical assistance and possibly short term training to

the program staff to carry out 
the work plan. The work plan will
 
include specific objectives and targets in line with 
the 	general

objectives listed above, others that may be
or identified in the
 
course of the assessment.
 

c. 	 New Micro Credit Programs
 

The 	Project will support the establishment of new micro credit
 
programs in six secondary cities. By 
the 	end of the Project, these
 
programs are expected to have achieved the 
following:
 

o 	 Establishment of 
secure sources of financing for their
 
credit operations, including commercial sources;
 

o 	 A high degree of financial self-sufficiency (operating

income covering 70 
percent of costs is considered a
 
reasonable average target within the life of Project);
 

o 	 Establishment of ongoing monitoring and evaluation systems

(including baseline data) 
to support program management and
 
to measure 
the social and economic impacts of the programs
 
on client firms.
 

The new programs, combined, are expected to provide credit to

approximately 11,000 microenterprises, either individually or
 
through solidarity groups, over 
the life of Project. The programs
 
may also offer modest amounts of training in areas such as basic
 
cost accounting, bookkeeping, and marketing.
 

On the basis of 
the 	criteria discussed above, the Mission identified
 
the 	following cities during 
intensive review: Manta, Portoviejo,

Quevedo, Santo Domingo, Esmeraldas, and Ibarra. 
A rapid survey of
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these cities yielded an estimated 22,500 microenterprises,

including: 7,000 artisan enterprises (bakers, carpenters, tailors
 
and seamstresses, mechanics/metal workers, shoemakers, and radio and
 
watch repairers); 3,500 nontraditional enterprises (block makers,

tire repairers, construction and electrical workers, textile
 
producers, boat builders); and 12,000 commercial enterprises
 
(vendors).
 

In order to establish the existence of potential implementing

institutions in the selected cities, a consultant visited most of
 
the 	cities during intensive review and interviewed representatives

of 17 local institutions. The conclusion from these interviews is
 
that there exist capable institutions that, with proper support and
 
technical assistance, could serve as bases for effective micro
 
credit programs in those cities. The types of institutions
 
encountered included savings and loan cooperatives, civic
 
organizations, gremial institutions, private tra.ning institutions,
 
and religious institutions with development programs. These
 
institutions possess, in varying degrees, 
the 	social motivation and
 
financial administration capabilities which are key to successful
 
micro credit programs. The Institutional Analysis provides further
 
information and analysis of these potential institutions and
 
recommended selection criteria. The Cooperative Agreement recipient

will further analyze the institutional options and make selections
 
early in the Project.
 

The Cooperative Agreement recipient will provide technical support

for the development of the new programs. The detailed methodology

and administrative arrangements to 
be employed by the recipient will
 
be defined during thesolicitation and negotiation process for the
 
Cooperative Agreement. However, several guidelines have been
 
established within which the recipient will perform. 
 In preparation

for 	the new programs, the recipient will carry out the 
following
 
actions in-country during the first six-to-nine months of the
 
Cooperative Agreement:
 

0 Assessment of ongoing micro credit programs in Ecuador, 
to
 
ascertain lessons for the 
new programs and the possibility

of using the former as training models.
 

o 	 Identification of probable implementing institutions in
 
each city.
 

o 	 Surveys of the microenterprise population in each city to
 
determine with greater accuracy the size, composition, and
 
socioeconomic characteristics of the enterprises and their
 
demand for credit and other services.
 

o 	 Assistance to the proposed implementing institutions to
 
develop detailed workplans to establish their micro credit
 
programs. These workplans will include identification of
 
program beneficiaries, specific objectives and targets,
 
administrative staffing and budgets, 
and overall financial
 
plans.
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On the basis of these preliminary activities, the recipient and
A.I.D. may determine that it is 
not appropriate to work in one or
more of the selected cities. 
 Selection of alternative cities will

follow the criteria outlined above.
 

Once the workplanr are developed, the recipient will start providing
support for development of the new programs. 
 It is expected that
all of the programs will be initiated during the first 12-15 months
of the Project in order 
to provide each program maximum time to
develop within the life of Project. Loans will be made at rates
which are necessary to cover 
the cost of money obtainable on the
local market and administration costs and to prevent
decapitalization. In light of 
the existing programs, it is certain
that these rates will be highly positive in real terms, and probably
well above normal commercial rates of lending. 
 The Cooperative
Agreement recipient will also ensure that the programs take steps to
promote the full participation of women owned/operated enterprises.
 

d. Financial Bridge Mechanisms
 

The Project will provide limited technical assistance support for
two financial bridge mechanisms: FOPINAR and 
the Credit Guarantee
 
Corproations (CGCs).
 

FOPINAR. 
FOPINAR's rediscount lending operations are 
the primary
source of credit for small enterprise in Ecuador. Moreover, FOPINAR
has shown strong interest in 
increasing the participation of smaller
enterprises (level 2 and upper level 1) in its program; 
48 percent
of FOPINAR operations *have been for 
firms with assets under
US$11,000. Thus, FOPINAR can play a key role 
in providing bridge
financing to allow microenterprises to "graduate" to the commercial

financial institutions through which FOPINAR channels its funds.
 

A key constraint in the FOPINAR system is 
the reluctance of the
participating commercial banks 
to experiment with lending 
to the
smaller enterprises. This constraint is 
especially evident in the

secondary cities where 
the financial institutions tend to 
be mor
conservative in their lending. As part of its 
Third Loan to
FOPINAR, the IBRD decided to 
eliminate the additional "incentive"
 
percentage point of spread previously allowed 
to the banks on their
loans to smaller firms. This change is likely to deter 
the banks
 
even more, at least in run.
the short 


During intensive review, 
the Mission decided against providing

additional capital to 
FOPINAR. It was 
felt that funding already

available to FOPINAR from the 
IBRD and the Dutch Government was
sufficient, and that FOPINAR's willingness to 
increase lending at

the lower 
end of the SSE sector reduced the need for 
the kind of
leverage afforded by large capital transfers. Rather, 
the Mission
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concluded that significant gains could be realized through modest,
 
short term technical assistance to FOPINAR to facilitate the
 
participation of commercial financial institutions in scaled-down
 
lending.
 

Specific objectives of A.I.D.'s assistance to FOPINAR include:
 

o 	 An increase in the number and amount of FOPINAR 
rediscounted credits for smaller enterprises (as 
percentages of the total FOPINAR portfolio), particularly 
those enterprises "graduating" from the new micro credit 
programs established under the Project. 

o 	 Improved efficiency of FOPINAR's credit administration
 
procedures.
 

It is expected that the A.I.D. financed assistance provided to
 
FOPINAR throuyh tne Cooperative Agreement will be in two general
 
areas:
 

o 	 Promotion. FOPINAR should encourage the commercial banks
 
in its system to try innovative methods of channeling
 
FOPINAR resources to smaller enterprises. For example, the
 
micro credit programs could serve as intermediaries,
 
packaging groups of their clients' loans, thereby
 
increasing the total loan size and reducing the banks'
 
administrative costs. The micro credit programs could also
 
maintain loan supervision responsibilities and assist with
 
loan recuperation from the individual borrowers. Also,
 
FOPINAR should take a more active role in promoting the
 
registration of banks located in secondary cities in the
 
FOPINAR program. The Project financed technical advisors
 
would work with FOPINAR's Promotion Program directed at
 
participating financial institutions, which was established
 
as part of the IBRD loans. These advisors would emphasize
 
promotion activities in the secondary cities targeted by
 
the Project and on behalf of smaller borrowers.
 

o 	 Procedures. FOPINAR has already made an effort to
 
streamline its procedures for redisccunting loans made to
 
smaller borrowers. However, the resistance of the banks
 
could be due, in part, to cumbersome features of the
 
FOPINAR program which persist. Short term technical
 
assistance would be provided to review FOPINAR's
 
administrative systems, make recommendations for
 
streamlining them, and assist in implementing the changes.
 

CGCs. The CGC concept has been under study and development in
 
Ecuador for several years. The CGCs will be set up on a provincial
 
basis to guarantee commercial bank loans to small enterprise. Once
 



- 19 

a guaranteed loan is disbursed, the CGC will assume responsibility

for ensuring repayment, including loan supervision and technical

assistance to clients. A Retroguarantee Fund, capitalized by the

Central Bank, the BNF, participating private banks, and the various
 
CGCs would cover 
65 percent of the credit risk of each guarantee.

The balance of the risk would be covered by the specific CGC and the

bank involved in a given loan. The mechanism is intended to benefit
 
primarily enterprises in the level 2 range. 
 The legal basis for

creating CGCs has largely been established and the Retroguarantee

Fund has been partially capitalized.
 

Given the substantial progress to date and the potentially important

role of the CGCs in stimulating increased commercial bank lending to

smaller enterprises, the Mission believes that financing of

technical assistance to help 
overcome remaining bottlenecks is

warranted. 
The two CGCs ready for start-up are in Pichincha and
 
Azuay provinces, which only marginally overlap with the 
secondary

cities targeted for micro credit programs under the Project.

However, tnere is potential for 
linkages between the Pichincha CGC

and the existing FED program in Quito and the 
new program planned

for Santo Domingo, which could serve as a model for future CGC/micro

credit program bridging.
 

The main bottlenecks tc initiating the CGCs include the 
following:
 

o Internal regulations. Before any individual CGC can begin

operation, internal regulations and operating p-ocedures

must be established for 
the operation of the Retroguarantee

Corporation and the individual CGCs.
 

o Capitalization of the CGCs. 
 Both the Pichincha and Azuay

CGCs will require annual contributions from members of S/.3

million over a seven year period 
in order to achieve
 
guarantee funds of sufficient size to meet projected demand
 
and cover costs. While both CGCs are prepared to initiate
 
operations with their current guarantee fund levels, 
it is
 
critical that tne operations be carefully managed that
so 

members' confidence is strengthened and contributions
 
increased. 
There is also need for additional direct
 
promotion among members 
to motivate contributions.
 

o Capitalization of the Retroguarantee Fund. 
 Commitments for

capitalization of the Fund have already been received from
 
the Central Bank and the BNF. 
 However, the participation

of commercial banks, which must contribute to 
the Fund in

order 
to benefit from the guarantee mechanism, is lagging.

Despite several inducements (contributions to the Fund are
 
tax deductible; the minimum contribution level is modest;

the individual CGCs will be required to maintain their own
 
guarantee funds in the participating banks), only two banks
 
have signed on so far. 
 A strategy for increasing this
 
participation is needed.
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A.I.D. will assist the CGC mechanism to achieve the following by the
 
end of the Project:
 

o 	 The operation of two CGCs, in Pichincha and Azuay
 
provinces.
 

o 	 The participation of six commercial banks and financieras
 
in the guarantee system (up from the 
current two).
 

The 	Project will provide two types of resources through the

Cooperative Agreement for 
the CGC mechanism. First, the Project

will finance salaries and local transportation costs for the four
 
person technical team, attached to 
the Pichincha Chamber of Small
 
Industry, which has been promoting the CGC concept for several
 
years. 
 Past funding of the team has been provided by the Konrad
 
Adenauer Foundation and other sources. 
 However, the Foundation

considers that its objectives have been met and does not 
intend to
 
provide further support. At this critical juncture in 
the

development of the CGCs, it 
is important that the technical team
 
continue its work, including the formulation of internal
 
regulations, providing staff support to 
the 	Retroguarantee

Corporation, providing technical assistance and training 
to the
staff of the CGCs, and promoting the participation of commercial
 
banks and the formation of new CGCs. It is anticipated that, by the

end of the Project, the functions of the technical team will be
 
assumed by the Retroguarantee Corporation.
 

Second, the Cooperative Agreement recipient will provide short term
expatriate advisors to 
review the financial and administrative
 
systems of the Retroguarantee Fund and individual CGCs, and 
to
 
provide recommendations for improving them.
 

The 	Cooperative Agreement recipient will develop, in collaboration
 
with FOPINAR and 
the CGC technical team, detailed workplans with

specific objectives and targets. 
 They will also develop a simple

monitoring and evaluation system (including collection of baseline

data) to assess the institutional and beneficiary impact of 
the
 
programs.
 

e. 
 Component Inputs. The Cooperative Agreement

recipient will be expected to 
set up an in-country technical
 
assistance team which is geographically decentralized to 
the
 
secondary cities, rather 
than based in Quito or Guayaquil. The
recipient will also be expected 
to make maximum feasible use of
 
Ecuadorean nationals, particularly in long 
term advisory positions.

In this way, local resources will be developed which can 
later
 
promote the expansion of micro credit programs 
to other cities.
 



- 21 -

Total A.I.D. funding for 
the credit component is estimated at
$1,885,000. Of this total, $1,260,000 will directly finance
technical services from the Cooperative Agreement receipient. 
 The
structure, level of effort, and timing of the technical services
 
will be better defined on the basis of the Cooperat-ve Agreement
proposals and the 
initial in-country assessments performed by the

advisors. A reasonable configuration would 
include 36 person-months

of a long term expatriate advisor 
($360,000), 32 person-months of
short term expatriate assistance ($352,000), two long 
term
 
Ecuaaorean advisors 
($120,000), 64 person-months of local technical

assistance 
($108,000), foreign observational travel ($70,000), 
and
commodities, materials, and services 
for the in-country team
 
($250,000).
 

In addition, the Cooperative Agreement will channel funds to 
the six
 new micro credit programs to cover 
initial operating costs,
including staff, rental of office facilities, services, and capital
goods (vehicles, microcomputer systems, office equipment). 
 These
subsidies will 
cover operating costs during approximately the first
two years of eacn program. 
By the third year, it is expected that

the programs' portfolios will be producing income to 
cover at least
70 percent of costs. To the 
extent that the programs are still
running operating deficits at 
the end of the Project, they will have
to find other sources of subsidization or 
make further adjustments

in their cost structures and credit charges. 
 The average subsidy is
estimated at the equivalent of $90,000 per program ($540,000

total) Similarly, the Cooperative Agreement will include funding
for salaries and travel costs of the CGC technical team for up to
 
three years ($85,000).
 

The counterpart will consist of seed capital for 
the new micro
credit programs and tne interest and fees paid by clients which help
to capitalize the programs. The experience of micro credit programs

in Ecuador and elsewhere has shown 
that donations, rather than

loans, are the preferred source 
of seed capital. To add financial
costs to administrative costs 
at the outset of the program when

credit volumes and income 
are low can jeopardize the prospects of
 
program survival and growth. 
 The Mission will propose to the GOE
the programming of ESF 
local currency funds to be disbursed to the
 new programs on a nonreimbursable basis fox 
seed capital. It is

estimated that 
the nei programs will require, on average, the
equivalent of $130,000 apiece 
($780,000 total). The interest and
fees paid by clients are estimated at the equivalent of $140,000 per
program ($840,000 total). These counterpart estimates are based on

the financial model contained in Annex III.A.
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2. Technical Assistance Services
 

a. Introduction
 

The Project will expand the availability of technical assistance
 
services 
to SSE in selected secondary cities through the development

of private consultant resources which will be able to continue
 
providing technical assistance on an independent basis after Project

completion. The development of these resources will take place, in
 
large part, through the actual delivery of technical assistance to
 
SSE. For purposes of this discussion, the term "technical
 
assistance" refers to both group training and direct assistance to
 
individual firms.
 

A.I.D. will award a Cooperative Agreement to INSOTEC, a private,

nonprofit Ecuadorean foundation, to implement this component, as
 
well as other activities described further below. Under this
 
Cooperative Agreement, INSOTEC will develop its role in 
the training

of private technical assistance providers while also directly
 
delivering techaical assistance to SSEs.
 

The technical assistance services provided under the Project will
 
cover the general areas of management, production, and marketing,

and will be focused on level 2 and 3 enterprises. INSOTEC will
 
target its assistance to certain types of productive enterprises in
 
order to maximize productivity and employment impacts. In general,

assistance will be given to those types of enterprises which are
 
intensive in their use of labor and local materials, which have
 
significant forward linkages to other domestic industries, and for
 
which there exists information on the technological needs and
 
potential demand for technical assistance by the enterprises. The
 
major lines of activity identified by INSOTEC as fitting these
 
characteristics include food processing, clothing, wood products,
 
and metalworkers.
 

On the basis of the criteria established for the Project plus more
 
specific criteria related to this component (e.g., presence of a
 
sectoral organization with which INSOTEC has a relationship and
 
which could serve as a sponsor for INSOTEC's operations), INSOTEC
 
has selected five cities in which to implement consultant
 
development and direct technical assistance activities: Santo
 
Domingo, Babahoyo, Manta, and Esmeraldas in the coastal region, and
 
Ibarra in the highlands. It will be noted that these cities largely

overlap with those identified for the new micro credit programs.

Other cities may be substituted if deemed necessary after further
 
survey work is performed in the selected cities.
 

b. Development of Technical Assistance Providers
 

INSOTEC has identified a number of sources of individuals who are
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providing or 
could provide technical assistance to SSEs. These
 
include instructors at 
technical schools, university professors,

professional consultants, and even 
small entrepreneurs themselves.
 
INSOTEC will provide those who are interested and qualified with

training and experience to 
form a pool of effective technical
 
assistance providers who 
can market their services. Operating on an

independent basis with no 
overhead, these individuals should be able
 
to provide affordable technical assistance to 
all but the smallest
 
SSE on a commercial basis.
 

The INSOTEC personnel in each secondary city will identify

individuals, taking into account the nature of the demand for
 
technical assistance in those cities 
(e.g., number of firms,

predominant types of enterprises). INSOTEC will conduct a series of
 courses specifically designed for the potential providers. 
These
 
courses will deal mainly with technical assistance delivery

methodologies to SSEs, but may also cover 
technical content areas.

An estimated four-to-six courses of approximately 25 hours each will
 
be conducted in each of the secondary cities. 
Enrollment of about
 
20 persons per course 
is expected, and a given individual will

probably attend two or more Thus,
courses. an estimated 200 persons

will receive formal training. As necessary, these persons may also
 
participate as 
students in the direct technical assistance
 
activities described below, to 
reinforce their knowledge of specific

technical and administrative areas.
 

From among those receiving training, INSOTEC will select the best
 
qualified to serve as instructors for the direct technical
 
assistance activities during 
the middle and latter parts of the
 
Project. This instruction will allow them to practice their

technical assistance delivery skills under 
the guidance of INSOTEC
 
staff. INSOTEC estimates that three quarters of its direct
 
technical assistance activities will be conducted by outside
 
consultants, though 
these may include some individuals who have not
 
passed through the 
training regimen described above.
 

c. 
 Direct Technical Assistance Delivery in Secondary
 
Cities
 

INSOTEC's 
technical assistance methodology, will consist of three
 
stages: organization; training for groups of enterprises; and
 
specific assistance to one or 
a small number of enterprises. The
 
methodology is sequential: each stage serves 
to better define the

needs of the enterprises and provides them with the capacity 
to move
 
on 
to more specific forms of assistance, if they desire. Thus, it
 
is expected that individual owners/operators will participate in 
two
 
or more activities within 
the overall program offered by INSOTEC.
 

At the organizational stage, INSOTEC, with support from the 
local

sponsoring urganization, will carry out promotional activities and
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visit r-terprises to obtain a general understanding of their
 
problems and technical assistance needs. On the basis of these
 
activities, INSOTEC will organize groups of interested
 
owners/operators.
 

These groups will then be invited to participate in one or more

workshop/seminars and practical courses. 
The workshop/seminars will
 
run about 25 hours over one week and treat themes of generic

interest to the group, particularly in the areas of management,

accounting, and marketing. Individuals who show interest and

potential during the workshop/seminars will be re-grouped according

to their lines of activity or special concerns and participate in

practical courses. These courses 
will be more extensive (about 60
 
hours over 
four weeks). They will focus on problems which are
specific to a given type of enterprise (e.g., in production

processes) or rrovide more in-depth treatment of the general

subjects covered in the workshop/seminars. The practical courses
 
will take place in the enterprises of selected participants as well
 
as in classrooms, and will make use 
of case studies presented by the
 
participants. 
Out of these group sessions will come knowledge and

recommendations that the participants can take back and apply to
 
their own enterprises.
 

Finally, owners/operators who would like more 
direct assistance will

be able to enroll in clinics or request individual technical
 
assistance. The clinics will run about 35 
hours during a week and

involve a small number (up to four or five) firms with a shared

interest. 
 A generalist advisor will accompany the participants to

their firms and assist them to assess 
the overall situation of their
 
enterprises, identify specific problem areas, and develop

recommended actions, including needs 
for further types of technical
 
assistance. 
 The clinics will be designed preferably - though not

exclusively - for level 2 enterprises, where the capacity to absorb

and pay for individual technical assistance is 
relatively low. The
 
individual technical assistance will be plant-specific and require

up to 100 hours over three weeks. One or more experts in the areas
 
of production, administration, and marketing will conduct a thorough

and detailed analysis of the 
firm and offer on-site assistance to

resolve problems as well as recommendations for 
further technical
 
assistance.
 

During the life of Project, INSOTEC will conduct a minimum of 180
 
technical assistance activities (not including the initial
 
promotional efforts), benefitting some 500 enterprises. Actual

levels of direct technical assistance resulting from the Project

will likely be much higher, including the additional activities
 
financed cy the income INSOTEC receives 
from beneficiaries and the
 
independent activities of the consultants who are 
trained by

INSOTEC. On the basis of these 
technical assistance experiences,

INSOTEC will prepare technical manuals to be used for similar
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activities elsewhere and as 
a reference for the technical assistance
 
consultants trained under the Project. 
 It is expected that five
 
manuals will be produced.
 

d. Administration
 

Unlike most other providers of technical assistance to SSEs in

Ecuador, INSOTEC requires some 
payment by the beneficiaries.
 
However, experience in Ecuador and other developing countries has

shown that some subsidization of institutional technical assistance
 
is usually unavoidable. For many SSEs, especially at 
the lower end

of the scale, the full cost of the 
technical assistance is simply

not affordable. More importantly, since the bottom-line results of

technical assistance are often not readily perceived,

owners/operators who do not 
have much experience with technical
 
assistance are reluctant to pay the full cost. 
 The subsidy, then,

is necessary to overcome risk and uncertainty and to induce

owners/operators to engage 
in technical assistance activities which
 
presumably bring economic benefits in excess 
of the social costs.
On average, INSOTEC expects 
to cover 40 percent of the technical
 
assistance costs from users 
fees, except for the individual
 
technical assistance where the beneficiary will pay 70 percent or
 
more of the cost. The technical assistance consultants trained by

INSOTEC will also pay the full costs of their 
training. Income from

these fees will be placed into a separate fund managed by INSOTEC to

finance additional technical assistance activities during the life
 
of the Project.
 

INSOTEC will set up a decentralized structure to manage the
 
technical assistance program in the secondary cities. 
 The
 
operations director and a technical advisor for 
the overall program

will be based in Santo Domingo. Zonal consultants will be based in

Manta, Babahoyo, Esmeraldas, and Ibarra. 
 Some of these zonal
 
consultants may also have administrative assistants if the workload
 
demands. In addition, INSOTEC will contract a short 
term

women-in-development advisor 
to assist in designing and implementing

technical assistance interventions which address the special needs

of women owned/operated firms. 
 The technical assistance activities
 
will be conducted partly by INSOTEC's zonal consultants and partly

by independent consultants under contract,, including those technical
 
assistance providers developed under 
this component. It is expected

that the INSOTEC staff will utilize the facilities and other
 
resources of the sponsoring organizations in each city (e.g., the

chambers of small industry), 
thus reducing overhead costs. By

developing these linkages from the outset, it 
is hoped that upon

completion of the Project the local organization will absorb the
 
local INSOTEC staff and provide it with support to continue the

technical assistance activities. A fuller description of INSOTEC's
 
proposed administrative arrangements is given in the Institutional
 
Analysis.
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Given its experience and demonstrated capacity, INSOTEC will be able
 
to implement the activities of this component largely on its 
own.
 
However, on the basis of further analysis of INSOTEC carried out
 
during intensive review, the Mission concluded that modest amounts
 
of technical assistance and training should be provided to INSOTEC
 
to support its institutional strengthening process. Key areas for
 
technical assistance include program planning and information
 
systems, as well as financial administration to help INSOTEC cope

with the significantly increased budget entailed by the Project.

INSOTEC will subcontract with a qualified U.S. or Latin American
 
organization with experience in small enterprise technical
 
assistance programs to provide these services. Key INSOTEC
 
personnel will also make observational visits to successful
 
technical assistance programs in the region.
 

e. Component Inputs
 

Total A.I.D. Grant financing for the Technical Assistance Services
 
component is $840,000. 
 A.I.D. funds will finance INSOTEC field
 
staff plus a project director, administrative/financial director,
 
systems analyst (part-time), and a portion of the Executive
 
Director's salary in Quito ($370,000); the costs of the direct
 
technical assistance activities, including subcontracting of
 
consultants ($115,000); publication of manuals ($10,000); in-country

travel and travel in the exterior for observation and short term
 
training by INSOTEC staff ($65,000); two vehicles, office equipment,

and training equipment for the field staff ($85,000); operating
 
expenses of the field offices ($65,000); and external technical
 
assistance for INSOTEC ($130,000).
 

The counterpart is estimated at the equivalent of $300,000. 
 INSOTEC
 
will provide legal assistance, administrative support, in-house
 
technical advisors, equipment and facilities, and vehicle operation,

and will finance from other sources the portion of its overhead
 
allocable to the Project ($220,000). In addition, income will be
 
generated from the fees paid by beneficiaries of the direct
 
technical assistance activities and the training of technical
 
assistance providers ($80,000).
 

3. Representational Services
 

a. Introduction
 

In addition to the expansion of the supply of technical assistance
 
and credit, it is important that the sector become better organized

and represented so that SSEs can continue to articulate their needs
 
and interests and obtain resources over the long term. Therefore,
 
tne Project will support an increase in the quality and quantity of
 
representational services.
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This will be accomplished primarily through direct assistance to
 
strengthen the capacity of selected representational organizations

to identify members' needs, provide services 
to meet those needs,
 
and to participate in policy dialogue with the public sector. 
 An
 
expected by-proouct of the improved representational services is
 
increased membership and a stronger financial base for these
 
organizations. An estimated 10 organizations will be strengthened.
 
In addition, this component will finance an estimated 10 policy
 
studies on key issues facing the sector.
 

The organizational strengthening efforts will be implemented by the
 
Center for Educational Planning, Research, and Technology (CIPTE),

through a subgrant from INSOTEC. The justification for the
 
selection of CIPTE is discussed in the Institutional Analysis. The
 
policy studies will be undertaken by INSOTEC, in most cases through
 
local subcontracts.
 

b. Organizational Strengthening
 

The organizational strengthening efforts will be directed at two
 
levels of representational organizations. Consistent with the
 
Project strategy, most of the assistance will be directed to
 
provincial and local organizations in the secondary cities where the
 
other Project components are implemented. These include the
 
chambers of 
industry and artisan and small merchant associations.
 
It is expected that eight such organizations will be strengthened.
 
It is also considered important to develop the national federations,
 
given their key role in the policy dialogue process and their
 
potential to provide ongoing organizational development assistance
 
to member organizations. The Project will assist FENAPI 
(as a
 
continuation of an A.I.D. financed effort) and at least one other
 
federation (artisans or small merchants).
 

CIPTE, in consultation with INSOTEC and A.I.D., will select the
 
organizations during the initial stage of the Project. The
 
selection will be based in part on a survey conducted during
 
intensive review of 83 organizations in the targeted secondary

cities. This survey (contained in bulk Annex IX) collected basic
 
information on organization, membership, facilities, budget, and
 
services. The selection criteria will inolude a permanent locale, a
 
legal identity, an elected governing body, an adequate number of
 
actual or potential members, an ability and willingness to dedicate
 
resources to organizational development, and an acceptance of the
 
concept of self-financing services. These criteria will be refined
 
in the process of CIPTE's subgrant proposal preparation and
 
negotiation. As a basis for selection, CIPTE will also consult with
 
INSOTEC, which has broad contacts, and make visits to the more
 
promising candidates. In selecting the organizations, it will be
 
important to try to detect and avoid those which are strongly
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partisan politically and those which take a paternalistic,

protectionist attitude toward their members which would dispose them
 
to advocacy of policies which may not be in the interest of the SSE
 
sector as a whole.
 

The organizational strengthening efforts will fall into four
 
categories which are, to a large degree, sequential in order.
 
First, CIPTE will conduct general courses in motivation and
 
organizational development, for both leaders and members of the
 
selected organizations. These courses will assist the organizations
 
to evaluate their institutional goals, both internally and in 
terms
 
of services for members, and to begin to develop realistic work
 
plans for achieving those goals. Baseline information, from which
 
progress will measured, will also be collected at that time.
 

Second, CIPTE will develop a package of simple business
 
administration courses that the representation, . organizations can
 
utilize for their members during the early stages of the Project.

This package will serve as a pilot service delivery activity which
 
gives the organizations experience in gauging the market for 
a
 
service and managing its delivery. The package will also provide

immediate income to motivate the organizations to accept more fully

the service function concept. The content of the package will be
 
more basic than the group training to be provided by INSOTEC. Also,

whereas INSOTEC's activities will be limited to small industrial
 
firms at primarily levels 2 and 3, the CIPTE package will reach
 
artisan and commercial firms at level i, as well. Therefore, there
 
will be little, if any, overlap with the INSOTEC activities.
 

Third, CIPTE will assist the organizations to increase the number
 
and variety of services they provide. Examples of these services
 
include: core business administration training (an extension of the
 
second activity described above); provision of information on
 
policies, legal matters, market supplies, and technologies;

assistance in 
resolving specific problems with local authorities;

brokering technical, management, and in some cases export assistance
 
from public and private sources; and lobbying for policies on behalf
 
of members. These service development activities will be based on
 
the work plans developed as part of the motivational courses. CIPTE
 
will provide technical assistance and training to the organizations

and assist in monitoring progress and revising the work plans 
as
 
needed. In addition, CIPTE will administer "mini" seed grants to
 
the organizations to help defray initial costs of developing service
 
functions. 
These costs might include expanded office facilities and
 
promotion activities. Subsidization of recurring operating costs
 
will be minimized.
 

Lastly, CIPTE will ensure that resources for continued
 
organizational strengthening remain after the Project ends. 
 CIPTE
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will, to the extent possible, select and train its project staff
 
(trainers and promoters) from the local areas where the
 
organizational strengthening activities take place. 
 These human
 
resources will continue to be available to representational

organizations beyond the Project. 
CIPTE will also develop training

materials that will be available to local organizations through

CIPTE and the national federations. For example, CIPTE may adapt

and disseminate the successful SSE organizational training materials
 
developed by the Fundaci6n Carvajal in Colombia.
 

c. Policy Studies
 

The Project will improve the information base for policy dialogue by

the sector by financing approximately 10 studies. Some of the
 
studies may primarily .erve to compile information on the sector,

which is badly lacking. Others will be analytical, focusing on the
 
effects of trade, monetary, labor, and other policies on SSEs. The
 
specific topics for the studies will be selected by INSOTEC in
 
collaboration with the Advisory Council 
(see below) and taking into
 
consideration concerns expressed by the representational
 
organizations through their activities with CIPTE.
 

d. Component Inputs
 

Total A.I.D. Grant funding for the Representational Services
 
component is 
$470,000. This will cover the costs of approximately

150 person-months of professional personnel plus support staff
 
($115,000), approximately 15 person-months of outside consultants
 
($15,000), training materials and logistical costs ($50,000), a
 
vehicle, microcomputer, and office equipment ($25,000), technical
 
assistance to CIPTE including observational travel ($65,000), 10
 
minigrants to representational organizations ($100,000), and 10
 
policy studies ($100,000).
 

The estimated counterpart contribution is equivalent to $100,000.

This will include staff, materials, and facilities provided by CIPTE
 
($75,000) and physical resources and staff time of 
the beneficiary

organizations ($25,000). The individual work plans will include
 
detailed counterpart budgets for the organizations.
 

4. Project Coordination and Evaluation
 

a. Coordination
 

Given the diversity of Pro''ct implementing agencies and limited
 
Mission staff, the Project will require special mechanisms to ensure
 
adequate coordination. Two formal mechanisms are proposed: 
a
 
Project Coordinator and a Small Enterprise Advisory Board.
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The Mission will contract locally for a Project Coordinator. The

main responsibilities of the Coordinator will be 
to monitor and

provide guidance on a day-to-day basis to the implementing agencies,

help resolve routine implementation problems, promote coordination

of the different activities at 
the field level to increase
 
efficiencies and impact, and generally serve as 
liaison between the
 
implementing agencies and the A.I.D. Project Officer. 
 The scope of
 
work for the Project Coordinator is included in Annex VIII.
 

A Small Enterprise Advisory Board will also be established. This
 
board will be modeled after the Agribusiness Advisory Board which
 
has played an active and useful role under the Nontraditional
 
Agricultural Axports Project (518-0019). 
 The Small Enterprise

Advisory Board will consist of representatives of the Project

implementing agencies, major sectoral representational organizations

(e.g., FENAPI, FENACOMI), key public sector agencies (e.g., FOPINAR,

Ministry of Industries, UNEPROM), A.I.D., and others whose
 
participation may be deemed important. 
 INSOTEC will serve as
 
secretariat 
to the board and will take the lead in its initial
 
organization. 
The board will have several functions. First, it

will provide the implementing agencies and A.I.D. with continuing,

expert assessment of overall Project progress, and 
serve as a

sounding board for major Project management decisions. Second, it

will provide the implementing agencies with the opportunity to 
meet
 
on a regular basis to discuss coordination of their activities and
 
to receive helpful guidance from other knowledgeable sources.
 
Third, the board will assist in selecting the topics of the policy

studies described above and provide feedback on 
the ongoing

research. Finally, the board will 
serve as a continuing forum, now

lacking in Ecuador, for dialogue between the public and private

sectors on policy and other 
issues affecting SSE.
 

In addition to these formal mechanisms, INSOTEC, CIPTE, and the U.S.

Cooperative Agreement recipient will be encouraged to work out
 
innovative arrangements at 
the local level for coordinating the

technical assistance, representational services, and credit
 
activities in the secondary cities. 
For example, they may share
 
office facilities, thereby reducing overhead costs. 
 Or they may

help promote each other's programs and provide cross-referrals of
 
clients, particularly as microenterprises in the credit program grow

and begin to identify needs for technical assistance.
 

b. Evaluation
 

The Mission attaches great importance to the evaluation of the

Project, particularly with regard to socioeconomic impacts at the

firm level. There are 
few examples of rigorous impact evaluations
 
of small enterprise projects around the world. 
 Therefore, the
 
Mission expects that the evaluation of this Project will render
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information that not only is useful for Project management and

future A.I.D. program planning in Ecuador, but also makes a

significant contribution to the body of knowledge on small
 
enterprise development.
 

The various implementing agencies (the micro credit programs,

INSOTEC, and CIPTE) will set up systems for collecting data on a

continuous basis. The data collected will relate both to

performance (e.g., number of credit clients and loans, number of
 
participants in technical assistance activities and their 
feedback
 
on 
those activities, increases in membership of representational

organizations, degree of self-financing attained) and to 
impact

(principally employment and income generation). A.I.D. financed
 
consultants will provide expert guidance to the 
implementing

agencies to ensure that their individual evaluation systems are
 
methodologically sound and that the data collected by the different
 
agencies, particularly 
 elated to impact, are consistent and

comparable. The consul-ants will provide periodic supervision of

the evaluation systems during the course of the Project, and will
 
prepare periodic compilations and analyses of the data from all
 
Project components. In this way, A.I.D. and the 
implementing

agencies will have detailed information on Project progress, at the
 
output, purpose, ana goal levels, throughout the Project.
 

In addition, the Project will finance a rigorous ex ante 
- ex post

evaluation, carried out by external consultants. Two or th-ree of
the targeted secondary cities will be surveyed at the outset and end
 
of the Project. The surveys will encompass the small enterprise

population as 
a whole in those cities and will assess general

changes (e.g., the degree to 
which credit, technical assistance, and
 
other needs are being met; levels of unemployment and

underemployment; 
the structure of the small enterprise sector). By

comparing Project beneficiary and nonbeneficiary (control) groups,

this evaluation will attempt to determine the extent to which these
 
changes can be attributed to the Project.
 

The Mission intends to obtain the evaluation services through

buy-ins to two A.I.D. centrally funded programs: 
the Assistance to

Resource Institutions for Enterprise Support (ARIES) Project; and
 
the contract between PPC/WID and the Interpational Council for
 
Research on Women (ICRW). 
 It is expected that the ARIES consultants
 
will manage the overall evaluation program and be directly

responsible for 
ensuring the integrity and institutionalization of

the evaluation system in the individual implementing agencies. ICRW

will focus on implementation of the ex 
ante- ex past evaluation, and
 
will ensure that at the level of the implementing institutions
 
sex-disaggregated data are collected and issues related 
to women's
 
participation are properly evaluated.
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The 	total A.I.D. Grant budget for Project coordination and
 
evaluation is $675,000. These funds will finance the Project

Coordinator and secretary for 
the life of Project and a vehicle
 
($250,000), expenses of the Advisory Board such as 
promotional
 
events, publications, and some travel of membe.:s during the life of
 
Project ($25,000), and the evaluation services 1$400,000). It is
 
expected that PPC/WID will contribute an additional $25,000 in
 
A.I.D. central funds for the ICRW activities. The counterpart

contribution of the Advisory Board will consist mainly of the
 
members' time and self-financed travel ($25,000).
 

D. 	 Summary Financial Plan
 

The total estimated cost of the Project is $6,570,000. A.I.D. will
 
provide $4,500,000 in Grant funds for 
technical assistance and
 
consultants, program support to implementing agencies, studies, the
 
Advisory Board, the project coordinator, and evaluation. Additional
 
A.I.D. central funds of $25,000 for evaluation will also be made
 
available. The counterpart contribution is estimated at the
 
equivalent of $2,045,000. (For purposes of future counterpart

accounting, the counterpart budget has been converted to dollars at
 
the rate of S/.l65=US$1.00.) A detailed budget by Project input and
 
an A.I.D. expenditure plan are contained in Annex IV. 
 A summary
 
budget (in thousands of dollars) is shown below.
 

A.I.D. Other Counter-

Component and Activity 	 Grant A I.D. part
 

i. 	 Credit Delivery Mechanisms 185 
 - 1,620 
- Existing micro credit programs 
 200
 
- New micro credit programs 1,440 
 1,620
 
-
 Financial bridge mechanisms 	 245
 

2. 	 Technical Assistance Services* 
 840 300
 
- Development of technical assistance
 

providers 
 335 10
 
- Direct technical assistance 505 
 290
 

3. 	 Representational Services 
 470 100
 
- Organizational strengthening 
 370 	 100
 
- Policy studies 
 100
 

4. 	 Project Coordination and
 
Evaluation 
 675 25 25
 
- Project coordinator 250
 
- Advisory board 
 25 25
 
- Evaluation 
 400 25
 

Contingencies 	 - _ 630 


TOTAL 
 4,500 25 2,045
 
(68.5%) (0.4%) (31.1%) 

* It is estimated that INSOTEC's staff will devote 40 percent of its
 
time to the development of technical asistance providers and 60
 
percent 
to direct technical assistance activities.
 

http:S/.l65=US$1.00
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IV. PROJECT ANALYSES
 

A. Technical Analysis
 

This section analyses the appropriateness of the technical approach

selected for each of 
the three Project components and identifies
 
potential issues 
to be monitored during implementation.
 

1. Technical Assistance Services
 

The basic issue regarding the approach to increasing the supply of
 
technical assistance services was whether to 
use a public or private

sector mechanism. The latter alternative was selected, with the
 
focus on using a private organization (INSOTEC) to develop
 
individual consultants who 
can provide quality services on a
 
commercial basis. From a 
technical standpoint, this choice of
 
approach is justified by the greater cost-effeLtiveness of private

sector services, relative to 
the public sector, as indicated by the
 
demand and supply situation in Ecuadodr. Despite the proliferation

of government agencies providing services, generally at 
no cost,

SSEs have tended to rely on private sources for their technical
 
assistance needs. 
 Surveys by FOPINAR and INSOTEC conclude that
 
private sources, including technicians, consultants, industry and
 
trade associations, and suppliers, provide on 
the order of 60
 
percent of technical services received by SSE.
 

The strengths of the private sector approach, as designed in this
 
Project, vis-a-vis existing public sector 
programs can be classified
 
into several categories.
 

(a) Coverage. Due 
to recurring budget constraints,

public sector programs lack the resources to reach SSEs on a wide
 
scale, especially outside of the major urban 
areas. For example,

CENAPIA, the primary GOE institution responsible for providing

technical assistance nationwide, has only seven professional

technical resource personnel. 
The Project will improve coverage in
 
previously neglected 
areas by training local suppliers of technical
 
assistance.
 

(b) Quality of personnel. Low salaries in the public

sector agencies too often translate into poorly qualified and
 
undermotivated personnel. 
CENAPIA's professionals are generalists

who are not well prepared to provide the wide variety of specific

assistance services required by many SSEs. 
 That institution has
 
also suffered from nigh rates of staff turnover. In contrast, the
 
consultants trained under 
the Project will improve their skills in
 
areas for which there 
is demand and will market their services in a
 
competitive environment where the incentives will be to provide the
 
best services at lowest cost.
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(c) Responsiveness. 
 The public sector agencies

typically plan their technical assistance services on a highly

centralized basis. Decisions 
on what services are to be provided

and where 
are usually based on budget constraints, the skills of the
 
personnel on hand, political factors, and bureaucratic inertia which

tends to dictate simple continuation of what was done before. The

delivery of services also tends to 
be managed from a centralized
 
level, thus inhibiting field level adjustments in resource
 
allocation based on 
local conditions. As a result, surveys of SSEs
have revealed widespread dissatisfaction with the content of public

sector services. A particular complaint is that they tend to be too
 
general. 
 Under the Project, technical assistance services will be

planned and delivered in response to local demands. In each city,

INSOTEC will base its program on 
an initial needs assessment,

followed by group activities designed, in part, to identify more
 
specific technical assistance needs to be addressed in the future.
 
A parallel approach will be used to identify priority skill 
areas

for the training of consultants. The application of fees for both

direct technical assistance and consultant training will provide 
a

further assurance 
that there is real demand for the services offered
 
by INSOTEC.
 

(d) Overhead. The public agencies, due to the shortage

of personnel and centralized management styles described above,
 
operate on an "extension" model, involving relatively large

administrative structures 
(less than 10 percent of CENAPIA's staff
 
are technical resource personnel) and much travel by the service
 
providers. This model obviously carries high overhead costs. 
 The
 
Project approach will minimize the amount 
of overhead required to
deliver services in the short term by decentralizing mangement and
 
in the long term by increasing 
the supply of private consultants who

function locally and do not depend on 
a central administrative
 
apparatus.
 

Within the realm of private sector organizations, the technical
 
assistance services component could be implemented either by 
a
 
representational organization which 
is the locus of demand for the
 
services (e.g., FENAPI) or by an organization which supplies 
the

services (e.g., INSOTEC). In principle, there are sound reasons for
 
placing implementation responsibility with those who demand the
 
services. 
 These reasons relate primarily o sustainability. The

demand-driven approach helps ensure 
that the services provided are

responsive to actual needs and 
that a mechanism for continuing to

channel services 
to member firms exists beyond the Project. For

practical reasons, however, 
the supply-side approach was selected
 
for Ecuador. No single representational organization, 
or even a

small group of organizations, could provide the desried targeting of

the 
technical assistance activities. Furthermore, INSOTEC, by 
its
 
nature, is not simply a disinterested party tha supplies technical
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assistance on request. As shown in the Institutional Analysis,
 
INSOTEC was created to serve the small and medium enterprise sector,

and its methodology involves working with and through
 
representational organizations, includinr7 FENAPI and the provincial

chambers. INSOTEC has been a key actor 
o er the past six years in
 
helping the representational organizations to-assess the needs of
 
their members and provide appropriate technical assistance. INOSTEC
 
will undoubtedly continue to act as a service arm the sector's
to 

organizations after Project completion and, 
in particular, to
 
provide technical assistance services using the methodology

developed under the Project. 
 In addition, the individual technical
 
assistance providers trained by INSOTEC will continue to provide

their services in 
response to demands. Thus, the Mission feels
 
confident that the technical assistance activities as designed are
 
sustainable.
 

2. Credit Delivery Mechanisms
 

The main thrust of the credit component consists of establishing
 
private micro credit progr ms in several secondary cities.
 

In broad terms, these programs will be patterned after the two
 
existing A.I.D. supported micro credit programs which, as described
 
above, have in general proven successful. However, the experiences

of FED and FEE have raised several methodological issues that will
 
be addressed in the design of the new programs as well as in the
 
strengthening of 
the existing programs themselves.
 

(a) Loan term structure. The methodology of awarding

short term and successively larger loans is ideally suited to the
 
nature of commercial,.and to some extent 
service, enterprises with
 
high inventory turnover and liquidity. On the other hand, short
 
terms and low amounts may contribute to inefficiencies in
 
maunfacturing enterprises which prefer 
to purchase raw materials in
 
bulk and which have longer production and marketing schedules.
 
Moreover, 
a system of constantly increasing loan amounts may not be
 
appropriate for all types of enterprises, if it has saturated its
 
market or reached its maximum administrative or production
 
capacity. In fact, program promoters have noted that 
some clients
 
have sought multiple loans of the same amounts. A more flexible
 
loan term structure, geared to 
the needs of the program clientele,
 
may be warranted.
 

(b) Portfolio management. Both the FED and FEE
 
programs have operated in a demand responsive mode. Credit has been
 
available more or less on 
a first-come, first-served basis. As
 
programs grow, 
a more conscious strategy for portfolio management is
 
required. This strategy should 
include closer attention to the
 
timing, amounts, and maturities of loans issued, to avoid liquidity

problems. 
Closer supervision and enforcement of loan repayments
 



should also be con;idered. It may also be desirable to introduce
 
some selectivity of clients in terms of economic activity to
 
increase the economic impact of the credit programs.
 

(c) Diverse credit needs. The two existing programs

lena to established businesses for working capital. As programs

develop and the client enterprises grow, there will be increasing
 
pressure to lend for fixed assets or business start-ups. The latter
 
type of lending entails greater risks as well as greater

sophistication in portfolio management and significantly larger

capitalization levels. It also would detract from short 
term goals

of self-sufficiency. On the positive side, fixed asset and start-up

lending would have 
a strong economic impact and further facilitate
 
the enterprise growth and "graduation" process. This factor needs
 
to be taken into account in shaping the longer term growth

objectives of the programs.
 

(d) Capitalization. To date, the two programs have
 
depended almost exclusively on donated funds to capitalize their
 
lending. The limited availability of these funds has placed a
 
constraint on program growth, particularly in the FED case where the
 
size of the portfolio has grown faster. Clearly, the continued
 
viability of the programs requires diversification of capital
 
sources and greater reliance on commercial sources. The FED and FEE
 
have obtained a small amount of funds from a local bank 
(basicilly,

through an overdraft facility). Also, the PRE Bureau and Acci6n
 
International/AITEC have created a guarantee mechanism to leverage

local bank lending to micro credit programs. Programs in Ecuador
 
should have access to this mechanism. Other options need to be
 
explored.
 

(e) Self-financing. A basic objective of the micro
 
credit programs is to achieve financial self-sufficiency, i.e., earn
 
enough income from their credit 
(and possibly training) operations

to cover operating expenses, including financial costs. All of the
 
other issues identified above imply some negative effect on the
 
balance sheets of the programs, through increased administrative
 
costs, 
increased costs of obtaining money, or reduced earnings from
 
a portfolio of more selective and longer 
term loans. In developing

the programs, attention must be paid to the trade-offs between
 
various objectives, and realistic time frames for attaining

self-sufficiency should be set. Some continued reliance on
 
concessional financing and operating subsidies, beyond that provided

under this Project, may be necessary.
 

(f) Graduation. The FED and FEE experiences to date
 
demonstrate the limited ability of micro credit programs alone 
to

"push" enterprises into the formal credit system. 
 For example, of
 
the FEE's 500 
client firms, only five had been referred to
 
commercial banks as 
of March 1986. The micro credit programs can
 



- 37 

take some 
steps which might improve their clients' opportunities,

such as lending for fixed assets 
to build up collateral and
assisting the clients to 
fill out bank loan applications. However,

knowlegeable financial sector 
representatives doubt 
that these
efforts would bring the desired results in the absence of a 
strong

motivation on 
the part of banks to "pull" growth oriented

microenterprises into the formal system. 
For that reason, the
Project includes technical support for two mechanisms which can
potentially provide the necessary incentives to 
induce private bank

lending at the microenterprise level. 
With its substantial
resources 
as leverage, FOPINAR may be able to encourage banks 
to try
innovativj approaches, such as accepting "packaged" loan
applications from groups of microenterprises, or group guarantees of
individual loans. The CGC addresses what is widely cited as a key

constraint - the lack of 
a formal guarantee system for small
enterprise lending. Conceptually, therefore, the design of the
component adequately addresses the graduation issue. 
 In practice,

however, there has been little documented success in promoting
graduation anywhere in the world. 
 Thus, the selected technical

approach to graduation remains open to testing.
 

3. Representational Organization Strengthening
 

The organizational strengthening activity has purposely been kept
a small scale and is intended 
to
 

to validate the pilot, A.I.D. financed

activity with FENAPI. 
That activity produced positive results in
terms of increasing FENAPI's participation in policy dialogue.

Under this Project, similar organizational strengthening efforts
will be undertaken in a cross-section of representational

organizations, both national and local, and from different

subseztors 
(small industry, artisans, commercial enterprises).
local implementinig institution, CIPTE, will follow the 

The
 
same basic


methodologies usea with FENAPI, including motivational training of
the organizations' leaders and members, needs identification, and
structuring of organization specific training programs 
to address

those needs and develop service capacities. CIPTE will also
incorporate into its methodology elements of successful programs in
other countries 
(e.g., Fundacion Carvajal in Colombia), via
observational visits, technical assistance, and purchase of training
materials from those programs. In order to assess the efficacy of
the technical approach to organizational strengthening, the Mission
will insisl 
that CIPTE establish clear, mepsurable objectives and

adequate systems to 
evaluate progress.
 

B. Summary Financial Analysis
 

The financial analysis, contained in Annex III.A., consists of a
spreadsheet analysis of a model micro credit program and assessments

of the finanical status and management systems of the two local
implementing agencies, INSOTEC and CIPTE. 
This section summarizes
 
the findings.
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1. Micro Credit Programs
 

The spreadsheet analysis was carried out to examine the finanical
 
feasibility of establishing micro credit programs in the secondary

cities. An income and expenditure model for a single program

covering five years was set up. The data on costs and loan size
 
were based on the FED and FEE programs, with adjustments for the
 
smaller scale of the secondary city programs. Thre basic cases
 
were defined by the one key variable that remains largely out of the
 
control of the programs: number of clients. The high case assumed
 
240 members in year one with increments of 240 in each of the next
 
two years, leveling off at 720 clients. The cumulative clientele
 
size assumed in this case is close to the average microenterprise

population in the selected cities, as estimated by consultants.
 
That is, for this case to hold a program would have to achieve near
 
market saturation. The middle 
case starts out with 100 clients,
 
rising to 300 in year two, and leveling off at 540 in year three.
 
The low case starts with 240 and remains at that level throughout.

Seventy percent of the clients were assumed to be solidarity groups,
 
with each group or client consisting of five individual fi'ms. In
 
line with the Project design, it was assumed in all cases that
 
operating costs were fully subsidized in the first two years (with
 
no subsidy thereafter) and that the seed capital necessary to
 
finance the full portfolio through year three was donated.
 

A series of sensitivity analyses was conducted on the three cases,
 
with the self-sufficiency rate (total inflows divided by outflows)
 
as the dependent variable. Three factors which are, to one degree
 
or another, within the control of the programs were found to have
 
the greatest impact on self-sufficiency: monthly loan charges
 
(interest and fees); bad debt rate; and average term of 
the loans.
 
The first two are particularly important. For example, in the best
 
case, with charges at four percent monthly and a 15 percent
 
unrecoverable rate, the self-sufficiency rate peaks at 138 percent
 
in year three, then declines to 90 percent by year five. Raising

the loan charges to 4.7 percent, which is less than that charged by
 
FED and FEE, results in 151 percent self-sufficiency in year five.
 
By also assuming a reduced bad debt rate of 10 percent, which is
 
reasonable, the self-sufficiency rate reaches 177 percent in year

five. It should be noted that, in each of the last two cases, the
 
self-sufficiency rate declines slightly frpm a peak in year 
three.
 
This reflects the assumption that the size of the program's
 
clientele stabilizes in year three, thus removing the positive
 
impact of portfolio growth. Evidently, further increases in the
 
loan charges and/or reductions in the bad debt rate would be
 
necessary to ensure long term viability under this assumption of
 
limited portfolio size.
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In the medium case, a four percent monthly charge is not enough to
 
achieve self-suffiency. However, raising the loan charge to 6.5
 
percernt produces a self-sufficiency rate of 173 percent in year

five, In the low case, which was the case chosen for estimating the
 
Project's employment and income impacts, operating costs were
 
reduced significantly to reflect the smaller portfolio size. Even
 
so, loan charges on the order of 5.5 percent monthly are needed to
 
get the program into the black.
 

In conclusion, potential market size is a critical factor for the
 
success of the micro credit programs in secondary cities. The
 
Cooperative Agreement recipient will have to conduct a careful
 
survey of the microenterprise population in each targeted city to
 
determine whether and under what conditions a credit program should
 
be administered there. Assuming that the populations are of the
 
size indicated in the preliminary surveys conducted earlier, or
 
larger, the programs should be financially feasible. If the
 
populacions are somewhat smaller 
(on the order of the medium case
 
tested), program variables could be adjusted within reasonable
 
bounds to make the program viable. Neither would the inability of
 
the program to make a significant market penetration (the low case)

be disastrous, if the program could keep its administrative costs
 
and bad debt rates low. As a final note, the importance of the
 
initial operating subsidy and capital donations should be
 
mentioned. Even in the best of cases, without this subsidy, the
 
program will never achieve 100 percent self-sufficiency. On the
 
basis of this analysis, a reasonable expectation is that, by the end
 
of the Project (approximately three years after start-up), the new
 
micro credit programs should have achieved, on average, 70 percent

of financial self-sufficiency.
 

2. INSOTEC
 

The financial analysis of INSOTEC is favorable. A review by both
 
the Mission financial analysts and an independent audit firm found
 
INSOTEC's accounting procedures to be consistent with generally

accepted accounting practices. INSOTEC's financial statements at
 
end-of-year 1984 showed a satisfactory debt-to-equity ratio
 
(0.79:1). 
 INSOTEC's liquidity situation weakened in 1984 due to the
 
purchase and financing of fixed asset acquisitions (office space

expansion and office equipment). However, the situation improved in
 
1985 and the fixed assets will strengthen ,INSOTEC's balance sheet in
 
the future, particularly if inflation runs high.
 

3. CIPTE
 

CIPTE's financial management system is rudimentary. It is in the
 
process of being computerized which should facilitate management of
 
the substnatial resources to be provided under the Project.
 
Internal controls, such as the separation of bookkeeping and cashier
 



- 40 

functions, voucher approval procedures, and certification of

financial statements, need to be tightened up before A.I.D. funds
 
are recieved. It is also recommended that an independent review of
 
CIPTE's systems and books be conducted. A preliminary reviev

indicated that CIPTE's financial situation is strong, due to sound,

conservative financial managment practices including good cost

containment, minimum debt financing, and investments in real estate.
 

CIPTE will be responsible for channeling the "mini" grant funds to

selected representational organizations. CIPTE will have 
to verify

the adequacy of those organizations' financial management systems

before disbursing the funds. It is expected that CIPTE will obtain
 
external professional assistance to make those verifications.
 

C. Economic Analysis
 

The economic analysis of the Project (see Annex III.B.) 
focuses on
the credit and 
technical assistance delivery components. These
 
components account for 
the bulk of the Project resources and can be

expected to produce direct, measurable, firm-specific economic
 
impacts. The thira component, representational services, should

also have economic impacts, but of a more general and diffuse nature

that is difficult to specify a priori. Therefore, that component is
 
excluded from the analysis.
 

With regard to the credit component, a formal cost-benefit analysis

of the new micro credit programs was possible on the basis of data
 
available on the economic impacts of three ongoing programs: FEE,

FED, and the microenterprise operations of FOPINAR. 
These data are
 
summarized in the table below.
 

SUMMARY OF ECONOMIC IMPACTS OF
 
THREE MICRO CREDIT PROGRAMS 

(1984-85)
 
Annual Average


Annual Real Annual Real 
 Change in Full-

Change in Change in Per 
 Time Employment


Program 
 Value Added* Capita Income** per Firm/Year
 

FEE-Microenterprises 
 + 94% + 88% + 0.90
 
FEE-Solidarity Groups 
 + 35% + 11% 
 + 0.16

FED-Microenterprises 
 + 46%*** + 9% 
 N/A

FED-Solidarity Groups 
 + 26%*** + 26% N/A

FOPINAR-Microenterprises 
 + 99% N/A 
 + 0.91
 

* Measured as value added (sales less cost of inputs plus net
 
change in assets) in last month of the 12-month period (Month 12)

divided by value added in the 
same month of the previous year
 
(Month 0).
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** Measured as annual per capita income during the 12-month period

divided by the estimated per capita income for the previous 12-month
 
period.
 

*** The calculation of value added for FED excludes net changes in
 
assets.
 

N/A - Not available. 

Two caveats should be mentioned with regard to these data. First,

there are no control group or "before intervention" data for
 
comparative purposes to isolate the effects of 
the three credit
 
programs. It can be noted, however, that during 1985 
(the year

which most closely coincides with the three separate data sets),

overall GDP in 
Ecuador grew by 3.75 percent and the services sector
 
by three percent, while the industrial sector declined by 1.84
 
percent. Thus, 
the growth rates observed in the three credit
 
programs 
are well above the general rate of economic growth.

Second, these observations may be influenced by complementary

technical assistance provided by the programs. 
The FEE provides
 
more intense technical assistance than the FED, which may account in
 
part for the higher FEE impacts, although it must also be recalled

that the FED data exclude net changes in assets. In conclusion,
 
although the data are 
less than perfect, they do indicate that the
 
micro credit programs do have a significant positive economic impact.
 

These results have several important implications. First, the
 
substantial, real increases in value added point to 
the high

marginal productivity of capital in these firms which have
 
historically faced 
a severe credit constraint. These high returns
 
to capital (including working capital) help explain why the FEE and
 
FED clients have, in general, been able to repay their loans at the
 
relatively high rates charged by those programs. 
 Thus, the new
 
micro credit programs shov'ld not be hesitant about charging

similarly high interest ra.tes and fees. Second, micro credit
 
programs do have a positive impact on beneficiary income, although

the impact varies widely among the programs. Finally, the programs

also have a significant employment generation impact at the
 
microenterprise level, while the emplcyment effects at 
the
 
solidarity group level appear to be margin4l. This is not
 
surprising. The microenterprises in these programs tend to 
be
 
involved in proauction activities and, in order to expand

production, more employees are 
required. Solidarity group members,
 
on the other hand, are largely engaged in commerce and can easily

increase their volumes of purchases and sales without significantly
 
increased labor inputs.
 



The cost-benefit analysis was conducted for a prototypical, new
 
micro credit program. Benefits were measured as the net increment
 
in value added resulting from the program. The annual increments in
 
value added were derivea from the FEE data which are the most
 
complete. Costs included estimated operating costs, fixed asset
 
investments, credit funds, and the costs of external technical
 
assistance to be provided under the Project. Two extreme cases,

which correspond to the high and low membership cases developed for
 
the financial analysis, were analyzed. The analyses were run for a
 
period of five years at a discount rate of 10 percent. The
 
following key assumptions were made:
 

(a) The real net growth in value added observed for the FEE
 
clients is assumed to be entirely attributable to the credit
 
programs. As noted above, the data do not permit isolation of the
 
credit impact. It is likely that the FEE clients would have
 
experienced some real growth even without the credit program, and
 
that the incremental value added figures used for this cost-benefit
 
analysis are therefore overstated. On the other hand, if it is
 
assumed that, in the absence of the credit program, the
 
microenterprises would have expanded at the same rate as the general
 
economy during that period, the overstatement of value added is not
 
great. The sensitivity analysis examines the impact of lower value
 
added increments.
 

(b) It is assumed that that firms which stay in the program

for more than one year achieve the same increments in value added in
 
subsequent years. In fact, if a firm does not increase its
 
productive capacity (fixed assets and employment) and if there is
 
limited space for market growth, that firm may not be able to
 
continue to expand at the same rate. On the other hand, if the
 
above conditions are reversed, the rate of expansion could be
 
maintained or increased. In the absence of more specific

information, the stated assumption appears reasonable, at least for
 
the two or three years maximum that a fizm would be expected to
 
remain in the program.
 

(c) It is assurled that there are no benefits in the first
 
year of the Project. This may be conservative. Some programs could
 
initiate operation within the first year.
 

The cost-benefit analysis yields a discounted benefit/cost ratio of
 
1.77 for the low case and 3.00 for the high case. The sensitivity

analysis shows that, in the low case, benefits would have to fall to
 
roughly 60 percent of the observed FEE levels before costs exceed
 
benefits. In the high case, benefits could fall as low as 33
 
percent and the program would still be economically justifiable.
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A quantitative analysis of the technical assistance component could
 
not 	be conducted for lack of data. 
Neither INSOTEC nor other
 
Ecuadorean organizations providing technical assistance to SSEs have

measured the economic impacts of that assistance. As an alternative
 
approach to the economic analysis, a literature review of technical
 
assistance interventions covering 23 studies and some 14 developing

countries was undertaken. 
 The 	results are mixed and sometimes not

definitive due, again, to the absence of adequate evaluation
 
systems. They do suggest, however, that well designed programs can

be justified on a cost-benefit basis. Critical design features
 
appear to include: specialized and properly targeted assistance;

trainers who are competent in the areas they teach; representation

by recipients in the management of the program; and charging of

market based fees for services as a test of their usefulness. The

proposed program through INSOTEC incorporates all of these features.
 

One 	technical assistance program, in Panama, for which good

evaluation data do exist shows highly positive results: 
a 17 percent

increase employment, a 30 percent increase in sales, and 26 percent

rise in total assets. Another indication of the possible benefits
 
of technical assistance is found by comparing the FEE and FED micro

credit programs. As noted above, one important difference in the
 
programs is the greater attention which the FEE has given to

collateral technical assistance for its credit clients. 
This may

help account for the larger increases in value added attained by the
 
FEE beneficiaries, as shown above.
 

In short, the INSOTEC program, as designed, should avoid many of the

problems which have hampered SSE technical assistance programs

elsewhere. With these features in place, there is good reason 
to
 
expect that, in addition to meeting felt needs in the SSE sector,

the INSOTEC program will produce positive economic benefits.
 

D. 	Summary Institutional Analysis
 

The Institutional Analysis (see Annex III.C.) examines the two
 
Ecuadorean implementing agencies identified at this time, INSOTEC

and CIPTE, and discusses various considerations in selecting local
 
organizations to administer the new micro credit programs. 
 This
 
section summarizes that anelysis.
 

1. 	Institute for Socioeconomic aqd Technological
 
Research(INSOTEC)
 

INSOTEC was selected to implement directly the Technical Assistance
 
Cervices component based 
on a survey of SEE technical assistance
 
providers in Ecuador conducted as part of the sector study for 
this
 
Project, followed by in-depth analyses of the principal institutions
 
identified. The selection of INSOTEC was justified in the PID for
 
the following reasons:
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o 	 INSOTEC is the principal private organization now providing

technical assistance to SSEs in Ecuador, as well as
 
performing related research and training. INSOTEC's
 
approach places strong emphasis on the development of
 
institutional and human resource capacities to deliver the
 
assistance, which closely coincides with the strategy of
 
this component.
 

o 	 INSOTEC has an established relationship with many small
 
industry and some artisan associations, which will
 
facilitate the technical assistance activities.
 

o 	 INSOTEC has demonstrated its capacity to mobilize financial
 
and human resource support from a variety of internal and
 
external sources, thus helping to ensure that the technical
 
assistance services developed under 
the Project can be
 
expanded and replicated.
 

o 	 INSOTEC has shown a 
strong interest in expanding its
 
technical assistance program.
 

INSOTEC was established in 1980 as a nonprofit organization, largely

at the initiative of a group of small industrialists and technicians
 
and researchers linked to the SSE sector. INSOTEC consists of 15
 
full time employees distributed among management and staff functions
 
and two program divisions: the Center for Small and Medium
 
Enterprise Development 
(CEDEPI) and the Center for Educational and
 
Behavioral Research (CIEDC). The two divisions work closely

together to implement a variety of activities in support of small
 
and medium enterprise, including: organizational development of
 
national and provincial small industry associations and artisan
 
groups; sectoral surveys and needs assessments; technical
 
assistance; and publication of technical manuals.
 

INSOTEC's approach 
to providing technical assistance is to work
 
through the national and provincial representational organizations,
 
and develop their capacities to mobilize financial resources and to
 
manage the technical assistance activities. In this way, INSOTEC
 
seeks to strengthen the organizational capacity of the 
sector to
 
broker services and participate in the policy process. For the
 
technical assistance activities, INSOTEC often operates 
on a
 
subcontracting basis, bringing in external resources 
to meet
 
specific needs rather than building up a ldrge, permanent, and
 
costly staffing structure. This coincides with the consultant
 
development strategy contemplated under the Project. INSOTEC also
 
maintains a policy of charging fees for 
technical assistance
 
services from the sponsoring organization and the individual
 
enterprises. These fees 
vary from a nominal amount to about two
 
thirds of actual costs. The remaining costs are covered by

donations obtained from various sources, principally the German
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Konrad Adenauer Foundation, as 
well as the Canadian Institute for
 
International Development and other GOE and foreign donors. 
INSOTEC
 
has developed a good reputation among beneficiaries and donors alike

which helps to 
ensure that it will continue to receive substantial
 
grant funding.
 

The technical assistance activities to be directly implemented by

INSOTEC under 
the Project entail on annual infusion of A.I.D.
 
resources equivalent to about twice the size of INSOTEC's current

budget. On the 
other hand, staff will be increased by less than 100
 
percent (seven professionals and up to 
eight support personnel some

of whom will be part time or temporary). This comparison clearly

indicates 
the need for INSOTEC to increase the efficiency of its

operations. 
 This will be accomplished through both organizational

and management changes.
 

Organizationally, INSOTEC has created a special project unit within
 
CEDEPI. 
 A director has been named from INSOTEC's existing staff to
 
act as 
a Quito based link between INSOTEC management and the
technical assistance activities in the field. Implementation will
 
be decentralized, with an Operating Unit based in Santo Domingo and
 
local technical consultants in the other secondary cities. This
 
structure, coupled with the delegations of management authority

discussed below, will help ensure that decisions are made and
 
resources delivered in 
a timely manner, while allowing close,

constant oversight of the 
use of those resources. To ensure
 
adequate accounting of the Project funds, INSOTEC has upgraded its

administrative and accounting office by contracting 
an accounting

firm to audit its systems and recommend improvements, and by

installing a personal computer to 
automate its accounts as well as
 
assist in tracking program activities. INSOTEC also plans add a
to

highly qualified Administrative/Financial Director who will be

personally responsible for the Project activities.
 

The INSOTEC Executive Director will delegate considerable authority

to facilitate implementation. The Operational Director based in

Santo Domingo will be responsible for preparing the semiannual work

plans and disbursement schedules. The Operational Director will

also have authority to 
identify and select potential subcontractors
 
to provide consultant and other services in the 
field and will issue

contracting orders to the Administrative/Financial Director who will

be authorized to 
execute the contracts. T1e Administrative/

Financial Director will also procure commodities based on requests

from the Operational Director, with the exception of petty cash

purchases for which the Operational Director will have authority.

This arrangement, although less descentralized than for contracting

services, is reasonable given the relatively small number 
of
 
commodity procurements contemplated and the availability of 
more
 
suppliers in Quito. 
 Finally, the Operational Director will have
 



authority to request disbursements of funds directly from the
 
Administrative/Financial Director in accordance with approved
 
disbursement plans.
 

2. 	Center for Educational Research, Planning, and
 
Technology (CIPTE)
 

As noted above, a central feature of INSOTEC's approach to assisting
 
the small and medium enterprise sectors is to work through and
 
strengthen representational organizations. In principle, therefore,
 
it would have made sense to assign INSOTEC direct responsibility for
 
implementing the Representational Services component, in addition to
 
the Technical Assistance Services component. However, the Mission
 
and INSOTEC agreed that the addition of the former component would
 
unduly tax INSOTEC's administrative capacities. Instead, it was
 
decided that INSOTEC would enter into a subgrant with another local
 
organization which would manage the representational organization
 
strengthening activities. The subgrant mechanism is appropriate,
 
rather than a subcontract or separate A.I.D. grant. A subcontract
 
would entail a significant degree bf INSOTEC involvement, which
 
would partially defeat the purpose of using a separate
 
organization. On the other hand, a separate A.I.D. grant would make
 
it difficult for INSOTEC to share with the implementing organization
 
its valuable experience and contacts with SSE representational
 
organization. The expected forms of INSOTEC collaboration through
 
the Lubgrant mechanism are discussed below.
 

Based on survey work done for the Projec b.seline studies and
 
further discussions with INSOTEC, two private, nonprofit
 
organizations (CIPTE and the Equatorial Technological University)
 
and one consulting firm were identified as being qualified. The
 
nonprofit organizations were preferred because of the greater
 
likelihood that they would institutionalize the experience of the
 
Project and continue to provide organizational strengthening
 
services as part of their regular programs. Of the two noinprofit
 
organizations, INSOTEC has proposed to execute the subgrant with
 
CIPTE, for the following reasons:
 

o 	 CIPTE's experience is more directly relevant to the
 
requirements of the Project. Its services are mainly in
 
the areas of organizational development, motivational and
 
leadership training, training of trainers, curriculum
 
development, and project design, administration, and
 
evaluation.
 

o 	 CIPTE has a closer working relationship with INSOTEC, thus
 
helping to ensure fluid coordination.
 

o 	 CIPTE, which was formed in 1980, has a far more established
 
track record than the alternative.
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It should be noted that neither of the nonprofit organizations

identified has much experience with the SSE sector. 
 For this
 
reason, the relationship with INSOTEC is considered all the more
 
important.
 

CIPTE is small but well respected institution. The permanent staff
 
numbers seven, including four professionals and three support

personnel, and the budget to support that staff 
runs on the order of
 
$75,000 to $100,000 per year. In addition, however, CIPTE has 
an

advisory council consisting of a dozen professionals in a variety of

fields who 
are brought into specific projects as needed and are
 
funded by the 
resources available for those projects. This "project

based" management structure allows CIPTE to maintain a larger
 
program than its permanent staff and budget would suggest. 
 It also
 
allows the institution considerable flexibility in adjusting its
 
program to new demands and opportunities, and, combined with CIPTE's
 
modest physical facilities, results in low overhead. That is, CIPTE
 
uses funds in a relatively efficient manner 
to produce its services.
 

The representational organization strengthening activities will be
 
incorporated into CIPTE's administrative structure as 
any other
 
project. The CIPTE executive director will provide general

supervision and quality control. 
 Given the magnitudG of the Project

activities relative to 
CIPTE's other programs, the eKecutive

director will spend one third of his time 
on the former alone.
 
Supervisory responsibilities 
for day-to-day implementation will be

delegated to a project coordinator. The coordinator will supervise

the development of the organizational workplans, plan the training

activities, develop and adapt training materials, 
train the field

personnel, monitor implementation, and design and implement an

evaluation system. The coordinator will supervise a team of
 
approximately four promoters, based 
in the secondary cities. The
 
promoters will have direct, continuing contact with the beneficiary

organizations to identify training needs and organize training

events, as well as 
provide direct technical assistance. CIPTE will

also contract and train trainers 
to give specific courses to the
 
organizations in such areas as organizational development, policy

promotion techniques, methodology of adult education, and business
 
administration. 
 CIPTE may also contract consultants to provide

specific expertise on organizational strengthening activities for
 
the SSE 
sector. One possible source would,be Fundaci6n Carvaial.
 
The project coordinator will be assisted by a financial/

administrative director who will manage the Project funds 
(including

the "mini-grants" to organizations', prepare contracts, procure

commodities, and prepare financial reports. 
 This director will
 
probably be assigned full time at the outset but move to part time
 
as systems are refined.
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The Mission has identified three issues related to CIPTE's proposed

staffing and management structure. First, although the degree of
 
redelegation of authority appears adequate, there is 
some question

regarding the appropriate degree of geographical decentralization.
 
CIPTE proposes to station the project coordinator in Quito, rather
 
than in one of the secondary cities, as in the case of INSOTEC.
 
There is a stronger argument for CIPTE'S project unit 
to maintain a
 
Quito presence, including the 
fact that the national federations to
 
be assisted have their headquarters there and the need to use
 
CIPTE's central facilities to develop and adapt training material.
 
This issue will be further analyzed in the context of CIPTE's
 
subgrant proposal preparation. Two options would be for thr
 
coordinator to 
move to the field after the initial materials
 
development phase is completed, or 
for the coordinator to divide his
 
or her time between Quito and the field.
 

Second, close attention must be 
paid to CIPTE's administrative
 
capacity. In relative terms, the Project implies a larger growth in
 
the level of activity for CIPTE than for INSOTEC, and CIPTE's
 
administrative systems are clearly less developed. 
 INSOTEC has
 
offered to assist CIPTE in 
the design of improved administrative
 
systems and procedures, and in other administrative matters. CIPTE
 
will also acquire a microcomputer with Project funds to automate its
 
financial accounts. CIPTE's capacity to absorb the growth in its
 
program will be aided by the gradual start-up plan which includes an
 
initial 6-12 month period of preparatory work (materials

development, selection and training of field staff, etc.). 
 A.I.D.
 
will analyze this situation further and, if deemed necessary, will
 
finance technical assistance during this start-up phase 
to
 
strengthen CIPTE'S administrative capacity.
 

The third issue concerns the academic orientation of CIPTE's staff,
 
a reflection of CIPTE's substantial involvement in education
 
projects. To enable CIPTE to 
interact more effectively with the SSE
 
organizations, the project coordinator and promoters should have
 
extensive experience with the private productive sectors, preferably
 
including small and medium enterprises.
 

Consistent with the concept of a 
subgrant relationship, INSOTEC's
 
involvement in CIPTE's activities will be minimal, but designed to
 
take advantage of the special expertise INSOTEC has to offer. At an
 
administrative level, 
INSOTEC will review And have the opportunity
 
to commenL on CIPTE's operating plans, budgets, and reports, and
 
will certify CIPTE's payments requests. However, to minimize
 
complexity and delays, it is expected that A.I.D. will disburse
 
funds directly to CIPTE. At a programmatic level, INSOTEC will
 
assist CIPTE in selecting and developing contacts with
 
representational organizations and has offered 
to share field
 
facilities with CIPTE staff. In the area of technical assistance to
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SSEs, INSOTEC could "upgrade" CIPTE's basic business administration

training package to apply to 
its target firms. And, to the extent
that the representational organizations seek 
to develop technical

assistance service functions for 
their members, CIPTE could
facilitate linkages to the 
INSOTEC resources. CIPTE can also assist

INSOTEC's consultant development efforts by offering training
communications and nonformal education techniques, 

in
 
to complement


INSOTEC's more 
technical training of the consultants.
 

3. New Micro Credit Programs
 

A survey was conducted of 17 organizations in four of the six cities
targeted for the 
new micro credit programs. These organizations can

be grouped into five categories: civic; gremial; training;
religious; and savings and loan coops. 
 The conclusion of the survey
is that there exists sufficient institutional capacity to serve as a
base for effective programs. However, no single organization

appears to possess at 
this time the full range of characteristics
 
which are 
the hallmarks of successful program administration.
 

Micro credit institutions by their 
nature require an unusual mix of
social and financial objectives. The majority of micro credit
 
programs in the world, including the FED and FEE programs in
Ecuador, have begun with socially oriented institutions seeking to
alleviate poverty. 
The main advantage these institutions offer is
familiarity and good working relations with the client population.

There are few examples of financial institutions initiating micro
credit programs. Those which have have done 
so because of strong
leadership or a perception that micro enterprise lending is in 
their
self-interest, generating potential markets for regular lending.
mixed institutional strategy has proven successful in 

A
 
several


countries 
(e.g., Malawi, Botswana, Thailand). This strategy assigns
promotion and outreach roles 
to a socially oriented institution
which collaborates with an 
established financial institution. Its
 success depends on strong leadership, clearly defined roles, and
 
mutual institutional respect.
 

The U.S. Cooperative Agreement recipient will perform a more
in-depth assessment of the existing institutions and make 
a

recommendation to A.I.D. regarding selection. 
Criteria which should
 
be included in this decision include:
 

-
o A close fi' between the established goals of the

instituti-
 and those of the micro credit program.
 

o Institutional stability, including leadership stability,

clarity of goals, and insulation from political.
 
interference.
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o 	 Strong, unified leadership.
 

o 	 Financial management capacity.
 

o 	 Familiarity with the 
target population and a relationship

of mutual 
trust and respect with that population.
 

o 	 Internal discipline, that is, the capacity to adopt

unpopular measures 
(e.g., bad debt collections) and
 
maintain the loyalty of staff and clientele.
 

o 	 Ability and willingness to provide financial or in-kind
 
support from non-A.I.D. sources.
 

In the absence of organizations which fully meet all of these
 
criteria, the Cooperative Agreement recipient will have 
to decide on

the 	proper approach to take in 
a given city and then tailor programs

of assistance that focus 
on the weaknesses of each individual
 
organization (or mix of organizations).
 

E. 	 Summary Social Analysis
 

The 	primary beneficiaries of the Project consist of: 
the

owners/operators and employees of 
an estimated 11,000

microenterprises in 
se-ondary cities who obtain increased access 
to
 
credit; 500 small enterprises (primarily levels 2 and 3) in
 
secondary cities who receive technical assistance services; 200
 
individual consultants who improve their ability to deliver
 
technical assistance services to 
SSEs; and 10 national and local
 
representational organizations which 
are strengthened in their
 
capacities to deliver services 
to members and to participate

effectively in policy dialogue. 
 The 	growth and increased
 
productivity of the target group enterprises will indirectly benefit
 
farmers and local firms which supply inputs and services to those
 
enterprises, medium and large scale firms which 
in turn obtain
 
inputs from those enterprises; and consumers the target areas
in who
 
will have access to increased quantities and quality of goods and
 
services produced by SSEs.
 

The 	social analysis (see Annex III.D.) focuses 
on the technical
 
assistance and credit components which have the most direct impact
 
on individual SSEs, as well as 
certain cross-cutting issues.
 

1. 	 Technical Assistance Issues
 

o 	 Capitai/labor bias of technologies. Due to the
 
common perception of entrepreneurs 
that labor costs in Ecuador are

high, the 2 may be a tendency to 
demand technical assistance that
 
helps the irm to increase productivity but which has negligible (or

even 
negative) employment generation effects. As discussed in the
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social analysis, INSOTEC has a strong social orientation and has
 
focused its research and technical assistance activities on
 
capital-saving technologies. Therefore, INSOTEC can be depended on
 
to 
strongly promote appropriate forms of technological change.

Also, the evaluation systems established by INSOTEC and for the
 
overall Project will closely track the employment impact of the

technical assistance interventions and indicate whether adjustments

by INSOTEC are needed to improve the impact.
 

o Absorptive capacity. 
 INSOTEC has traditionally

directed its technical assistance activities to small industry at
 
the upper end of the sector (level 3 and to some extent level 2).

The type of technical assistance offered by INSOTEC has tended 
to be

oriented to production technologies and requires a certain minimum
 
level of sophistication, both in the firm 
(size, level of existing

technology) and in the entrepreneur (education, technical skills)

However, in the secondary cities targeted by INSOTEC, the SSE sectoL
 
is characterized by a small proportion of firms at these 
levels,

relative to INSOTEC's traditional markets (Quito, Guayaquil,

Cuenca). Therefore, there is issue as the ability of
an to the
 
predominantly upper 
level 1 and level 2 firms in the target cities
 
to absorb and make effective use of 
the iechnical assistance offered

through INSOTEC. INSOTEC is 
aware of this potential difficulty and
 
has adjusted its methodology to include a more intensive needs
 
assessment process and more group activities which address general

subjects of greater relevance to the smaller firms 
(e.g., cost
 
accounting, basic concepts of administration and marketing, simple

product designs). Also, through INSOTEC's subgrant with CIPTE, the
 
latter will be available to 
assist INSOTEC to develop technical
 
assistance delivery methodologies which are more effective with the
 
smaller firms.
 

o Effective demand. 
 The other side of the issue of

absorptive capacity (i.e., 
can the enterprises technically utilize
 
the technical assistance?) 
is the question of effective demand
 
(i.e., do they want it and can they afford it?). 
 At one level, the
 
effective demand 
issue is one of attitudes. Small entrepreneurs in
Ecuador, especially at 
the lower end of the spectrum, often lack
 
confidence in the utility of 
technical assistance, whose investment
 
value may not be as immediately perceived as that of credit. There
 
is also a traditional resistance to 
change and perceived risk; small
 
entrepreneurs in Ecuador tend to 
imitate, ather than innovate. To
 
help overcome these attitudes, INSOTEC, in cooperation with local

representational organizations, will have 
to undertake strong

promotional efforts. The recent experience of FOPINAR in sponsoring

technical assistance for SSEs has demonstrated that strong promotion
 
can get owners/operators into the and that,
courses 
 once exposed to
 
new ideas, they often want further assistance. INSOTEC's phased

methodology, evolving 
from general, group training to tuore specific,

individual assistance, should similarly facilitate gradual
 
acceptance and increased demand for 
these services.
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At another level, effective demand is 
simply a matter of capacity to
 
pay. Years of heavily subsidized technical assistance from
 
government agencies have nurtured an expectation that little, if
 
any, fee will be charged. One objective of INSOTEC's program is 
to
 
strengthen the concept of users 
fees and thus encourage

entrepreneurs to analyze their 
technical assistance needs more
 
carefully. Thus, INSOTEC will charge for 
its services although the
fees will be geared to capacity to pay. This means that the fees
 
will not always fully cover the costs of the technical assistance,

especially for the smaller firms. Calculations included in the
 
social analysis indicate that the latter firms could afford a large

share of 
the financial costs of group level assistance but not the
 
more specific, individual assistance. Consideration must also be

given to the opportunity costs of taking 
time off from work for
 
training. These costs will be higher for 
the entrepreneur from a

level 1 or 
2 firm who plays many roles in the firm (manager,

accountant, laborer, buyer, seller) than for 
the owner of a larger

enterprise.
 

In the event that, despite INSOTEC's best efforts, the absorptive

capacity and effective demand conditions in the target cities are

found to be resulting in less than desirable diffusion of the

technical assistance services, consideration will be given to
 
switching INSOTEC's activities to other locations.
 

2. Credit Issues
 

The main social issues identified in the credit component involve
 
the feasibility of graduation of microenterprises to the formal
 
credit system. The analysis recognizes that banks' acceptance of

graduating firms is a critical element for 
success and that loan
 
guarantee mechanisms have a potentially useful role to play in
 
providing banks with incentives. However, there is a question of

whether the CGC guarantee mechanism supported under the Project

would reach the 
intended target group. Since the provincial CGCs
 
will be sponsored and partly financed by the 
small industry

chambers, access to the guarantees could, explicitly 
or implicitly,

be restricted to chamber members. Most of the chambers are
 
comprised by firms at 
the upper end of the SSE scale. Smaller,

graduating firms may encounter barriers 
to membership (dues, high

opportunity costs, bureaucratic oppositionj 
or may simply perceive

the chambers as not representing their interests. 
A second question

is whether 
the CGC model, even if it proved successful in Quito and
 
Cuenca, could be replicated in the secondary cities where the
 
Project suppor.ted micro credit programs operate and where there will

be a need fcr financial bridge mechanisms. The chambers in the
 
secondary cities tend to be small and administratively weak, and may

be unable to assume the responsibilities of a CGC. The Mission
 
recognizes these potential weaknesses in 
the CGC model and, partly
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for this reason, has decided not 
to finance a major intervention at
this time. 
 The limited A.I.D. financed technical assistance to the

CGC technical team will, however, help ensure 
that these issues are

closely examined during the formative period, when adjustments in
 
the model can still be made.
 

From another angle, graduation can 
be impeded if microenterprises

develop an overdependance on 
the micro credit institution. This can
 
occur if, as is the case with the FEE to 
some degree, the
 
institution grows to 
provide services other than credit (e.g.,
social organization; marketing assistance). 
 While these additional

services may be useful, they could foster a psychological dependence

as 
well as detract from the institution's efficiency and integrity
as a credit facility. 
To deal with this issue, the Mission will
 
carefully assess the methodologies for selecting the micro credit

institutions and for developing the programs, as 
proposed by the
U.S. PVOs, 
to ensure that the institutions maintain their 
focus on

credit and provide adequate incentives and preparation for clients
 
to graduate.
 

3. Cross-cutting Issues
 

Two cross-cutting issues involve the impact of the Project on women

and migration. 
 Women have high particination rates in the SSE
sector, especially in microenterprises. 
There are several concerns

which must be satisfactorily addressed to 
ensure that firms
 
owned/operated by women benefit to 
the same degree as those of men.

First, both the technical assistance and credit components should
 
encoura% women's involvement in businesses other than those which
 
are traditionally female dominated 
(e.g., clothing, food processing)

and which generally have lower earnings. Second, efforts 
to promote
the participation of women 
in the technical assistance and-credit
 
activities should take 
into account the fact that 
women often have

less access to public information than 
men and may be discouraged by

male members of their households from developing 
their own

businesses. In addition, the multiple roles of the women 
in the
household (housekeeper, mother, economic supporter) may restrict the
 amount of time or distance that she 
can be away from the home for
technical assistance 
(and possibly credit) a,.tivities. Third, the

educational levels of women 
tend to be lower than men. Therefore,
technical assistance methodologies and manuals and credit
 
application procedures should be adjusted 4ccordingly. Finally,

women owned/operated enterprises, 
on average, have fewer assets 
than
those of men, which argues for continuation of the solidarity group

or 
similar mechanism for providing loan guarantees. The Request for

Applications for 
the U.S. Cooperative Agreement specifically

requires that methods and 
resources for dealing with these 
issues in

the credit component be included in the applications. Also, 
as
noted previously, INSOTEC plans to 
contract an advisor to work
 
exclusively on 
increasing women's participation in the technical
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assistance activities. The monitoring and evaluation systems set up

under the Project will incorporate appropriate indicators and
 
collect sex-disaggregated data which will allow measurement of
 
female participation and benefits. The Mission intends to obtain
 
specialized evaluation assistance from the International Council for
 
Research on Women (ICRW) to ensure the adequacy of these systems.
 

Typical of many developing countires, Ecuador has experienced during

the past decade or longer a high degree of step-wise migration, with
 
people moving from rural areas to secondary cities and from the
 
latter to the major urban areas of the country. By targeting

activities in secondary cities with high population (including

in-migration) rates and providing more jobs and better incomes
 
there, the Project should help stem the flow of people toward
 
Guayaquil and Quito. On the other hand, an unintended effect of the
 
Project could be to attract increasing numbers of migrants from the
 
rural areas to the secondary cities, thus aggravating the already

sharp rural-urban iniquities in Ecuador. The possibility of this
 
phenomenon should be closely monitored and, 
if it appears that the
 
Project activities are drawing people from the rural areas,
 
consideration should be given to extending the activities,

especially the credit programs, to rural enterprises in the regions

surrounding the secondary cities.
 

F. Environmental Considerations
 

The PID recommended a categorical exclusion for the Project from
 
A.I.D.'s environmental impact analysis procedures. 
 The LAC Chief
 
Environmental Officer concurred in this recommendation on April 11,
 
1986. Annex III.E. contains the environmental decision
 
documentation.
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V. IMPLEMENTATION ARRANGEMENTS
 

A. Pre-implementation Activities
 

In order to speed up Project implementation, the Mission has taken
 
several pre-implementation actions during the intensive review
 
period. First, shortly after PID approval, the Mission requested

that INSOTEC begin drafting its application. The Mission, with
 
assistance from technical advisors, has reviewed and provided

detailed, critical commentary on a series of drafts. As a result,

the application has evolved to 
a stage which the Mission considers
 
adequate for negotiating and awarding the Cooperative Agreement

immediately following Prcject authorization. This process has
 
included the participation of CIPTE for the representational

organization strengthening activities which it will implement

through a subgrant relationship with INSOTEC.
 

Second, the Mission, with assistance from the Regional Contracting

Officer, developed the Request for Applications for the Cooperative

Agreement for the credit component. The RFA was sent to 15 U.S.
 
nonprofit organizations with experience in small enterprise

development identified by S&T/RD/ESE. A conference of prospective

applicants was held in Washington in June. 
The closing date for
 
receipt of applications is August 31, 1986.
 

Third, the Mission advertised locally for the Project Coordinator
 
position. Some 20 expressions of interest were received and
 
evaluated. Negotiations will proceed after the Project is
 
authorized and funds become available.
 

Finally, the Mission has discussed the evaluation component with the
 
AID/W project offices for the ARIES Project and the PPC/WID-ICRW

contract, and has received a preliminary joint proposal as well as
 
indications from PPC/WID of its willingness to 
jointly fund the ICRW
 
activities. The details of the evaluation services will be firmed
 
up after an initial reconnaissance visit by ARIES and ICRW
 
representative early in the Project.
 

B. Project Schedule
 

The target dates for key Project implementation actions are as
 
follows:
 

Start-up actions
 

Project Paper approved and
 
Project authorized July 30, 1986
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INSOTEC Cooperative
 
Agreement signed
 
(initial obligation) July 31, 1986
 

Project Coordinator
 
contracted September 1986
 

Cooperative Agreement with
 

U.S. PVO signed October 1986
 

Credit Component
 

Cooperative Agreement
 
recipient sets up in
country operations,
 
assesses ongoing micro
 
credit programs, selects local
 
implementing institutions,
 
conducts surveys of SSEs in 
secondary cities, and assists 
in development of work plans 
for each local institution November 1986 - July 1987 

Cooperative Agreement recipient 
signs subagreements with local 
micro credit institutions and 
begins assistance to individual 
micro credit programs June 1987 - January 1988 

Technical Assistance Component
 

INSOTEC contracts project 
personnel, establishes 
field operations, and 
initiates search for technical 
assistance providers September - December 1986 

Organization of SSEs in
 
secondary cities initiated January 1987
 

Technical assistance to SSEs
 
initiated April 1987
 

Representational Services
 
Component
 

INSOTEC executes subgrant
 
with CIPTE September 1986
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Evaluation
 

Process August 1988 

Final November 1989 

PACD December 31, 1989 

C. Administrative and Procurement Responsibilities
 

The Project will be implemented by a number of private entities.
 
This is in keeping with Agency policy that, 
to the extent practical,

assistance to 
the private sector should be provided through private

sector channels. Thus, 
the Mission does not consider it appropriate

to attempt to obligate Project funds through an agreement with the
GOE. Nor does the Mission believe that all of the funds should be
 
obligated to one of the private implementing agencies since the
 
scopes of 
their respective activities are limited and largely

exclusive of one another. 
 On the other hand, the Mission recognizes

the need to reduce administrative complexity and increase
 
flexibility in the management of A.I.D. funds, and therefore has
 
sought to keep the number of obligating documents to the minimum
 
necessary. Three obligating documents are proposed: 
the INSOTEC
 
Cooperative Agreement) the Cooperative Agreement to U.S. PVO or
a 

consortium; and the contract for the Project Coordinator.
 

The Mission will request an ad hoc redelegation of authority to sign

the INSOTEC Cooperative Agreement. 
 In addition to the activities
 
contemplated under the Technical Assistance Services component to be
 
implemented directly by INSOTEC, the Cooperative Agreement will

include the A.I.D. funding for the Representational Services
 
component, the Small Enterprise Advisory Board, and the overall
 
Project evaluation. Inclusion of each of these elements in the

Grant is deemed appropriate from the standpoint of INSOTEC's
 
institutional structure and program. 
INSOTEC's methodology for

providing technical assistance to SSEs is based on first developing

the capacity of provincial and local representational organizations

to provide services to their members. 
Thus, INSOTEC has
 
considerable experience, contacts, and expertise in the area of

strengthening SSE representational organizations. However, the
 
Mission and INSOTEC agreed that it would bq counterproductive to

assign INSOTEC the responsibility of directly implementing the

representational strengthening of the Project. 
Rather, INSOTEC will
 
execute a subgrant with CIPTE and will provide general guidance

during implementation. Similarly, INSOTEC has conducted extensive
 
research on policy and other 
issues affecting SSEs and has
 
considerable experience in developing and applying evaluation
 
methodologies in the sector. 
 These were major factors in the

decision to subcontract INSOTEC for 
the local applied research phase
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of the A.I.D. centrally funded Entrepreneur and Small Enterprise

Development Project. INSOTEC will use 
funds from the Cooperative

Agreement to subcontract local consultants for the policy studies.
 
Given the fact that the Project evaluation services are to be
 
obtained through AID/W central contracts, the Mission intends to
 
procure these services directly with the funds provided under the
 
INSOTEC Cooperative Agreement. Finally, the Mission has proposed

that INSOTEC serve as secretariat to the Small Enterprise Advisory

Board in view of INSOTEC's broad knowledge of the SSE sector and
 
strong links to both private and public institutions involved in the
 
sector. Therefore, INSOTEC will administer the A.I.D. funds for
 
Advisory Board expenses, including procurement actions and direct
 
disbursement of funds. 
 The Mission has consulted with the RCO
 
regarding these proposed Cooperative Agreement administration
 
procedures.
 

Under the INSOTEC Cooperative Agreement, the Mission will reserve
 
the right to prior approva of key personnel and their deployment in
 
the field, semiannual work plans, changes in the secondary cities
 
where the activities are implemented, the CIPTE subgrant, and the
 
selection of representational organizations.
 

The U.S. Cooperative Agreement will be negotiated and executed by

the RCO. A.I.D. will retain the right of prior approval of key

actions under the Cooperative Agreement, including the selection of
 
long term, in-country personnel, selection r)f local implementing

institutions for the 
new micro credit programs, and workplans. In
 
addition to providing technical support services, the Cooperative

Agreement recipient-will administer A.I.D. funds for 
initial
 
operating expenses of the new micro credit programs and for the CGC
 
technical team. It is expected that the recipient will enter 
into
 
subagreements with the micro credit institutions and the CGC
 
technical team which will establish budgets, terms, and conditions
 
for use of the A.I.D. funds, and procurement and disbursement
 
procedures. A.I.D. will also give prior approval to 
these
 
subagreements.
 

The amount of the long term personal services contract for the
 
Project Coordinator is expected to be within the $250,000 approval

authority of the Mission Director. Otherwise, the contract will be
 
executed by the RCO.
 

Annex V contains the Methods of ImplementaLion and Financing

analysis required by A.I.D. Payments Verification Policy.
 

At this time, the Mission foresees one contract with an 8(a) firm,
 
ICRW, for an estimated amount of $100,000.
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D. Monitoring and Audit
 

The Mission's Private Sector Development Office (PSD) will manage

the Project. The office currently consists of the chief, an

assistant project officer, a part time agribusiness advisor, and a
 
secretary. 
The PSD portfolio include the Nontraditional
 
Agricultural Exports Project ($6.4 million) and several OPGs. 
 In

addition, the Office is actively developing an investment promotion

add-on to 
the exports project scheduled for authorization in the
 
first quarter of FY-87 and 
a major Capital MarkeLs Project scheduled
 
for obligation in the third quarter of FY-87.
 

These circumstances limit the extent to which PSD staff will be able
 
to manage the Project directly. The contracting of a Project

Coordinator under the Project is intended, in part, 
to provide the
 
needed monitoring. The Coordinator will be 
responsible fcr keeping

in close touch with all Project activities at the field level and
 
bringing to the attention of 
the PSD chief any major implementation

problems which require the latter's attention. PSD will also
 
receive quarterly progress reports from the various 
implementing

agencies. These reports will include data on key output and purpose

level indicators which are tracked under 
the evaluation system, thus

facilitating Project management. 
Finally, ti.i meetings of the
 
Advisory Board will provide the PSD staff with the opportunity to
 
review progress and discuss problems directly with the main
 
participants. The Mission believes 
that these arrangements will
 
allow the PSD to monitor the Project effectively.
 

A overall end-use audit of the Project will take place at 
the end of
 
Project implementation. It will be conducted by a local firm using

Project funds (from the contingencies line item). In addition, :he

U.S. Cooperative Agreement will include funds for 
audits of the new
 
micro credit programs. These audits will be scheduled by the
 
Cooperative Agreement recipient, in consultation with A.I.D., 
on an
 
as-needed basis.
 

E. Proposed Waiver
 

Under the INSOTEC Cooperative Agreement, both INSOTEC and CIPTE will

require access to 
advisors and training materials of successful SSE
 
technical assistance and organizational strengthening programs

elsewhere in Latin America and the developing world. In addition,

there is a possibility that the U.S. Cooperative Agreement recipient
 
may wish to subcontract an organization from a Latin American
 
country other than Ecuador which has experience in implementing
 
micro credit programs.
 

Both Cooperative Agreements are 
covered by Handbook 13. Pursuant to
 
Handbook 1B, Section 5Ald(1) (d), Handbook 13 
type agreements with a
 
total procurement element in 
excess of $250,000 have as their
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authorized source, origin, and nationality Geographic Code 000

(U.S.). Therefore, waiver to Geographic Code 941 
(Selected Free
 
World) would be needed.
 

However, at this time, it is not possible to specify the nature,

suppliers, or costs of the goods and services to be procured from
 
Code 941 countries. Therefore, individual waivers, with full
 
justifications, will be executed on a case-by-case basis.
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-' La Agencia,- Iternacionr de Dsarr512 _C 
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pesos e trar 3 
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es a car_a 
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de lss~guie esCanaes 

I vstdgacLi:pr to deis rdctos 
La4 n8rcaadIorf ~c-.nyDcunac.ie 

cle,: a cual es, el ,cen tro: ecua toriyan 

de la 
c 
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CENTRO DE INVESTIGACION 
I~iamPL ANIFICACTON 
'U- YTECNOLOCIA EDUCATIVAS 

CARTA ./.-4

3. OMPONEFNTES DEL PROYECTO. 

Tres 	 componentes conforman el Proyecto en rrancion: 

.1 Asistencia tg-cnica dirigida princioPalmonten al r:e-que?.o ind-us
trial y a los artesanos con estilos 

y l-rneas de prcoducci6n. de ti;D :,(--ueno industr-ial. 2e aste 
componen te, *que se relaciona con el tercero, se na crar 
I . S3.0.-T. E . C.NL. 


.2 	 Promrcci6n de rnecanisri-cs e ins tituciones de t or-antados 
a las empx-esas mds pequeflas del proyecto. 

.3 'Fortalecimiento Institucional orientado a desarrollar y consoli
dar istcin rsnc.a los e.s 

Canrzv Ncleos de- ?e-quefos Industria.es, Fi7,-Iera:7c:,.es 
y Asociaci-Lones de Artesanos, Organizaciones dc ecefo or
ciantes generalmente afiliados F.E.N.A.C.0.... 

Este tercer compo-nente tiene, a su vez, tres can-tos 0 ra 
de accidn:
 

a. LFortalecimiento organizativo, dirigido a !as organizacic:r.,s 
de las ciuda'des secundarias pre

seleccionadas. y a las Fed raciones Nac'conales; busca 
Eortalecerlas crganizacionaih-oente por dex.ocsern-nar:c
de mtvacin y de organizaci -n, ofrecLdos a iLnc 
'y miembrcs activos de los organisrros 1c.2ales y nacLcnal. 

~or~lecm~it delosservic- r-ta
-.	 -sciu, 

zac.iones gre-rials a sus r~errs 

en- lD repr-eseF-tat.4vo-- y en ID cc-cr-aciornal. Est,:im 
organizar los servicics v. cap,3citar al personal 
los prestara. 

C. Fortalecimiento ger-encial y adrrinistrativo, ~cr -IL-3 
de c-urs~s offrec-idojs a! ersor iI 

directivo y administrativo de !as organ izactos~~e 
y naciornales, empresarioLSv TK$ 

4. PLANTEAM~IENTO DE C.L..Tr . 

.0 	 El Cenitro de Investigaci6L, Planificaci6n y Tccnr-lcq~a Educati';as 
C-I.P.T.E. est-6 tntercsado y en caacidad de encarcjarse (lei
're-rcer Comrnea v c sois tres a:reas de acciL6n .212 2 . 
puede, pues, responsabili:~iarse de la c-labonraciton ~iprvc,
de su cjecucl-6n v -41- so evpalo-act(,n interF:C. I Ii P.T.E. 

http:a:7c:,.es
http:Industria.es
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CENTRO OE INVESTIGACION 
Y TECNOLOGIA EDUCATIVAS 

CARTA: ... 

estS interesado, adefimgs, en formalizar la eve~nca 
en estudiar !as condiciones de su transferencia a z~tras situ-aci.I. 
nes socio-econ6micas similares.
 

41 Lineamrientos Generales de acciones: 

.11 S'elecci--n de beneficiaricos del programa, secuOn r:ro 

!b)les .?ntre ot--as: 

a. Ubicaci6n gecogr~.fica pernmanente.
 

b. Cunstituci6n lecjaiL 

C. Dirigerncia lecjai-iiente nonraay en activi~dad 
'I-'d. ' miemzros -	 el seriue' 

,,el proyecto. Se considlerara: 

-Nilrero total de miembros 

- >iirrro total de rniernbros activcs 
-Potencialidad de crecirniento de sus miembrcos. 

.12 Cesarrol lo de Semrinarios; de mot4 vaci6n -con..di.rige-cia v, .rnamrtre
c, a 	 de ranzco-szara diaizar a las ora~i ~ns7para

oe'cctr r'ee~ae aepriorizar c,-,rk 'a can-aoiaoC 
yde ser,;Icios. 

los qrmtrzue desarrol lardn :3. accion:: en las :d.z 
secuntdarias prt-seicciofladas. 

.14 	 Estudio de los di se, cs instruccionales de 1l7a m,ndaci.6r "Carvaja'"
achaptaci6n yl,o formulaci6n de lo risrros, v de.~aoonc
otros disei.os instruccicriales exigidos por la 3tcihecuazto
rana. 

. usC cs -e3.11a;--3.c -1*t en a es t ir ad m-.n s trai oecio 

ouirsos se csarrollar., n b-aio 2ac~:n ao %als:wc:ci 

zsos2rssutlL :.a exp~eriec.
13shi~ .:~~~s~mact~.:rx; 

" 

~: 
a' 
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tin.. 
U.U 

CENTRO OE INVESTIGACION 
PLANIFICACbON 
Y T ECNOLOG'A EDUCATIVAS 

CA-'RTA.. -7

ci6n de las acciones respectivas que se desarrollardn con 
la Pecquefia .,dustria. 

Esto quiere decir que: 

a. 	 C.I.P.T.E. informard. a I.N.S.O.T.LE.C. sobr-e l.as nzocesic-la
des dle aiistencia t~cnica directa, dcectadas en- los 
seminaios-tal ler de capacitacl',ri. 

b. 	 I..2..X. inform.ra a r.I.T.. 3cr 
des de zaaiac 2et:ectadas en la asi.-tncia rwo 
di.recta. 

C.I.P.T.E. e I.M.S.O.T.E.C. se informiarn rra~n~~c 
de los avances logrados en. sus respectivo'Cs cornornentes, 
con el Zjropslto de es jrdar reajule Pcc:o.Ira 

rQuito, junia 25 de 19256 

Dr. Leonardo lzurief-a Ch. 
DIRECTOR GENERA.l C.T. P.T.~ 

http:inform.ra
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I0I0i' ,11-UiXoi;1.A31DU FOR '11E MISSION DIFIEtR 

FTK1: Carl uisberg, 0/bR 

UL ': wvemner 12, 1985 

SU2£J~Z: Issues Paper for the nall Enterprise D'velopment Project
Identitication Docnnt (PIm), Project Nx). 518-0056 

A Mission review ot the subject PID has been schcuul for Noveu1ier 14,
i W85, at ±0:00 a.m. in the Fifth Floor Conference Roan. 

,The pjr.ose of the proposed- five year Project is to expand aryl inproverepresentaional services, technical assistac e, art-i credit to the :-ai 
enterpr i~isector; and to improve the flow of infor.'ation on the sectorto o.licy e Tue Project will contribute to a sctora! go,ai ofi '-'-i'.. , i. e and employzent in the small enterp.Z - SGctor. 

'ib accc i i, this purpose, the Project proposes to undertake tne
foiiowj.<, activities: i) strengthening representationaI orgiinizations in orcar to iczez- tne availaoility of services and increase their

i;,~a z;.' irJ:.1nce on policy decisions; 2) strengthening technical

azsistace: -o-rvices through consultants, inforration and guidance in

ezl.xorc eveio[r nt; 
 3) exprrcling access to, and availability of credit
dLk ,) s r 3tenin.g policy inforrmtion.
 

Jne tota.L co.st of the project is estiLated al $15.8 million, of .-&ich . Crani tux;is finance $6.9 miLlion and A.I.D. Lan fur-xs ,w.,uidwoulu.a 

ti.> $4.U million. f-pproxinately $4.9 rullicn will e. providcej frcm
 
nost coLbtrv sources.
 

A [:rct su;T y of a proposed $3.2 million grant Project ,-;as incLiecn11et s.or s FY 1986 Action Plan. 1he Action Plan Guidance cableauthorizes thrhii:6sion to review and approve the PIn) for this Project inte i ieio. 

Tinis ;rojcct q!.iLciifies for a categorical exciusion frcm enviroi-'%-:ental
exai'5-a tlon po1cures. As such, no MS? checklist is included in t1,e PIT. 

ifie iIsc.iOr: review will address the folowing issues: 

A. Gec jrapnic and Te2bnica l Sco... The propose& Project resignseeks3 to z3 series of constraints inhibiting tne growtn ot the
ayi~±iay-u rw.1 sector inenterprise 73cuador. Amrong the constraints
iu .ntitic-*, are tUe following: the representational structure of theox:Iuoc, :zu',nag!nt pcactices reNuirim] technical assistance, cr--dit 
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availability and inadequate policy information. Although much of thecredit and technical assistare will be focussed on eecondary cities, it
aoes not specify which secondary cities. hat is the comparative
auvantayes of different secondary cities? 
Alternatively, why are
 
s.-cific areas not identified?
 

All of the other components appear to be aimed for the country as aITole. 
is tnis a rational approach to solving the problem? 
Snould
activities be more focussed, either &y technical area or by geographiclocation so that Project inpacts are more tangible? 

13. 1araet Croup. 'rne target aroqp@ is defined as enterprises withless tnan zu e z'yes. Since this definition encCmxt3ss.s over 75% ofa.. tne ervloyees in the enterprise sector tnrouqott the entire country,we nave to assuire that it encc-a-asses most of the enterprises of thenaticn. Should tnere rot exist specific criteria for inclusion in the
Project? Foz example, wnile the PID states that the -rojeCt will fcCUson nanufactuzrijig s, shbould there be greater focus on one- levei over*not., r in orer to achieve grea~er irc-? £xs tne Proj.2Ct try toohard to be "everything to everybody"? 

C. Credit. The Project also proposes three levels of cre.dit:royr~ms (i.e., three different credit strategies): LIuns forricroenterprise credit (similar to FE arni Eugenio Esejo), furxs to he_providej ttr.ough Credit Guarantee Corporations, arxi funos to be providedr rougYn th; F( AR rediscount credit line. Can three diverse creditprocsras be ettectively imple.meynted under this Project ar-i still achievea significant ir.zact? If tne focus o 
tUie Project were narrowea, would
:sist~re provided through three diverse credit -hanismrs be esary? 

I. Credit Guarantee Corr;rations. lhat iS the exqzrience ofcreuiL yuarantet corporations? Ha ve they been successful? ?J aiD/WairecVhas a r 'orkir'q ini Ecuador to strengtth en cre-xit Gu"arntc-.: at theRcrcanter;rise level. 'Inis Project proposes to strengthen this concertfor tre z-etit of level two corporations. Hs the e perienc' to cdate inEcuaccr or otdher countries successful enough to warrant replication now?Alterntively, what information exists to explain why the PID/.- project
aoas not treat second level enterprises? 

2. Credit unds. The budget proposes loan finacinq forczpltal to oe proviced through FOPUIR and mrCs. 'kID policy states thatLo tne ex-tent that loans are providced to "private enterprises produciaggccds arc services for sale in coinrecial markets" the actual t o rms oftnfl loan wili -/detert-nie by "prurjcnt banking practices", in o case toec*eu tlwe lorest period authorized for direct loans to the governirent.Interest rates wiLI 
oe set try two rexquirerrants, one of whicn is "the AID
pOicy oLe)j tive that interest rates for private torrc.rs shiould not beless tuat the prevailing local interest rates or a rate i.icnaj:-rc.xirtes the opportunity cost of capital in the individual developing 

http:torrc.rs
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country" ...... and "at a minimum, the interest rateborrowers mst be significantly positive in 

to ultimate private 
rAdjusted tor inflation." 

real terms, i.e., whenWhat are the effective interest rat-ps ch,;rg.e.on lo ns to small businesses by OPfIZIA arx the OCT? hasot proposed loan funding the $J mnillionbeen planned with these considerations in mind? 

D. Institutional Stategy 

1. _OI-rNAR. Fopinar receives major assistance frci Tnf.
LD& s AID need to get involved with EOPIMiR? 

2. MZM. ;lat evidence do haveFI: '%V is having we that the assistar, toits intended effect? Wat is the rationalelarge (1.8 milLion) grant for TA 
tor such ato organizations of smzll prodtcers?Wnat is the purpose of the proposed grant of $500,000 to theseorganizations? 

3. Project Inplementation.
iebLeLment The project propOses toW1 array o activties 

throuJncut all three 
tnat will help snalJ enterpriseslevels, as defined in therepresentational organizations, PID; e.g., support forprovision of technical assistance to avariety ot institutious with very different purposesinstitutiols, (financialpruitional organizations, etc.), and the establislment£ c~fic credit lines. Fow-ever, there is no 

of 
Jnutituion that will promote 

apparent Ecuadorean 
or take responsibility for the entireI roJ ct. Shou. we conclude, therefore,an. A.I.D. project; i.e., will it 

that the Project is inherently
lack the overalt Ezuadorean ceamttmentnecessary to avoid A.I.D. becoming the primary project i!t::L tn'ee ax le1-ntor for 

ercou±. 
the ,iost c'szitry? iculd r-,rrowing the Project'san ucaorean entity to take fccu 

a larqer role in overall Project 
i:i : {n cion? 

.. GrantEuaqet. This Pro3ect was pro.:osac~c¢essiocj Presentation witn a total life ot 
in the 1986 

$ .2 -oject graunt uriing atad ion. 3ubse.uently, tlhe
revic,<uj in iori Mission 

preliminary project eIescription was
Review anu approvec for inclusion
lsLb6 i_-tioxi Plan in the ,Yat trne $3.2 million level. AID/W reviews] thisi: rL,arS UsIurusntly redeleatcd authorit, to the Mission to,1 4._ cove tie PID and
Pr';Dj ct hLo exccea 

the PP in the field. i,1;y does the prozosecdUtis original proposal? What ticmo.u±ig the grant budget 
are iirlications ofto tiie Mission's OYB and mnrtgaQe?.,'oLUU te SCoj ofe tnU Project Oe scaled back to the originally pro os.dlevel ot activIvy? 

b. Loan 5uget. Ecuador, witncL~ssiJie,.A in country group II 
a per capita income of $1,210 is($806 - $1,670 per capita incoire)£i 86 or.r:ratin- guidelines. underA.I.D. jolicy clearly states a presumnqtionin favor ot .loan fuxing in acuador (including technical assistance). 
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Yet, loan funding is only proposed for two of the three credit funds.Tecbnical assistance to M-PItAR, for example, is Proposed for grant
funding. 
Should this elevent of the budget be loan funded? Are there

otner elements of the budget which should be considered for loan furkiing? 
Aiat is the rationale for utilizing A.I.D. funas for credit, esprciatly
A.I.D. Grant funds? A.1.D. policy favoring loan furding of
ca£pializaticn of financial interradiaries is quite clear throughoutA.I.D. 's policy papers: botri the ore on loan te-r.-s are the one on 
private eaterrise develcpment. iHowever, if a loan to a private sector 
i~titution is not guaranteed te GOE, the Project is sur.ct to AID/4review. it should also be pointed out that A.)D/W approved redelegationor autnority to the field ef this project based on the assun';tion that DA(ritiier loar nor grant) funas vould not be utilized for credit. Souldtne Mission consider alternatives to AID Grant funding for capitalizationof the microenter-prise credit fund? Should the Lission considera-Lternatives to any DA fuiding for credit, such as 1F or PL-40 local currency, as originally proposed in saller quantities? 

III. Project Development. 

A- Data Base. The Project "will build upon the experience ofA.I.D. su y-mrted Oito and Wayaquil progran-z" directec atmlcrcenterrises. Me PID proposes to evaluate these. programs during t.heearly stages of project izplarentation. Would it not txi ,?ise to evaluate
trese Erocrans curing PP develomxrent and incorporate tbe."lessons-learned" into the. PP? Can/do micro enterprises really graduateto the "formal banking system"? Can this "grariuation" process be 
docuientee? 

D. .Furdinq. Is the level of proposeo costs for design .'rksutzic±ent arri nave VY 86 PD&S funds been set aside? 

V. A.!.D. Project Management. 'be PID propoes a large rnbpber (6 to7) rate ooligatir-iot -ei, actions for Project I.3lefnentation, eaen ofwbicL* wcul, na.ive to be ane.nded each tine incremental furding isiroviuc. Is tnis a rational aoch to Project rm~nagerrent or would itsx: z.-cxnistrativeiy arulvy? 

Dratted by: U/:CDuisderg:RC (1792p) (11-1 2 - 8 5)1792p
Cieared Dy: ODR: CGiusti (Indraft)


ADIR: Glein (In draft) 
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UNITED STATES GOVERNMENT 

85-261 
 memorandum 
DATE: Novemer 15, 1 985 

R!o, Randy oe O/DR
 

SUBJECT: Results of Review of Small Enterprise Development PID
 

TO: DISTRIBUTION
 

This 	memo outlines the decisions - both substantive and
editorial - which resulted from the subject review on November
 
14, 1985. 
 I am circulating this to participants of that
meeting now to ensure 
that 	there is full agreement on what was

decided. These points will serve as 
the basis for redrafting

the PID and will be incorporated (in shorter form) into the

Action Memorandum to the Mission Director recommending approval

of the PID.
 

Please quickly review the memo. 
 If you have any additions,

corrections, or questions, please let me know by COB Monday,

November 18. Thank you.
 

I. Project Design
 

A. 	 Scope. The PID should mention that the micro credit
 
and technical assistance activities will be carried
 
out in 5-6 secondary cities each 
(not 	necessarily

all the 
same 	cities) and list the criteria for
 
selecting those cities.
 

B. 	 Target group. 
 The PID needs a clearer statement of
 
the rationale and strategy for working with

different levels of small epterprises in th:
 
different components.
 

C. 	 Credit
 

1. CGCs and FOPINAR. 
The PID will describe actions

and an order of preference that will be followed
 
during intensive review to determine the most
 

OPTIONAL FORM NO. 10 
(REV. 1-00) 
GSA FPMR (41 CFR) 101-11.6 
5010-114 
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appropriate means for financing any capitalization

needs under these two mechanisms. In the case of
 
the CGCs, the PRE Bureau will be consulted on the
 
possibility of PRE putting up money for 
the CGC
 
guarantee fund. 
 At the same time, the Mission will

obtain advice from AID legal counsel regarding the
 
feasibility of using AID funds for such a guarantee

mechanism. In the case of FOPINAR, we will first
 
follow up on the results of the third IBRD loan to
 
see if it includes credit for the lower end of the
 
small enterprise scale. If needed, will continue
we 

lobbying for 
such a provision to be incorporated.
 

If (a) neither PRE or IBRD money appears to be
 
available, (b) further analysis of these two
 
mechanisms indicates that capitalization is an
important constraint, and (c) there are no AID legal
 
or policy restrictions, we 
would first consider
 
proposing the use of ESF local currency.
 
Presumably, a local currency programming decision in

this regard would be reached by the time of the PP.
 
If ESF is not available, then as a last resort we
 
would consider DA funding. The PID will indicate
 
that, if DA funding were recommended, the Mission
 
would consult with AID/W regarding the need to have
 
the PP reviewed in AID/W.
 

The PID will show no AID funding for capitalization

for these two mechanisms. However, AID funding of
 
technical assistance to them is acceptable.
 

2. Micro. 
 The PID will state that it is expected

that the credit funds for the microenterprise
 
programs will be financed with ESF local currency.

This use 
of the local currency should be programmed

by the time of PP approval. The PP will indicate
 
that, should the ESF not be available, consideration
 
will be given to use of DA funds.
 

D. Representational Organizations. 
This section of the
 
Project Description will be 'rewritten to:
 

(1) State a cle; .'ategy for developing the
 
organizatio,, 
 including general institutional
 
strengthening and development of services.
 

(2) Specify objectives (e.g., in terms of
 
membership, financial self-sufficiency,
 
services offered).
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(3) 	Describe a somewhat reduced and more focused
 
target group of organizations, including: about
 
four national federations, the chambers in the
 
secondary cities where the credit and T.A.
 
activities will be conducted, and a limited
 
number of other "targets of opportunity". In
 
all, perhaps 15-20 organizations will be
 
assisted.
 

(4) 	Describe in greater detail the nature of the
 
grants to be given, as needed, to the
 
organizations. These should be 
for seed

capital and preferably not recurring operating
 
expenses. 
 These grants will be channeled

through the technical assistance contract for
 
this component.
 

E. Technical Assistance (INSOTEC). The description of

this 	component will give greater detail on what
 
inputs AID will finance for INSOTEC.
 

I". 	Project Financing
 

Given the agreed upon changes in the design, the DA cost
of the project will be substantially reduced. Moreover,

it was decided that this will be 
a three year project
which will result in further reductions in some budget

items. In all, it expected that the DA funding will be
in the neighborhood of that previously specified in
 
Mission programming documents.
 

I. Project Development
 

A. 	 Evaluation of micro programs. 
 The PID will clarify
the nature of the "evaluation" of the two existing

micro programs which will take place in the initial
 
stages of the project. This evaluation is intended
 
to provide the selected technical assistance

organization with insights that will assist it 
in
 
the development of new micro programs 
in secondary
cities. 
 The PID will clarify that the existing

micro programs nave been evaluated during project

development, 
to the extent that we are convinced of

the viability of the general concept.
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B. 	 Funding. The PID will present updated estimates of
 
project development funding needs, both PD&S and
 
OE. Mission management expressed confidence that
 
the required levels of funding can be met.
 

C. 	 Pre-implementation actions. The RCO will be
 
contacted to discuss procedures and timing for
 
soliciting: (a) a technical proposal from the 8(a)
 
firm for the representational organizations
 
component; (b) a grant proposal from INSOTEC; and
 
(c) expressions of interest/proposals for technical
 
assistance for the credit component. The PID will
 
describe these procedures.
 

IV. AID Project Management
 

There was agreement that, with the reduced scope and
 
number of obligating documents entailed by the above
 
changes and with the help of a full-time coordinator, the
 
project would be manageable from the Mission's standpoint.
 

DISTRIBUTION
 

OLlenza 
GRWe in 
CGiusti 
CDuisberg 
JFinucane 
RLopez 
MAnderson
 
FSaporiti
 
SMoroz
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5C(2) PROJECT CHECKLIST 

Listed below are statutory criteria
 
applicable to projects. This section
 
is divided into two parts. Part A.
 
includes criteria applicable to a'.l
 
projects. Part B. applies to projects
 
funded from specific sources only:

B.1. applies to all projects funded
 
with Development Assistance loans, and 
B.3. applies to projects funded from 
EST. 

CROSS REFEREES: 	 IS COUNTRY 
CHEKLIST UP TO 
DATE? HAS STANDARD 
ITE4 CHEKLIST BEEN
 
REVIEWED FOR THIS 
PROJECT?
 

A. 	 GENERAL CRITERIA FOR PROJECT 

1. 	FY 1986 Continuing Resolution 1. A Congressional Notification was
 
Sec. 524; FAA Sec. 634A. submitted and the waiting expired
Describe how authorizing and on June 26, 1986. 
appropriations committees .of 
Senate and House have been or 
will be notified concerning
 
the 	project. 

2. FAA Sec. 611(a) (1). Prior to 2. A Project financial plan, with 
obligation in excess of 
 reasonably firm estimates of the

$500,000, will there be (a) 
 costs to A.I.D., is contained in
 
engineering, financial or 
 Annex IV of this Project Paper. 
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 3. Nb legislative action by the 
further legislative action is Government of Ecuador is required.
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?
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4. FAA Sec. 611(b); FY 1986 4. N/A

Continuing Resolution Sec.
 
501. If for water or
 
water-related land resource
 
construction, has project met
 
the 	principals, standards, and
 
procedures established
 
pursuant to the Water
 
Resources Planning Act (42 
U.S.C. 1962 et seq.)? (See AID
 
Handbook 3 for new
 
guideliness.)
 

5. 	 FAA Sec. 611(e). If project 5. N/A 
is capital assistance (e.g., 
construction), and all U.S.
 
assistance for it will exceed
 
$1 million, has Mlission 
Director certified and
 
Regional Assistant
 
Administrator taken into 
consideration the country's 
capability effectively to 
maintain and utilize the
 
project?
 

6. 	FAA Sec. 209. Is project 6. 
The 	Mission does not consider this
 
susceptible to execution as 
 Project to be susceptible to
 
part of regional or 	 execution as part of a regional or 
multilateral project? If so, 	 multilateral at this time. 
why is project not so However, efforts will be made 
executed? Information and under the Project to draw upon the 
conclusion whether assistance successful experiences of other 
will encourage regional small enterprise programs in the 
development programs. region. the hasAlso, Mission 

consulted with the IBRD and IDB 
regarding their actual and planned 
small enterprise activities in
 
Ecuador, and has identified areas
 
for 	possible future collaboration. 
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9. FAA Sec. 612(b), 636(h); FY 9. The host country will provide

1986 Continuing Resolution 
 local currency resources to

Sec. 507. Describe steps 
 finance 31% of total Project costs.
 
taken to assure that, to the
 
maximum extent possible, the
 
country is contributing local
 
currencies to meet the cost of
 
contractual and other 
services, and foreign
 
currencies owned by the U.S.
 
are utilized in lieu of
 
dollars.
 

10. FAA Sec. 612(d). Does the 10. No, the U.S. does not own excess 
U.S. own excess foreign Ecuadorean currency.

currency of the country and, 
if so, what arrangements have
 
been made for its release? 

11. FAA Sec. 601(e). Will the 11. The Project will buy-in to
project utilize competitive existing contracts awarded by
selection procedures for the AID/W for evaluation services. 
awarding of contracts, except The contract for the Project

where applicable procurement Coordinator will be awarded on the
rules allow otherwise? basis of full and open 

competition. The Mission will 
also execute two Cooperative

Agreements in accordance with 
applicable rules r.egarding
 
competition.
 

12. FY 1986 Continuing Resolution 12. N/A
Section 522. If assistance is 
for tne prod-iction of any
commodity for export, is the 
cormodity likely to be in 
surplus on world markets at 
the time the resulting
 
productive capacity becomes
 
operative, and is such
 
assistance likely to cause
 
substantial injury to U.S. 
producers of the same, similar 
or competing coimmodity? 
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13. 	FAA 118 (c) and (d). Does the 13. 	The Chief Environmental Officer 
pro3ect comply with the 
 for 	the IAC Bureau has determined
 
environmental procedures set that this Project qualifies for a
forth in AID Regulation 16? categorical exclusion under 
Does the project or program Section 216.2(c)2 of A.I.D. 
take into consideration the Regulation 16.
 
problem of the destruction of
 
tropical forests?
 

14. 	 FAA 121(d). If Sahel 14.a N/A
 
project, has a determination
 
been made that the host
 
government has an adequate
 
system for accounting for and
 
controlling receipt and
 
expenditure of project funds
 
(dollars or local currency
 
generated therefrom) ?
 

15. 	 FY 1986 Continuing Resolution 15. No. 
Sec. 533. Is disbursement of 
the 	assistance conditioned
 
solely on the basis of the 
policies of any multilateral
 
institution? 

16. 	 ISDCA CF 1985 SEC. 310. For 16. An estimated $100,000 will be used
development assistance 
 to buy-in to a central AIDiW

projects, how much of the 	 contract with an 8(a) firm (women
funds will be available only controlled) for evaluation 
for activities of economically services. 
and 	socially disadvantaged

enterprises, historically
 
black collages and
 
universities, and private and
 
voluntary organization which
 
are controlled by individuals
 
who are black Americans,
 
Hispanic Americans, or Native 
Americans, or who are
 
economically or socially
 
disadvantaged (including
 
women)?
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B. FUNDING CRITERIA FOR PROJECT 

1. __velopment Assistance Project 
Criteria 

a. FAA Sec. 102(b), 111, 113, 1. a.(a) The Project will benefit the 
2 (a). Extent to which poor in secondary cities of 
activity will (a) Ecuador by increasing the 
effectively involve the access of small enterprises 
poor in development, by 
extending access to economy 
at local level, increasing 

(whose owners and employees 
are generally in the lower 
income strata) to credit and 

labor-intensive production technical assistance. The 
and the ise of appropriate technical assistance will 
technolc,y, spreadinq promote labor-intensive 
investment out from .cities technologies. A U.S. P'VO 
to small towns and ruy.ll with experience in small 
areas, and insuring wide 
participation of the poor 

enterprise development in 
LDCs will provide technical 

in the benefits of support for the Project's 
development on a sustained activities. 
basis, using the (b) One or more savings and loan 
appropriate U.S. cooperatives may be selected 
institutions; (b) help and assisted to develop a 
develop cooperatives, capacity to provide credit to 
especially by technical (and mobilize savings from) 
assistance, to assist rural micro-enterprises. 
and urban poor to help (c) The Project will help develop 
thiemselves toward better the capacity of the 
life, and otherwise indigenous private sector to 
encourage democratic meet the needs of small 
private and local 
governmental institutions; 

enterprises on a continuing 
basis, through self-financing 

(c) support the self-help credit delivery mechanismns, 
efforts of developing commercial providers of 
countries; (d) promote the technical assistance, and 
participation of women in 
the national economies of 

strengthened representational 
organizations. 

developing countries and (d) Women have high rates of 
the improvement of women's participation in the small 
status; and (e) utilize and enterprise sector in 
encourage regional 
cooperation by developing 

ecuador. The Project will 
pay special attention to 

countries? ensuring that credit and 
technical assistance delivery 
mechanisms allow full 
participation of women 
owned/operated enterprises in 
the Project activities and 
benefits. 

(e) Though not an explicit 
objective of this Project, 

iegional cooperation may be 
promoted to the extent that 
interchanges of information 
on successful small 
enterprise programs in other 
Latin American countries are 
carried out. 



Annex I.C 
Page 7 of 16 

b. FAA Sec. 103, 103A, 104, 
105, 106. Does the project 
fit the criteria for the 
type of funds (functional 
account) being used? 

b. This Project conforms to the 
criteria of FAA Section 106., 
which specifically provides 
for funding of small 
enterprise development 

projects 

c. FAA Sec. 107. Is emphasis 
on use of appropriate 
technology (relatively 
smaller, costsaving, 
labor-using technologies 
that are generally most 
appropriate for the small 
farms, small businesses, 

and small incomes of the 
poor)? 

C. Small businesses generally 
use labor-intensive 
technologies. The credit and 
technical assistance 
activities of the Project 
will promote the further 
adoption and more efficient 
use of these techonogies. 

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 
whicn the assistance is to 
be furnished (or is the 

d. The host country will 
contribute an estimated 31 
percent of total Project 
costs, calculated at the 
approximate current free 
market exchange rate of S/. 
165 = US$1.00. 

latter cost-sharing 
requirement being waived 
for a "relatively least 
developed" country)? 

e. FAA Sec. 122(b). Does the 
activity give reasonable 
promise of contributing to 
the development of economic 

e. The Project will increase the 
productive capacity of small 
enterprises in se ; ndary 
cities. 

resources, or to the 
increase of productive 
capacities and 
self-sustaining economic 
growth? 
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f. FAA Sec. 128(b). If the 
activity attempts to 

f. The Project has been designed 
to ensure that P.1 benefits 

increse the institutional 
capabilities of private 
organizations or the 

go to small enterprises and, 
more specifically, that at 
least half of A.I.D.'s 

government of the country, 
or if it attempts to 

funding goes to the smallest 
11micro-enterprises". The 

stimulate scientific and 
technologial research, has 

Project will include 
extensive monitoring and 

it been designed and will 
it be monitored to ensure 

evaluation systems to 
identify the socioeconomic 

that the ultimate characteristics of the 
beneficiaries are the poor beneficiaries, and to measure 
majority? changes in their conditions 

as a result of the Project 
activities. 

g. FAA Sec. 281(b). Describe g. The Project's credit and 
extent to which program technical assistance 
recognizes the particular 
needs, desires, and 

activities are intended to 
address unmet needs in the 

capacities of tre people of 
the country; utilizes the 
country's intellectual 

small enterprise sector which 
have been identified through 
surveys and the experiences 

resources to encourage 
institutional development; 
and supports civil 
education and training in 
skills required for 

of A.I.D. and other donors in 
the sector. The Projects 
will make use of experienced 
Ecuadorean PVOs to strengthen 
representational 

effective participation in 
governmental processes 
essential to 

organizations in the sector. 
Civil education and training 
will not be addressed. 

self-government. 

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. 
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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 enterprise's annual
 
production during the life of
 
the loan?
 

3. 	Economic Support Fund Project
 
Criteria
 

a. 	FAA Sec. 531(a). Will this
 
assistance promote economic or
 
political stability? To the 
maximun extent feasible, is
 
this assitance consistent with
 
the policy direction,
 
purposes, and programs of part
 
I of the FAA?
 

b. 	 FAA Sec. 531 (c). Will
 
assistance under this chapter
 
be used for military, or
 
paramilitary activities?
 

c. 	 ISDCA of 1985 Sec. 207 Will
 
ESF funds be used to finance
 
the contruction of, or the
 
operation or maintenance of,
 
or the suppliying of fuel for,
 
a nuclear facility? If so,
 
has the President certified
 
that sucn country is a party
 
to the Treaty on the
 
Non-Proliferation of Nuclear
 
Weapons of the Treaty for the
 
Prohibition of the Nuclear
 
Weapons in Latin America (the
 
"Treaty of Tlatelolco"),
 
cooperates fully with the
 
IAEA, and pursues
 
nonproliferation policies
 
consistent with those of the
 
United States?
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d. 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? 
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5C(3) - STANDARD ITEM LIST 

Listed below are the statutory items 
which normally will be covered 
routinely in those provision of an 
assistance agreement dealing with its 
implementation, or covered in the 
agreement by imposing limits on 
certain uses of funds. 

These items are arranged under the 
general headings of (A) Procurement, 
(B) Construction, and (C) Other 
Restrictions. 

A. Procurement 

i. FAA Sec. 602. Are there 
arrangements to permit U.S. 
small bu:,iness to participate
equitably in the furnishing of 
cornmodities and services 
financed? 

A. 1. The only major U.S. procurement 
action will be a Cooperative 
Agreement for technical 
services in support of the 
credit component of the 
Project. Proposals were 
requested from a large number 
of U.S. PVOs with experience 
in small enterprise development 
in LDCs. The Cooperative 
Agreement recipient will be 
required to ac.yire 
commodities through competitive 
means which permit 
participation by U.S. small 
businesses. 

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

2. Procurement will be from the 
U.S. or Ecuador, as authorized 
for A.I.D. Grant funds. Any 
exception will be approved in 
accordance with Agency 
regulatons and delegations of 
authority. 

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

3. Ecuador does not so 
descriminate. 

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

5. 	FAA Sec. 604(g). Will 5. N/A
 
construction or engineering
 
services be procured from
 
firms of countries which
 
receive direct economic
 
assistance under the FAA and
 
which are otherwise elegible
 
under Code 941, but which have
 
attained a competitive
 
capability in international
 
markets in one of these
 
areas? Do these countries
 
permit United States firms to
 
compete for construction or
 
engineering services financed
 
from assistance programs of
 
these countries?
 

6. 	FAA Sec. 603. Is the snipping 6. Shipping is not excluded from 
excluded from compliance with these requirements.
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 
(computea separately for dry
 
bulk carriers, dry cargo
 
liners, and tankers) financed
 
shall be transported on
 
privately owned U.S. flag
 
comrnercial vessels to the
 
extent that such vessels are
 
available at fair and
 
reasonable rates.?
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7. 	 FAA Sec. 621. If technical 7. All technical services will beassistance is financed, will procured from private sources. 
such assistance be furnished 
by private enterprise on a
 
contract basis to the fullest 
extent practicable? If the 
facilities of other Federal
 
agencies will be ut.lized, are 
they particularly suitable, 
not 	competitive with private

enterprise, and made available
 
without undue interference 
with domestic programs? 

8. 	 International Air Transport. 8. Yes.
 
Fair Competitive Practices
 
Act, 1974. If air
 
transportation of persons or
 
property is financed on grant
 
basis, will U.S. carriers be
 
used to the extent such
 
service is available?
 

9. FY 1986 Continuing Resolution 9. Yes.
 
Sec. 504. 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?
 

B. 	Construction
 

i. 	FAA Sec. 601(d). If capital B. 1. N/A

(e.g., construction) project, 
will U.S. engineering and
 
professional services to be
 
used?
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2. 	FAA Sec. 611(c). If contracts 2. N/A 
for construction are to be 
financed, will they be let on
 
a competitive basis to max.4,mum
 
extent practicable? 

3. 	 FAA Sec. 620(k). If for 3. WA 
construction of productive

enterprise, will aggregate 
value of assistance to be
 
furnished by the U.S. not 
exceed $100 million (except
 
for 	productive enterprises in
 
Egypt that were described in 
the 	CP)? 

C. 	 Other Restrictions 

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

2. 	 FAA Sec. 301(d). If fund is 2. N/A
established solely by U.S. 
contributions and administered 
by an intenational
 
organization, does Comptroller
 
General have audit rignts?
 

3. 	 FAA Sec. 620(h). Do 3. Yes. 
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 assists the foreign aid 
projects or activities of the 
Communis t-bloc countries? 
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4. Will arrangements preclude use 
of financing: 

a. FAA Sec. 104(f); FY 1986 
Continuing Resolution Sec. 
526: (1)To pay for 
performance of abortions as 
a method of family planning 
or to motivate or coerce 

4. The Project will preclude
financing of all iteis listed 
below. 

persons to practice
abortions; (2)to pay for 
performance of involuntary 
sterilization as method of 
family planning, or to 
coerce or provide financial 
incentive to any person to 
undergo sterilization; (3) 
to pay for any biomedical 
research which relates, in 
whole or part, to methods 
or the performance of 
abortions or involuntary 
sterilizations as a means 
of family planning; (4)to 
lobby for abortion? 

b. FAA Sec.488. To reimburse 
persons, in the form of 
cash payments, whose 
illicit drug crops are 
erradicatea? 

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

d. FAA Sec. 660. To provide 
training or advice or 
provide any financial 
support for police, 
prisons, or other law 
enforcement forces, except 
for narcotics programs? 

e. FAA Sec. 662. 
activities? 

For CIA 
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f. 	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?
 

g. FY 1.986 Continuing
 
Resolution, Sec. 503. To
 
pay pensions, annuities, 
retirement pay, or adjusted 
service compensation for
 
military personnel? 

n. 	FY 1986 Continuing 
Reslion, Sec. 505. To 
pay U.N. assessments 
arrearages or dues?
 

i. 	 FY 1986 Continuing 
Resolution, Sec. 506. To
 
carry out provisions of FAA 
section 209(d) (Transfer of 
FAA funds to multilateral
 
organizations for lending)?
 

j. 	 FY 1986 Continuing 
Resolution, Sec. 510. Ib
 
finance tne export of 
nuclear equipnint, fuel, or 
technology? 

k. FY 1986 Continuing 
Resolution, Sec. 511. 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.? 

1. 	 FY 1986 Continuing 
Resolution, ,Sec. 516. Tb 
be used for puolicity or 
propaganda purposes within 
U.S. not authorized by 
Congress?
 



LOGICAL FRAMh7ORK 

Project Title & Number: 


NAIU TIVE 


Prograii or Sector Goal:
 

Increase employment and 

income in the small scale 

enterprise sector. 


SMALL ENwE1RPRISE DkVELOPf :NT, 518-0056 


OaJLCIVE VERIFIABLE INDICATORS MEANS (C-VERIFICATION 


1,300 jobs created in 1987- Project evaluations. 

1989. 


S/. 570 million (constant 

1984)increase in value 

added in 1987-1989.
 

Life of Project:
 
From FY 1986 to FY 1989
 
rpI1tal US Funding: $4,500,000
 
Date Prepared: 7/16/86
 

IMPORTANT ASSUMPTIONS
 

Expansion or at least no
 
further contraction of
 
aggregate domestic demand
 
through rest of 1980s.
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NARRATIVE OBJECTIVE VEPIFIB3LE INDICATORS MEANS CF VERIFICATION IMPORTANT ASSiUMPTIONS 

Purpose: EPS: 

Expand and improve the 11,000 microenterprises have Project evaluations. The GOE does not undertake a
supply of technical received credit. 
 Contrator and implementing major effort to expand public
assistance, credit, and 
 agency reports. 
 sector credit and technical
representational services to 
 500 small enterprises have 
 assistance services on a
the siAll scale enterprise received direct technical subsidized basis. 
sector. 
 assistance.
 

Entreprenuers attach a high

600 small scale enterprises 
 enough value to technical
in secondary cities receiving 
 assistance to create demandimproved services through for services.
 
their representational
 
organizations. 
 Representational organizations
 

are able to provide services
 
at a price which members can
 
afford.
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NARRATIVE 


Outputs:
 

Micro credit programs 

established in secondary 
cities and progressing 
steadily toward self-

sufficiency. Credit 
Guarantee Corporations

operational. 

Develument of improved 
FOPINAR mechanisms for 
channeling credit to the 
lower range of the small
enterprise sector. 


Credit Guarante 

Corporations operational. 

Private consulting entities 

trained and providing 
technical assistance services 
to small enterprises insecondary citiescidnercial basis. ona 

Local and national repre-

sentational organizations 

expanded/improved services
 
to members.
 

Macro and sectoral level 
policy studies produced. 

OBJECTIVE VERIFIABLE INDICATORS 


6 new programs withi 

average self-sufficiency 

of 70%. 


Mechanisms established, 

2 

"200 


8 provincial/local 

2 national 


10 

MEANS CF VERIFICATION 


Project evaluations. 
Contractor and implementing 
agency reports. 

IMPORANT ASSUMPTIONS 

Cost-effective models for
 
micro credit programs can be
 
developed based on previous 
experience in Ecuador and
 
elsewhere. 

The private Ecuadorean 
financial system can be

convinced to invest in credit 
programs for smaller 
enterprises. 

Private sources now providing
 
technical assistance to small 
enterprise are willing to 
increase the quality of their 

services. 

Representational organizations
 
are receptive to the organiza
tional development methods 
offered under the Project. 

Small enterprise markets andeffective demand in selected 
secondary cities sufficiently

large to make services viable. 
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NARATIVE OBJEXTIVE VERIFIABLE INDICATORS MEANS a. VERIFICATION IMPORANT ASSLPTIONS 

Inputs: Mission AID/W Counterpart* Total 

1) Technical assistance/

training 1,488  - 1,488 USAID Controller records Funding and counterpart 
2) Operational support for 
 resources available in
impleinenting organizations 1,607 - 1,240 2,847 Implementing agency records. timely fashion and in
3) Credit capitalization - 78--" 780 required amounts. 
4) Studies 100 -  100 
5) Project coordination ana 
evaluation 675 25 25 725
 
6) Contigencies 630 -  630
 

TIJAL 4,500 25 2,045 6,570
 
(68.5%) (0.4%) (31.1%) 

* Converted to dollars at S/. 165 = US$1.00 
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FINANCIAL ANALYSIS
 

This analysis consists of three sections. The first section presents a
narrative and spreadsheet analysis of a model micro credit program in asecondary city. The other two sections analyze the financial status andfinancial management systems of INS(YIC and CITPE. These analyses were
conducted by the Mission financial analysts. 

A. Analysis of the New Micro Credit Programs 

Based on the pilot experiences in Quito (FED) and Guayaquil (FEE), a model formicro credit lending program has been designed to test expected outcomes ofplanned programs in secorndary cities. The model incorporates the following
variables, to test high, medium, and low cases: 

a) Number of expected members
b) Percentage of loans made to individual beneficiaries 
c) Percentage of loans made to solidarity groups
d) Delinquency rate
 
e) Inflation rate 
f) Average amount of loan made to individual beneficiaries
 
g) Average amount of loan made to solidarity groups

h) Legal interest rate
 
i) Rate of administrative fees charged

j) Average term of the loans
 
k) Cperating grant subsidies (for first two yearb,
 

The analysis has been designed for a period of five years, and is based on thepilot experiences. The monetary values are in nominal terms. 

In the high case scenario, the number of members is 240 for the first yaar,
with annual increments of 240 members. (Note: In the case of solidarity
groups, a "member" is equivalent to one group. An average group has five
individuals.). Interest rate plus fees are set at 4%monthly with an averageterm of 15 weeks and a delinquency rate of 15%. The self-sufficiency rate
(calculated as current income divided by costs) is positive for the third andfourth years but negative in year five, due to the fact that subsidies end
after the secona year of the project. Loan charges and delinquency rate are
the most important factors to consider in a sensitivity analysis; a slight
change in these results in drastic changes in final results. For example, a0.7% increase in interest and fees increases the self-sufficiency rate in the
fifth year from 90% to 151%. If unrecoverables are reduced to 10% the 
self-sufficiency rate rises to 177%. 

The medium case includes modifications in inflation rates to 45% instead of30%, and the number of members is more conservative, beginning with 100 for
the first year and rising to 540 in year three. Interest, which is the most 



ANNZX III. A.
 
PaFe 2 of 11
 

sensitive factor, is 4%. In this scenario, there is a negative net ,:ash flow
 
fi.m the third year on. Again, slight moficiations in interest or delinquency
 
rates will produce important changes in results. If interest and fees 
were to
be increased to 6.5%, a self-sufficiency rate of 173% would be reached in the
 
fifth year of the project.
 

The low case results in negative cash flows in all years, at 4% munthlv 
charges and 15% unrecoverables. In this case a static number of 240 members
has been maintained during the three years. There is also a reduction of 
costs that is implied with this reduction in the number of members. However, 
at higher interest and fees rate of 5.5%, maintaining all other var.iables 
equal, the self-sufficiency in year five reaches 129%. 

In summary, in order for the programs to work and to reach self-sufficiency,
controls should be maintained on the delinquency and interest and fees 
factors. There is, of course, the question as to the number of members, &id 
efforts must be made to begin the first year with at least 240 and increment 
that number twofold or threefold 4f possible within the next two years in
order to maintain positive net cash flows. Preliminary estimates of the
microenterprise populations in the targeted secondary cities indicate that
this level of participation is feasible. Another important consideration is
that, if there are not any initial operating subsidies, it would likely be 
impossible for the programs to get off the ground. 

A model spreadsheet, for the high case described above, is attached. The
results of the sensitivity analyses are summarized in the table below: 

Monthly credit change 4% 4.7% 4.7% 5.5% 6.5% 
Pct. of portfolio

unrecoverable 15% 15% 10% 15% 15% 

High Case 138% 179% 195%
 
90% 151% 177%
 

Medium Case 93% 197% 
28% 
 173%
 

Low Case 73% 
 141%
 
19% 
 129%
 

Notes: 

1. The top and bottom figures in each cell are the self-sufficiency rates at
 
the end of the third and fifth years, respectively. 

2. The Low Case incoriorates a lower cost structure than the other two cases,
for which costs are assumed to be the same. 

Q 
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B. Analysis of INSOTC
 

As a result of an evaluation carried out by Price Waterhouse in April 1986,

INSCFIEC's accounting procedures were found to be consistent with generally
accepted accounting practices. 

Based on an analysis of INSOTEC's financial statements for 1982, 1983, and 
1984, the conclusions and comments are the following: 

1) Assets and liabilities grew from 1982 to 1984 at an average
annual compound rate of 111%. This expansion is due to a substantial 
increment in INSO'ECs fixed assets, as a result of the purchase of two office 
floors and other office equipment. Equity also reflects a compound increment
of 82% in the same period, which was dedicated to finance the above said 
procurement. Liquidity was reduced from 1983 to 1984 by 41.6% to finance
additional long term investments. This situation obligated INSOTEC to obtain 
both short and long term bank financing. As a result, INSOTEC incurred 
substantial financial expenditures. Receivables absorb an important portion
of its current assets, which could be dedicated to reduce INSOTEC's short and 
long term liabilities or expand projects. 

2) From 1982 to 1984, total earnings grew at an average annual 
compound rate of 25%, as a result of an increment in activities such as Suma

Magazine, CIEDEC, and Technological Management. In the same period, program
expenditures grew 36%, annually compounded, and operating expenditures grew at 
43%. The surplus (deficit) account shows a major decrease, due to a faster
increment in expenditures as compared to earnings. This reflects the 
increased financial costs and depreciation incurred as a result of fixed 
assets acquisitions. 

In general, INSOTBC's financial status is acceptable. The institution's 1984 
debt-to-equity ratio shows an 0.79:1 relationship, which isadequate. 
On the
 
other hand, the liquidity-to-short term debt ratio (0.63:1) as of December 31,
1984 reflected INSI'EC's incapacity to meet its short term obligations. This 
suggests that INSOTEC, as of December 31, 1984, was "strapped" for cash and,
thus, undercapitalized. This situation was mainly due to the procurement of
fixed assets, which in the long term in Ecuador results as a good investment 
shelter against high inflation.
 

In 1985, INSOTEC was able to obtain additional donations, resulting in an 
expansion in the organization's income and improvement in the organization's 
financial position. 

C. Analysis of CIPTE
 

1. Financial Statements
 

An analysis was conducted of CIPTE's statements from 1983 through mid-1986.
 
CIPTE shows a strong financial position as of June 30, 1986. Since 1983,
 
assets have grown at an average 113%, evenly divided between current and

fixed. CIPTE's liquidity is enormous, considering the lack of debt. 



I WSOTEC 

BALANCE STATEMENTS FINANCIAL ANALYSIS 
(As of Dec. 31) 

(In thousands of sucres) 

CHANGE PRIOR CHANGE PRIOR 

1984 Year (%) 1983 Year (%) 1982 

ASSETS 10,816.3 29.4% 8,357.3 244.5% 2,426.1 

Cur rent 2,068.2 -41.6% 3,540.4 74.6% 2,027.5 

Cash 530.7 -55.1% 1,181.8 20.4% 981.2 
Investments 9.0 0.0 0.0 
Receivables 1,397.9 -3.9% 1,455.2 40.3% 1,036.9 
On-going Projects 0.0 -100.0% 700.0 0.0 
Anaticipated Expend 130.6 -35.8% 203.4 2,063.8% 9.4 

Fixed 8,748.1 81.6% 4,816.9 1,108.5% 398.6 

Office 7,829.6 96.8%. 3,978.8 0.0 
Vehicles 30.0 -50.0% 60.0 -33.3% 90.0 
Office Equipment 408.7 -10.8% 458.2 363.3% 98.9 
Furniture 479.8 50.0% 319.9 52.6% 209.7 

LIABILITIES 10,816.3 29.4% 8,357.3 244.5% 2,426.1 

Short Term 3,294.5 30.8% 2,518.3 317.2% 603.6 M M 

Banks 673.4 0.0 530.5 0 H 
Programs Due Liquidation 1,966.0 61.7% 1,216.2 0.0 
Accounts Due 598,1 -53.5% 1, 2,35.0 1,657.9% 73.1 '-
Advances Due 57.0 233.3% 17.1 0.0 



0.0 Long Term 


Banks 


Equity 


Seed Capital 

Donations 

Cummulative Surplus 

Surplus (Deficit) 


CHAN(; P!IOR CHANGE PRIOR 

1984 Year (%) 1983 Year (%) 1982 

1,481.4 0.0 


1,481.4 0.0 0.0
 

6,040.4 3.4% 5,839.0 220.4% 1,822.5
 

90.0 0.0% 90.0 0.0% 90.0
 
3,870.3 4.9% 3,690.8 768.8% 424.8
 
2,058.3 57.4% 1,307.7 635.5% 177.8
 

21.8 -97.1% 750.5 -33.6% 1,129.9
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EARNINGS 

K. Adenauer Fund. 

Technological Management 

Suma Magazine 

Salvat Book Sales 

CIEDC 

Other Earnings 


PROGRAM EXPENDITURES 


K. Adenauer Fund. 

Technological Management 


Seminars, Courses &
 
Surveys 


Suma Magazine 


OPERATING EXPENDITURES 


Salaries 


Supplies & Maintenance
 
Cost 


General Administrative 

Cost 


Financial Costs 

Other Expenditures 


Surplus (Deficit) 

LOSS 

1984 

10,132.5 

7,311.5 

1,387.5 


497.2 

7.5 


588.8 

340.0 


8,258.6 


6,778.6 

295.9 


251.4 

932.7 

1,851.6 


234.0 


516.5 


378-1 

453.0 

270.0 

22.3 

ANt) PROFIT 

CHANGE 

Year (%) 

-2.3% 

-21.5% 


-44.3% 


685.1% 

289.5% 


-2.6% 


-12.3% 


594.5% 

31.6% 


62.2% 


8.0% 


89.8% 
. 

-40.8% 


1,801.4% 

-97.0% 


SHEET 

PRIOR 

1983 

10,367.6 

9,312.4 

0.0 


892.9 

0.0 


75.0 

87.3 


8,475.0 

7,730.2 

0.0 


36.2 

708.6 

1,141.9 


216.7 


272.1 

638.9 
0.0 

14.2 

?50.7 


CHANGE 

Year (%) 

59.6% 

62.7% 

-100.0% 


-57.1% 

26.0% 


90.0% 


84.4% 

-100.0% 


-78.3% 


26.3% 


-50.5% 


27.1% 


170.0% 


-1 3.% 


-- 33.6% 

-- 3 6 

PRIOR 

1982 

6,496.2 

5,723.7 
528.3 

0.0 
0.0 

174.9 
69.3 

4,461.7 

4,192.0 
102.9 

166.8 
0.0 

904.4 

437.8 

214.0 

236.'6 
0..0 

16.0 

O ZM 
X 

o0 
" 

1,130.± 

, 3 -
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As of June 30, 1986 expenses were relatively low, mainly because most expenses 
are incurred in the period of July through October. The operating ratio
(operating expenses/income) has been reasonably low through all years. 

Equity has steadily grown from S/. 2,759.9 million in 1983 to S/. 18,315.2
 
million as of June 30th 1986, at an annual average of 113%.
 

CIPTE's working capital (current assets less debt) has been positive, except

in 1985 when it incurred debt to finance additional fixed assets.
 

CIPTE's income derives from courses and studies. Income from courses has 
grown from S/. 3,722.0 million in 1983 to S/. 12,440.2 for the first half of
 
1986, at an average 62% per year.
 

Financial management has been very conservative, capitalizing all surpluses, 
buying real estate, keeping costs low, and incurring practically no debt.
 

2. Financial Management 

CIPTE has a basic accounting manual, but is presently implementing a fully
computarized accounting system, which will provide its management with 
accurate financial reports. 

CIPTE's administrative/financial functions are performed by three persons (a
financial/administrative director with no academic management background, an 
accountant who is not a CPA, Od an accounting clerk). Some functions and
responsibilities overlap and, thus, some internal control procedures lack 
proper implementation. An example of this is the abasence of a cashier. This
position is simultaneously performed by th. accountant and accounting clerk.
Voucher clearance and approval procedures should be tightened up, and 
financial statements should be certified by a CPA. 

If the Mission provides Grant funds to CIPTE under the Small Enterprise
Development Project, it would be prudent to request changes in such management
procedures. 
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ECONOMIC ANALYSIS l/
 

i. INTRODUCTION
 

This report is focused on the three main components of the
 
Small Business Project:
 

a) The credit program for microenterprises

b) The technical assistance program (INSOTEC)

c) Institutional representation
 

The objective of the report is to 
apply an economic analysis

approach to 
the available data and characteristics of the
 programs to approximate a cost-benefit relationship for each of
them. A cost-benefit analysis is possible only for the

microcredit component. 
 It is not possible for the other two
 
because the statistical information on the programs is

practically non-existent. The economic analysis of the

microcredit component is carried out in two phases. 
First, on
 an ex post basis to ascertain the economic impact of the

existing programs since they started. Second, on an ex ante
basis by using the findings of the first phase to project or,

better, to anticipate the cost-benefit relationships of the

future replication of this component in six secondary cities
(Esmeraldas, Ibarra, Manta, Portoviejo, Quevedo, and Santo
 
Domingo).
 

In the case of the technical assistance and institutional
 
representation components, the analysis is based on certain

general notions about the soundness of the proposed programs.
Particular emphasis is given to 
the need to implement the new
 
programs with strict devices to provide systematic evaluations
 
and an ex post justification.
 

The concept of benefit that I apply in this report is defined
in terms of the final impact on the economic development of

Ecuador, no matter how modest according to the relative number
 
of beneficiaries or as a proportion of the national levels of
economic activity. This concept of benefit implicitly covers

the economic improvements of the individual beneficiaries,

which must be directly ascertained.
 

L/ Prepared by Jorge A. Sanguinetty, Development

Technologies, Inc. under subcontract with PfP/International

(April, 1986), except as noted.
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Economic benefit or impact is measured here primarily as *the
 
value added or the increments of value added generated by
 
different interventions (credit delivery, technical assistance or
 
institutional strengthening). Other 'important measures of
 
economic impact are used in this report such as employment
 
Ceneration and investment performance. Nevertheless, in what
 
follows the emphasis is put in value added to 'illustrate some
 
important methodological issues.
 

Value added is the monetary expression or measurement of the net
 
amount of wealth created in the production process, involving
 
goods or services alike, by the participation of labor, capital
 
and natural resources. It is measured by subtracting the cost of
 
inputs (such as raw materials, supplies, the opportunity cost of
 
capital or interest rates, and productive services) from the
 

2
total value of sales. It is easier to measure value added and
 
correlate it with specific interventions, such as credit deli
very, than it is for actions on technical assistance. It is even
 
more difficult to evaluate the economic. development impact of
 
strenghtening institutional representation. This is no excuse,
 
however, to exclude this type of program from evaluation ef
forts. Too frequently, the complexities of individual inter
ventions for development purposes make us lose sight of the final
 
targets to be accomplished and the means to achieve them replace,
 
surreptitiously, the originally intended goals.
 

One factor that complicates the evaluation efforts is the lack of
 
a system to generate and record information from the beginning of
 
the implementation of development programs. Such a system would
 
not only serve for outside evaluation purposes carried out by
 
donor agencies but also for the more effective management of the
 
program by the individuals directly responsible for their final
 
success and impact. I will return to this topic more concretely
 
in the different sections of the report.
 

The three following sections deal with each of the components of
 
the Small Business Project as described above. The plan for each
 
section consists of an assessment of the antecedents available on
 
each program (ex post evaluation), followed by a discus!ion of
 
expected cost-benefit relationships (ex ante approach) and the
 
conditions to monitor and control performance to achieve the
 
desired goals. The final section is dedicated to conclusion.
 

2 The measurement of the value added may be subject to
 
distortions if the prices of the outputs and inputs
 
involved do not respond to free market forces. The
 
rigorous inclusion of these considerations would 
require a much more involved study. Some considera
tions in this regard will be made here as become 
relevant. 
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II. The Credit Program for Microenterprises.
 

Two institutions have been examined for pant performance:

Fundacion Ecuatoriana de Desarrollo (FED) and Fundacion Eugenio
 
Espejo (FEE) in Guayaquil. In both cases we focus our attention
 
on the two groups of small entrepreneurs assisted by them: the
 
individual microentrepreneur and the ones that oarticioate in the
 
solidarity groups. A third institution has been studied too in
 
order to provide some comparison elements: Fondo para la Pequena
 
Industria y Artesania (FOPINAR). In this case, only microentre
preneurs were examined.
 

Even though the performance parameters and conditions of FED and
 
FEE cannot be mechanically extrapolated to other environments,
 
the experience accumulated in these two institutions orovides
 
important clues on how to implement the next phase of the Small
 
Business Project for maximum impact. As the information avail
able for FEE is more complete and better than for FED, I will
 
start the analysis with this institution.
 

i. Fundacion Eugenio Espejo
 

A random (proportional) sample was taken to gather data on 10 
individual microentrepreneurs and 12 members of solidarity 
groups, representing, in each case, 10 percent of the total 
clientele of FEE. The data collected were originated in the 
individual files of each of the 22 sample subjects. The validity

of both samples was roughly verified by expanding the amounts of
 
the loans outstanding of the individuals in the sample to the
 
entire population in each group, and comparing them with the
 
actual volume of the loan portfolio assigned to each of the
 
groups. This simole test implies that the samples can be taken
 
as representative within an acceptable confidence interval.
 

The variables measured for each observation were the following:
 

a) Number of loans
 
b) Dates of first and latest loan
 
c) Volume of monthly sales at each date
 
d) Volume of monthly expenditures at each date
 
e) Volume of monthly salaries paid at both points
 
f) Volume of total assets at each point
 
g) Permanent and temporary employment generated
 

The level of earnings generated in the month corresponding to
 
each point in time was calculated by subtracting salaries from
 
exoenditures and then subtracting the result from sales. The
 
result includes profits as reported in the individual files
 
following the design of the forms. To arrive at the value added
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it is necessary to add the increments in assets, since the
 
purchases of merchandise or supplies are registered as general
 
expenditures. 3 The results were expanded to the size of both
 
populations and are presented in Table No. 1. The levels of
 
salaries were omitted because in many cases they were reported as
 
part of the profits ("beneficios") of the entreprise.4
 

The data in Table No. 1 show a remarkable performance in terms of
 
the increases of value added and total assets over the period for
 
both groups. The table also shows an interesting comparison
 
between the performances of the two groups. The annual rate of
 
growth in earnings of microentrepreneurs over the last 12 months
 
shown is 154 percent, while the rate for members of solidarity
 
groups is 50 percent. The corresponding figures '-,r value added
 
are 122 and 63 percent. Even deflating these figures by the rate
 
of inflation that prevailed over 1985, which was 28.4 percent,
 
the increases are significant in real terms. 5 The net increments
 
in value added compare favorably with the caoltal fund allocated
 
to both groups, which is of S/.15.6 millions. The relevant
 
cost-benefit relatiopnship to apply here, though, must include
 
the total cost of operating the credit program of FEE6 which is
 
estimated to be in the order of S/.8 millions for 1985.
 

Time did not allow to make a finer distinction between
 
fixed and variable assets, since the information in the
 
individual files was not well organized for analytical
 
purposes of this kind. The files are used exclusively
 
to examine the individual loan requests in* the back
ground of the petitioner's performance. There is a
 
significant lack of awareness of the value of the
 
information held in those files; a situation "nat can
 
be easily corrected since the personel involved quickly
 
realized the importance of the data.
 

In order to avoid a lengthy elaboration of the data,
 
the corresponding time intervals for each individual
 
file were collapsed in a single "mean" interval of
 
fifteen months, which represent the average period of
 
participation in the program of each individual
 
sampled. The dispersion from this mean value is low
 
given the short life of the program. The distortions
 
thus generated can be expected to balance out.
 

This rate of inflation is for the period January-

November 1985, as reported in Weekly Analysis, edited
 
by Walter R. Spurrier, Guayaquil, Year XV, No. 49,
 
December 16, 1985.
 

6 The estimate of 26 million Sucres were obtained by
 

multiplying by 12 the December 1985 monthly operational
 
budget submitted to the AID Private Sector Office on
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The strong growth shown by these small firms can be explained in
 
simple microeconomic theory terms. These enterprises are so much
 
starved for capital, relative to the amount of labor offered by

the entre reneur, that the marginal productivity of capital is
 
very high.' At the same time, the marginal productivity of labor
 
is very low, therefore, their potential for employment generation

will not be realized without increases in capital. However, the
 
necessary increments in capital to generate one job are still low
 
compared to the capital requirements in larger firms.
 

Under these conditions, the small firms could afford to pay 
higher interest rates for their loans. In fact they frequently 
borrow from loansharks ("agiotistas" - members of a highly 
informal financial sector) and they are still able to make a 
profit. One of the obstacles for the small firm to obtain credit 
through formal financial institutions is that the proportionally 
higher loan transaction costs do not make them sufficiently 
attractive to the banks. The fact is that the lack of flexible 
interest rates and the existent system of subsidies of interest 
rates has de _ facto created a system of credit rationing which 
victimizes the microentrepreneur. This results in the exixtence
 
of a black market for small loans, the "agiotista", who charge5
 
an interest rate much higher than the maximum allowed by law.
 

Results as these could be used to convince the Ecuadorean author
ities of the need to make financial markets more flexible. An
 
interesting illustration (though on the side of the supply for
 
funds) of what happens when markets are set free to function is
 
the recent decision of the Monetary Board to lift controls on
 
deposits of over S/.l million. The measure provoked a large
 

8
inflow of funds by the public attracted to the banks.


November 29, 1986. No other estimates were available
 
at the time of this report.
 

Nevertheless, the high marginal productivity of
 
capital may fall very fast with increases in the stock
 
of capital as a result of other "factors" of production
 
such as the basic administrative skills of the entre
preneur. This is why basic technical assistance and
 
training is essential as a complement to the credit
 
program.
 

See Week yAna L_yss of February 6, 1986. This point
 
should not be interpreted as a recommendation for
 
sudden lifts of controls. When markets are controlled
 
for a long period of time, and specially when the
 
restrictions are severe, gradual lifting of controls
 
help in preventing abrupt disadjustments, often
 
accompanied by serious political repercusions.
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Another important implication of the significant growth of these
 
enterprises is that they develop a certain ability to pay for the
 
services offered to them at a subsidized price, specially
 
technical assistance. In spite of the fact that FEE is reluctant
 
to charge higher fees for those services, the data suggest that
 
this could be feasible. Nevertheless as FEE has not been using
 
this information beyond its needs to evaluate individual loan
 
applications, it has lost sight of the economic importance of the
 
program in terms of impact, while also wasting excellent oppor
tunities to manage the program and achieve financial self-suf
ficiency and long-run sustainability.

9
 

One more important element to be noticed in Table I is the high
 
level of savings as measured by the increased in total assets, in'
 

O
absolute and in relative terms.1 As an average of total value
 
added created during the period, the rate of savings (equal to
 
investment in this case) is of 27 percent for individual microen
trepreneurs and almost 10 percent for solidarity groups. As they
 
grow, they save a higher proportion of the value added they
 
generate as shown by the incremental rate of 42 and 31 percent
 
respectively.11  Both groups generated over the last 12 months a
 
combined level of value added of 187 million Sucres, for a total
 
net increment over the 12 months previous to starting in the


12

credit program of 101 millions.
 

9 These points were discussed at length with FEE of

ficials and they showed agreement in priciple.
 

10 	 The figures may overstate this point as it was pointed
 

out to the author during the field visit that FEE
 
clients, specially merchants, tend to increase inven
tories at this time of the year (Easter). It was not
 
possible to verify the point independently. In any
 
case, even if the level of assets was unstable over
 
time, the fact remains that they show a capacity to
 
generate value added.
 

11 	 This tends to reinforce the notion of a seasonal
 

acceleration in the level of inventories.
 

12 	 The net increment is estimated by assuming that the
 

figure reported for the last month before entering the
 
program is one twelfth of the corresponding annual
 
figure. It is also assumed that that level of income
 
would have remained stagnant without participating in
 
the credit program. Given the general economic
 
conditions prevailing in Ecuador, these are plausible
 
assumptions, yet they could be verified by examining
 
the performance of a control group.
 

1

http:respectively.11
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2. Fundacion Ecuatoriana de Desarrollo
 

The corresponding data for Fundacion Ecuatoriana de Desarrollo
 
(FED) are shown in Table 2 and do not include information on
 
asset creation even though the information exists but was not
 
made available on time.13
 

The data were produced by taking random samples of individual
 
microentrepreneurs and members of solidarity groups.14 The first
 
group included a sample of 30 individuals out of a total popula
tion of 644. The second group consisted of a sample of 154
 
individuals (not groups) from a population of 2269.
 

In the FED's case we can repeat the same arguments presented
 
above regarding the ability to pay for the services, either
 
financial or technical assistance, though the results are more
 
modest for individual entrepreneurs. In fact FED charges a much
 
higher effective interest rate than the nominal rate allowed by
 
law. In this regard, it can be argued that the rates may work
 
against the best interest of the microentrepreneurs served by FED
 
since they do not have sufficient information on their finacial
 
status, to the point that excesive rates may provoke
 
decapitalization. However, the levels of earnings reported in
 
the samples do not sustain this point. On this particular point,
 
a more careful examination of the performance in asset creation
 
would be necessary. The level of assets grows at the annual rate
 
of 74 percent for microentrepreneurs, lower than for their FEE
 
counterparts, but still significant in real terms, and 54 percent
 
for solidarity groups, virtually the same as for FEE members of
 
this group. Expanding the sample to the entire population, as
 
shown in Table 2, both groups produce a combined level of
 
earnings in one year of 732 million Sucres.
 

3. Comparing the Performance in Both Institutions
 

The following comparisons cannot be interpreted in terms of the
 
relative administrative efficiencies of both institutions.
 
Though such comparison would be relevant to the scope of this
 
evaluation, the nature of the data and the characteristics of the
 
populations served by each program do not allow that exercise.
 
Table 3 shows some earnings data for individual entrepreneurs in
 
both programs. The figures for income per capita previous to
 
entry to the programs are remarkably similar at the levels of 307
 
thousand Sucres per year for FEE, and 323 thousand for FED's
 
beneficiaries. Nevertheless, the annual income per capita for
 

13 FED has more difficulties in handling the data than FEE
 

probably as a result of the number of beneficiaries
 
that they attend.
 

14 The samples were taken by the FED's personnel.
 

http:groups.14


ANNEX III. B.
 
Page 8 of 37
 

the last 12 months in the programs grows faster for FEE benefi
ciaries than it does for FED's.15  In the first case the rate of 
growth is 116 percent while in the second it is 37 percent. The 
per capita increment in annual income is accordingly higher for 
FEE with S/.297 thousand, with FED showing S/.118 thousand. With 
the current inflation rate at about 28 percent per annum, FEE's 
beneficiaries are e.periencing a real growth of 88 percent over 
the period, while FED's have a more modest 9 percent. One 
possible explanation for this differential lies on the fact that 
FEE's beneficiaries receive a much more careful and intensive 
technical assistance. The much larger number of beneficiaries 
attended by FED makes the administration of the technical 
assistance much more difficult and, possibly, less effective. A 
point to keep in mind for the improvement of these programs and
the implementation of new ones, is that adequate technical 
assistance complementing the credit delivery system may be an 
indispensable ingredient for the success of this type of inter
vent ion. 

Table 4 shows the same type of comparison for members of solida
rity groups. An important distinction must be made in this case
 
about the characteristics of the clientele of each institution
 
before they join the programs. The per capite annual income of
 
the FEE's beneficiaries before receiving the loans is 527
 
thousand Sucres, while the corresponding figure for FED is of
 
only 88 thousand, or one sixth of FEE. The FEE's solidarity
 
group beneficiary starts with a level of earnings that is roughly
 
4 times the legal minimum wage in Ecuador (excluding benefits
 
which are around 60 percent of the base salary). During the
 
first 12 months in the program, FEE's beneficiaries increase
 
their percapita income in 25 percent, which, if deflated, shows
 
no real growth, rather it shows a deterioration in their eccnomic
 
condition. The situation improves if we take the last 12 months
 
reported, as shown in the Table. In this case, the annual rate
 
of growth is 39 percent in income per capita, representing, in
 
real terms an increment of 11 oercent. FED's beneficiaries
 
experience a growth rate in per capita terms of 54 percent,
 
explainable by their much lower starting point. This represents
 
a real growth rate in per capita income of 26 percent annually.
 

4. The FOPINAR's experience.
 

15 	 This method overestimates in about 18 percent the
 
performance of FEE's beneficiaries as a result of the
 
time aggregation performed. If instead of using the
 
last 12 months, the first 12 had been considered, the
 
growth of FEE's beneficiaries would come out lower.
 
The performance of FED's beneficiaries would not suffer
 
any variation if the second method had been followed
 
since, coincidentally, the aggregation of the different
 
individual files turned out to be exactly 12 months.
 

/'
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A random sample of 11 FOPINAR's microentrepreneurs was taken
 
to compare their economic performance with their counterparts in
 
FEE and FED. In this case, the value added of the firms sampled
 
grows at a combined rate of 127 percent per annum, or 99 percent
 
in real terms. The corresponding figures for FEE's microentre
preneurs are 122 and 94 percent. As explained' earlier, value
 
added figures were not available at the time of this report for
 
FED's beneficiaries.
 

Comparing average firm sizes, before joining the programs,
 
between FOPINAR and FEE we find that the former, in terms of
 
volume of annual sales, produces S/.I.03 million, and the latter
 
S/.866 thousand. This remarkable similarity suggests that
 
perhaps the microenterprises of FEE are not too far from gradua
tion. Unfortunately, the scope of work and the time allocated to
 
this report does not allow me to investigate the differences in
 
profiles between both groups of firms. The comDarison of FED's
 
profiles would be equally valid.
 

Table 5 is included to illustrate a point regarding the vaciation
 
in the proportion of value added per Sucre of investment accross
 
provinces. This coefficient can be used as a gross measurement
 
of the expected effectiveness of the new microcredit programs in
 
the six secondary cities proposed for the next phase of the
 
project. The mean value is 1.46 and the values for three of the
 
provinces where four of the proposed cities are located are below
 

16 
this mark. There are two cities in provinces with values above
 
1.46: Quevedo and Santo Domingo. This could signal that the
 
replication of the microcredit program in the four cities with
 
lowest values may be less effective due to local economic
 
conditions, therefore, due care should be given in these cities
 
to the organization of the institutions in charge of the promo
tion of the corresponding programs. It must be noticed though,
 
that Guayas, where FEE is located has a coefficient of 1.32 while
 
Pichincha, where FED operates, has a value of 2.17. These
 
apparent inconsistencies do not invalidate the notion that the
 
coefficients must be taken as a warning about local economic
 
conditions.
 

5. Some Issues in the Existing Microcredit Programs.
 

16 CITIES PROVINCES
 

Esmeraldas Esmeraidas
 
Ibarra Imbabura
 
Quevedo Los Rios
 
Porto Viejo Manabi
 
Manta Manabi
 
Santo Domingo Pichincha
 

(Santo Domingo lies in a new province now.)
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One of the central objectives of these programs is to
 
"graduate" their beneficiaries to the "formal" credit system or
 
commercial banks. 17  In this regard, the record until today is
 
rather disappointing. Only 5 individuals from FEE have been
 
"presented" to banks, but there is informatign to ascertain
no 

their performance. There is no record of graduation from FED's
 
beneficiaries. The fact is that such graduation will not take
 
place until the banks accept these new clients on a regular
 
basis. At this point it is possible to say that there is a
 
serious graduation-acceptance gap which jeopardizes the entire
 
objective of the programs in terms of long-term sustainability of
 
the beneficiaries' economic (and social) improvement. The
 
beneficiaries seem to be using the programs in an effective way,
 
but they have developed, as is to be expected, a dependence on
 
credit for their growth as any other enterprise. It seems that
 
the graduation parameters were not properly designed in these
 
programs, which implies that if credit does not continue to be
 
made available to the beneficiaries, they may regress all the way
 
to where they were before joining the programs.
 

The Credit Guarantee Corporation that has been implemented to
 
guarantee loans through the commercial bank system does not seem
 
attractive enough to the banks. Only one bank in Guayaquil is
 
willing to consider microenterpreneurs for graduation. The bank
 
has allocated only S/.2 million to this program but is not
 
interested in the credit line since they consider it too cumber
some from an administrative point of view. All this suggests
 
that the real issue of graduation is not simply the perception of
 
risk by the banks as much as the transaction costs involved in
 
handling small loans. If this consideration is correct, the
 
credit programs should continue serving the microentrepreneurs to
 
help them grow until they can handle larger amounts of credit.
 

The immediate implication of this is that the credit delivery
 
institutions must become self-sufficient in order to offer their
 
services for longer periods of time. Unfortunately, the manager
ial arrangement of the existing programs and their own philosophy
 
about the programs they administer does not seem consistent with
 
that gcal. FEE and FED seem to see, themselves as social (or
 
implicitly charitable) organizations, without a convincing
 
commitment towards making a lasting and sustainable impact on
 
economic development. The proof of this is their neglect of
 
having monitored their own operations in terms of more definitive
 
forms of impact. Partial indicators of impact such as number of
 
loans delivered, number of beneficiaries served, and amounts of
 

17 Only individual microentrepreneurs are targeted for
 

this "graduation", not members of solidarity groups,
 
who could do it at a later stage if they join the
 
program as individuals.
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money transfered become the final targets of the projects,
 
detracting from their original development goals. If this
 
continues, the institutions themselves become the actual benefi
ciaries or clients of AID's interventions and not the individuals
 
we intend to serve. FED's case is more complicated because of
 
the recently reported internal problems and the generalized
 
perception that it is contaminated by too much political inclina
tion.
 

Nevertheless, the situation seems to be manageable towards a more
 
efficient operation if some appropiate decisions are made and
 
implemented. An indispensable element is that the personnel in
 
charge of these programs become aware of and finally committed to
 
the principle of financial self-suffficiency and economic sustain
ability of their own institutions and their beneficiaries.
 

Another important issue is the question of employment genera
tion. In this retard we should distinguish the direct employment
 
from the indirect employment generated by the microcredit
 
programs. The former is the employment generated by the benefi
ciaries themselves through their own enterprises. This is,
 
obviously, easier to observe, though not as easy to measure
 
because of lack of reliable statistics to distinguish between
 
full-time and part-time or temporary workers. The latter is the
 
employment generated by the increase in effective demand from the
 
developing enterprises in terms of the increase in their pur
chases (intermediate goods), and also according to the increases
 
in purchasing power of the owners (cosumption goods). This
 
indirect generation of employment is difficult to measure and
 
recuires more elaborate methods of investigation.18 In what
 
follows, I will only refer to the direct employment.
 

The record for FEE's microentrepreneurs shows only 9 full-time
 
positions created, and a net loss of two part-time jobs in the
 
sample of 10 described above. If expanded to the entire popula
tion, it means a total of 90 jobs. The very scant information on
 
salaries suggest that these individuals are paid at a level
 
higher than the minimum wages, though there is no evidence of
 
these salaries being paid within the legal conditions establisheu
 
by the Ecuadorean labor codes. In anty case, the record is not
 
bad since it means that each enterprise, besides maintaining the
 
employment of the owner, is creating almost one more job. FEE's
 
members of solidarity groups in the sample only created 2
 
full-time positions. Expanded to the population this would mean
 

One method would be input-output analysis. However, in
 

the case of activities in the informal sector, which
 
are not generally included in input-output tables, the
 
application of this method presents additional dif
ficulties.
 

1 
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a total of 20 jobs. No part-time jobs were reported for the
 
sample.
 

Unfortunately, the data for employment generation in FED's
 
microenterprises and solidarity groups is too inconsistent to
 
make any analysis. The most important contribution in this
 
regard could be the stability of the self-employment generated
 
by their beneficiaries whose numbers are significant. Never
theless, it would be advisable that better information be
 
registerd on this factor.
 

With respect to full-time employment generation, the FOPINAR
 
sample reflects the creation of 10 jobs, while FEE creates 9.
 
These figures correspond to a total initial employment of 30 jobs.
 
in the FOPINAR sample and 17 for FEE. The employment generation
 
for FOPINAR is clearly slower despite its slightly higher rate of
 
growth. It can be argued that this apparent slowdown in employ
ment generation results from the realctance of entrepreneurs to
 
hire more workers as they grow. This is consistent with the
 
findings of our report of June 1985, in which 46 percent of the
 
entrepreneurs interviewed declared that they would not hire more
 

1 9
labor if sales increased steadily and significantly. The
 
reasons for this are in the existing labor code and regulations
 
which increase the entrepreneurs' uncertainty about the ultimate
 
price for labor they may be forced to pay (including strikes),
 
specially if they get to have 15 workers when, according to the
 
law, the workers may organize a union. Even though the enter
prises included in the samples are still small in terms of number
 
of workers, some start in these two credit programs with as many
 
as 7 workers (FOPINAR) and 6 (FEE),
 

r. 
 -he Replication of the Microcredit Programs
 

The considerations made in the orevious section are particu
larly relevant for the replication and expansion of the micro
credit programs in other cities. One critical issue (that goes
 
beyond the identification of the institutions that will be in
 
charge of installing and administering the new programs) is what
 
kind of personnel will be assigned to the different tasks and how
 
will they be selected. Conducting a bost-benefit evaluation on
 
an ex ante basis can always determine the feasibility of projects
 
on caper. Something else is to materialize the results of the
 
evaluation. In order to achieve this it is necessary to install,
 

19 See .7orge Sanguinetty, Albert Berry and Augusto de la 

Torre, A Small Enterprise Development Program for
 
Ecuador: Economic Background Paper, page 23, Partner
shio for Productivity/International, Washington, D.C.,
 
June 1985. The survey consisted of 200 interviews
 
(after attrition) in the cities of Quito and Guayaquil.
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at the beginning of the project, a system to monitor its perfor
mance. Such a system has the double advantage of producina a
 
regular flow of information that serves for the day-to-day
 
management of the operation, while satisfying the needs for
 
external evaluations. This would provide evaluators to do a more
 
thorough job by spending less time digging up the necessary
 
data. The system, when professionally installed, _an be very
 
inexpensive, and its advantages significant. I will return to 
this topic in the section of conclusions and recomendations.
 

At this point it appears that the replication of the microcredit
 
program in other cities should be carried out whithout abandoning
 
the existing programs before they achieve success in terms of
 
self-sufficiency and sustainability. If we are not sure of the_.
 
long run feasibility of the existing programs, how are we going
 
to guarantee success elsewhere?
 

The graduation-acceptance gap mentioned above indicates that the
 
final success of these programs depends on a more protracted

attention of the beneficiaries. This does not only involve
 
credit delivery, but technical assistance as well. FED reports
 
that their beneficiaries have difficulties in handling and paying
 
off loans greater than S/.40 thousand due to their limited
 
entrepreneurial sophistication. if technical assistance is 
a
 
bottleneck hidden behind the credit availability bottleneck, it
 
must be developed at a level consistent with actual graduation or
 
acceptance by the commercial banks, and this takes time. This
 
does not seem to be taking place in FED. FEE seems to be closer
 
to this goal since they report some entrepreneurs succesfully
 
handling loans of S/.200 thousand.
 

Self-sufficiency and sustainability at both levels (the institu
tional and the individual beneficiary) is also necessary to allow
 
these programs to reach increasingly larger numbers of benefi
ciaries. The first priority is clearly to guarantee the effi
ciency of these programs, but at their current level of opera
tions, their contribution to the economic development of the
 
country is negligible. We must keep in mind that one of the main
 
rationales in the design and installation of the microcredit
 
programs is the relatively large size'of the informal sector in
 
the Ecuadorean economy. Consistently, the initial stages in the
 
development of the programs must envision wider horizons in terms
 
of the replication of the programs elsewhere, as is being
 
planned, and the expansion of the current and future ones.
 

Another element to take into account in the next phase is the
 
size of the markets in the intermediate cities. The benefi
ciaries of FEE and FED enjoy the access to the markets of
 
Guayaquil and Quito, respectively. Smaller markets represent
 
less opportunities and more constrained opportunities for
 
growth. Besides, the graduation-acceptance gap described already
 
may be wider in intermediate cities as a result of limited
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availability of credit and the existence of more conservative
 
banking practices. If this notion is correct, it implies that
 
the length of time to graduate entrepreneurs will be much
 
greater to achieve the sustainability of the beneficiaries in
 
the long run.
 

7. 	 Cost-Benefit Analysis of a Micro Credit Program in One
 
City 20/
 

Table 6 presents the ratio of discounted benefits to costs for
 
two cases which correspond to the low case (240 clients in all
 
years) and the high case (240 clients in year one, 480 in year

two, 	and 720 in years three through five) posited in the
 
financial analysis of the new micro credit programs. Benefits
 
(value added) are taken from the FED data which are the most
 
complete. Benefits are net only in the sense that, as shown in

Table 5, they consist of the increment in value added over the
 
level of value added reported by the FED clients for the month
 
prior to entering the credit program. That is, in the absence
 
of a control group or a longer base period over which to
 
measure the firms' ex ante performance, it is assumed that the
 
credit program accounted for all real growth in value added.
 
In fact, it is quite likely that the firms would have grown in

real term without the program. However, the observed real
 
growth rates for the FED clients, as discussed above, far
 
exceeded the real annual growth of the manufacturing and
 
service sectors (1.84% and 3.0%, respectively) during the same
 
period. Thus, a considerable portion of the real growth of the
 
FED clients can be reasonably attributed to the program. No
 
benefits accrue in the first year of the Project while the
 
programs are in formation. Operating and loan fund costs were
 
taken from the financial analysis models. Technical assistance
 
costs were derived from the Project budget. All values were
 
deflated to end-of-year 1984 terms.
 

Over a five year period of the analysis, the low case yields a
 
discounted benefit-cost ratio of 1.77; for the high case it is

3.00. Given the methodological deficiency noted above, it is
 
important to test the sensitivity of the results if it is
 
assumed that only a portion of the increased value added can be
 

20/ This section and the related cost-benefit analysis
 
were prepared by Mission staff on the basis of the data
 
compiled by Sanguinetty.
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attributed to the credit program. 
The sensitivity analysis

shows that, in the low case, the program remains economically

feasibl, when benefits are reduced by up to 40 percent. In the
 
high case, the benefits can be as low as 33 percent of the

observed net increment for the FED program and the program

remains economically justifiable.
 

Table 7 presents estimates of the employment ind value

added impacts for the low, medium, and high membership cases

developed in the financial analysis.
 

IV 
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TABLE No.:
 

MICROENrERFRI SES AND SOLIDARITY GROUPS. FUNDACION ESFEJO.
 

ESTIMATED ECONOMIC PERFORMANCE 

(In Thousands of Sucres) 

EARNINGS TOTAL ASSETS VALUE ADDED
 
MONTH MIC. S.G. MIC. S.G. MIC. S.G. 

0 2555 5266 :7370 3140 
.27 54,8 :33: ,4'7 4153 5785 

2 2984 5636 40206 385) 4427 6009 
-:-224 5871 41703 4263 4722 6244 

4 7484 6033 4:257 4721 5038 6490 
5 3765 6241 44:36- 5228 5376 6748
 
6 4069 6457 46579 5789 5740 7018 
7 4397 6680 48273 6410 6130 7301 
8 4751 6911 50071 7098 6549 7599 
9 5134 7150 51936 7860 6999 7911
 
1) 5548 7397 52:871 8703 7483 8240 
11 5995 7652 5587S 9637 8002 8587 
12 479 7917 57959 10672 8560 8951 
13 7001 8191 60118 11817 9160 9336 
14 7566/ 8474 62357 13085 9805 9742 

'15 9176 8766 6468 14490 10498 10171 

TTTAL 15 !ONTHS 717.3 104783 102643 11613: 

'ONTHLY RATE OF 3 ,"7 3.45 T.72 10.74 6.88 4.15 
GROWTH (K) 

LAST 12 MONTHS 66365 87868 89341 98094 

ANNUAL RATE OF 154 50 55 240 122 63 
GROWTH 0") (1) 

NE INCREMENTS -7008 25793 27010 11350 =4318 31143 

,.'FF'GE IrNVESTMENT 2!J.61 ?.77 
(SAVINGS) RATE (7.) 

!NCREMENTAL INVEST- 42.46 30.56 
MENT RATE (K) 

'1) cntn 15 di'./d-d by montri 3 
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TABLE No. 2
 

MICROENTERPRISES AND SOLIDARITY GROUPS.
 
FUNDACION ECUArORIANA DE DESARROLLO.
 

ESTIMATED ECONOMIC PERFORMANCE
 

(In Millions of Sucres) 

EARN I NGS 
MONTH MIC. S.G. 

0 17. 329 Iq9.990 
1 18.148 207.315 
2 
3 

19.005 
19. 903 

214.908 
222. 779 

4 20.843 230.939 
5 21.S27 239.398 
6 22.858 248.166 
7 23.9:3 257.256 
8 25.069 266.678 
9 26.253 276.446 

10 27.493 286.571 
11 28.792 297.068 
12 30.152 307.948 

TOTAL 12 MONTHS 284. 282 3055.472 

MONTHLY RATE OF 4.73 3.66
 
GROWTH K%)
 

ANNUAL RATE OF 74 54
 
GROWTH (%) (1)
 

NET INCREMENT 76.Z34 655.596 

(1) Month 12th divided by month zero.
 

'SOURCE: Fundacion Ecuatoriana de Desarrollo
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TABLE No. 3
 

CC4PARATIVE EARNINGS PEFORMANCE OF MICROEMIMRPRISES 
(In Thousands of Sucres) 

Fundaci6n Eugenio Fundacidn Ecuatoriana 
Espejo de Desarrollo 

Number of Beneficiaries 100 644 

Previous Total Annual 
Income (1) 30660 207948
 

Per Capita Annual Income 307 323 

Annual Income of last 
12 months in program 66364 284282 

Per Capita Annual Income 
last 12 months 664 441 

Percentual increase in 
for Capita Income 116 37 

Increment of Income over 
previous year 35704 76334
 

Per Capita increment in 
Annual Income 297 118 

(1) 12 Times last monthly income reported before entering the Program. 
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TABLE No. 4 

CMPARATIVE EARNINGS PEIFFOM M CF SOLIDARITY GCMS 
(In Thousands of Sucres) 

Fundaci6n Eugenio Fundaci6n Ecuatoriana 
Espejo de DLsarrollo 

Number of Beneficiaries 120 	 2269 
Previous Total Annual 

Income (1) 	 63192 199990 

Per Capita Annual Income 527 	 88 

Annual Total Income of 
last 12 months in Program 732 136 

Percentual Increase in per 
Capita Income 39 54 

Increment of Income over 
previous year 24676 	 107954
 

Per Capita Increment in 
Annual Income 206 48 

(1) 	 Assuming previous annual income was 12 times last monthly income 
reported before receiving first loan. 



PROVINCE 

Azuay 


Caftar 


Carchi 


Chimborazo 

El Oro 


Esmeraldas 


Guayas 


Imbabura 


Loja 


Los Rios 


Manabi 


Morona Santiago 


Napo 


Pichincha 


Tungurahua 


Zamora Chinchipe 


T 0 T A L S 


Investment 

8938 


742 


854 


3037 


3850 


242 


1840 


4373 


7540 


507 


833 


2694 


1075 


7983 


1570 


429 


46507 


TABLE No. 5 

MICROENTEPRISES FUNDED BY FCPINAR 

ESTIMATED ECONCMIC PERFORMANCE 1985 
(In Thousands of Sucres) 

Increment of Eriployement
Credit Value Added Generated 

5149 14777 25 


315 694 3 


603 787 5 


975 2005 3 


2842 3599 i0 


174 320 1 


1250 2180 5 


2334 5815 35 


5004 11066 44 


380 975 2 


602 640 2 


1012 1768 7 


677 4966 9 


5209 17342 47 


854 1114 4 


322 N.A. 2 


27702 68048 204 


bucres Lnv. 
per sucre 
of credit 

1.74 


2.35 


1.42 


3.11 


1.35 


1.39 


1.47 


1.87 


1.51 


1.33 


1.38 


2.66 


1.59 


1.53 


1.84 


1.33 


1.68 


increment or 
V.A. for 

sucre invested 

1.65 

0.93 

0.92 

0.66 

0.93 

1.32 

1.18 

1.33 

1.47 

1.92 

0.77 

0.66 

4.62 

2.17 

0.71 

N.A. 

1.46 0 
o to 

SOURCE: Fondo para la Pequef-a Industria y Artesanfa (FCPINAR). 
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Cost per prcqramlyear (S/.) 8,160 

I,' - BENEFIT ANALSES 

L", . ..- -10.0%. 

r,=,-,t ']-. M,E "I!I 

Yer 

.0 ciiEnts tcumulative) 
1 
0 

2 
240 

3 
240 

4 
24') 

5 
240 

NPV 

Totl beneitS (value added) 0 31,592 31,592 31,592 31,592 91,039 

Losts: 
cpratnq 
Fl:e assets 
Lo; fund 
External technical assistance 

To 

6,412 
3,574 
5,507 
8,160 

23,653 

5,623 

8,160 
13,783 

4,876 

8,160 
13,036 

4,b44 

4,080 
8,724 

4,540 

4,540 51,465 

Benefit/cost ratio 1.77 

CASE I1I HIGH MEM1BERSHIP 

Ye ar 
No. ol clhents (cumulative) 

rotsi tenelits (value added) 

1 
0 

0 

2 
240 

31,592 

3 
480 

63,184 

4 
72(1 

94,777 

5 
720 

34,777 

NPV 

197,163 

.*osts: 
rpertn1 

.t ssets 
Loan iund 
E:!Ernal tecrnncal assistance 

ictaI costs 

6,430 

3,574 
5,507 
8,160 
23,671 

6,312 

69 
5,507 
8,160 

20,048 

6,736 
66 

5,507 
8,160 

20,469 

7,091 
28 

4,C80 
11,199 

7,292 

49 

7,341 65,674 

Benefit/cost ratio 3.00 
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Sensitivity Analysis
 

Banefit Benefit/Cost Ratios
 
Weight Case I Case II
 

1.77 3.00 
I00.OX 1.77 3.00 
75,0% 1.33 2.25 
65.0% 1.15 1.95 
S.0X 0.88 1.50 
33.0% 0.58 
25, .4% 0,44 

0,99
0.,75 

finq 
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III. The Technical Assistance Component (INSOTEC).
 

A cost-benefit analysis of this part of the,Small Business
Project is not feasible at this point due to the lack of basic
information on past achievements or future projections'

INSOTEC has never functioned with a criteria focused on 
the
economic development impact of its interventions on industrial
sectors or individual firms. 
 They perceive their successes
through the acceptability of their services by the'trade
associations served with technical assistance, but those
 
impacts are not documented.
 

The best argument for their importance in the Small Business
Sector Project must be found indirectly by the importance of
the technical assistance in other interventions, such as the
one carried out by Fundaci6n Espejo. As discussed previously

in this report, the higher differential impact of the credit
 programs for individual microentrepreneurs of FEE in relation
ot their FED's counterparts can be attributed to the greater
intensity of these services in the 
case of the former
institution. 
We must keep in mind the reports from FED
pointing out the relatively low capacity-of their beneficiaries
 
to handle loans beyond S/.40 thousand, and the generalized
notion that this low performance ceiling results from lack of
complementary basic training. 21
 

The cost-benefit analysis of INSOTEC's project is, in any case,

difficult to carry out because, as 
many non-for-profit
organizations do, they assume the intrinsic developmental value
of their actions, which they measure by the number of
interventions, length of their duration, amount of resources
allocated, and number of beneficiaries served. 
 This approach
confuses costs with benefits, and forces donors to allocate
funds on the basis of faith alone. Yet, the fact remains that
economic evaluations of impact are inescapable, not only from
the point of view of the needs of donor agents, but because
regular and rigorous economic evaluations are an indispensable

instrument to monitor the efficiency of this type of
 
intervention. 22
 

21 The concept of training applied here consists of

the non-formal kind especially designed to satisfy

the most basic and practical needs of
 
microenterprises.
 

22 
 The author discussed these concepts with INSOTEC's
 
official and they expressed their agreement with
them and their commitment to take appropriate

actions in the future to correct the situation.
 

http:intervention.22
http:training.21
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In lieu of a formal cost-benefit analysis, a literature review
 
was conducted to determine the economic results of small
 
enterprise technical assistance programs elsewhere. The review
 
covered 23 studies which are listed in the bibliography at the
 
end of this Annex and referenced by number ii.the following
 
summary of the literature review.
 

Many studies of small-scale businesses have noted the problems

caused by the lack of managerial and tecnnical skills on the
 
part of their owners (719). To promote the productive use of
 
the financial resources, small enterprise credit programs

frequently contain a technical assistance component (1). In
 
fact, many programs require participation in the training

component as a condition for credit approval (4,9). Some
 
agencies provide free technical assistance; others charge a fee
 
for service (1).
 

Technical assistance programs traditionally have included
 
training in financial recordkeeping and management advice.
 
Managerial training may incl marketing, procurement,
'e 


supervision of employees, ora.nization of production and use of
 
credit (8, 23). Training has been offered through courses,

through solidarity groups and through visits to individual
 
places of business (2).
 

Evaluations of credit delivery programs have produced mixed
 
reviews on the value of the technical assistance components.

Some studies have brought into question the efficacy of
 
training by noting that many of the entrepreneurs do not
 
continue with techniques that they have learned once credit is
 
approved or the classes end (13,20).
 

An evaluation (2) of the Brazilian agency, UNO, gave particular

attention to the technical assistance component because of its
 
prominence in the agency's operating budget (approximately 30
 
percent), its potential for increasing production and
 
productivity, and its standard inclusion in most small business
 
credit programs. The author found that the courses and advice
 
offered by UNO seemed to have little impact on their clients;

attendance at courses and seminars was poor and most business
 
owners did not adopt suggested recordkeeping procedures.
 
Interviews with the agency's clients re7ealed 
that they had
 
found the training to be overly general rather than specific to
 
their businesses and that tne trainers to
were ill prepared 

give them the help they needed. Similar findings were reported
 
in several of the other evaluations covering projects in Africa
 
and the Caribbean (9,11,12,13).
 

The author of the UNO evaluation suggests that some of these
 
mistakes might have been avoided if 
there had been client
 

ti 
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participation in the program design for 
the technical
 
assistance component. 
A World Bank review of strategies for
bolstering the private sector 
(11) offered the following

suggestions for enhancing the usefulness and acceptance of the
technical assistance components of small enterprise development
 
projects;
 

1. Technical assistance should be specializeq rather than

trying to cover 
all areas and should be appropriate to the
 
level of the enterprise. 
 (For example, double-entry

bookkeeping may not be needed by 
a Caribbean street hawker to

know how his business is doing, but is a necessary and useful
 
management tool for 
a business owner approaching "graduation"

from a credit program.)
 

2. Trainers should be competent in the skills area they
 
are teaching.
 

3. Recipients of the training should be represented in
 
the management of the program.
 

4. Market rates should be charged for training and
 
extension services as a test for 
their usefulness and to ensure
 
that the demand for them exists.
 

Evaluation studies discuss two aspects of project performance

to be monitored and evaluated, the internal and the external
 
(1,4). Internal monitoring (i.e., the efficiency of the

performances of the donor agency, the implementing institution

and the participating small enterprises) is 
important and
 
necessary, particularly in the early institution-building

stages of a project (12). However, 
cace must be taken that
internal efficiency is 
not used as the measure of impact or the
 
project becomes an 
end in itself rather than a method for

effecting changes in employment and income in the community

(1,2,14).
 

Extensive efforts have been made by donor agencies and home
 
country governments to single out effective technical

assistance interventions from among the many small enterprise

projects and, by examining their benefits and costs, to
identify the elements necessary for replicating the successful
 
ventures (2,4,11,20). Difficulties in achieving this goal

arise from conflicting points of view about what success is and
from complexities associated with the monitoring and evaluation
 
process: 
 what is to be measured 
(i.e., what are the benefits
 or 
impacts to be expected from technical assistance) and how is
the measurement to be done 
(i.e., how are these benefits to be

quantified). 
 The evaluation literature associated with small
enterprise technical assistance offers a range of expectations

about benefits and impacts, from the acquisition of bookkeeping
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skills to an improved quality of life through enhanced
 
self-esteem (1,4,10). Recommendations are made that every

project needs a data-collection system, relevant to the
 
objective of the project, to monitor its work and to determine
 
the impact of its effort (1,4,15). However, the reality is
 
tnat few micro enterprise projects have good monitoring systems

in place or integrate them into decision-making and evaluation
 
processes. 
As an author of one of the recent evaluations
 
noted, "measuring the true influence of technical assistance is
 
a slippery business" (Kilby, 9, p. 119).
 

The diffi -ulties caused by the multiplicity of approaches to
 
determining the results of development interventions is
 
reflected in the following excerpts from two recently published

(June and July 1985 respectively) USAID special evaluation
 
studies "on the role of priva-e voluntary organizations and the

development of PVO small-scale enterprises" (8,9). One of the
 
findings of the first report, a multiple-project evaluation
 
study, (9) reads as follows:
 

Despite the intuitive appeal of technical assistance as a
 
means of strengthening the managerial and technical
 
capacity of borrowers, the records in these projects and
 
elsewhere is that such assistance does not reduce
 
production costs or permit more rapid expansion for the
 
vast majority of its recipients. On the other hand, by

adding substantially to costs, technical assistance
 
worsens the benefit-cost ratio.
 

Yet, the following observation about the value of technical
 
assistance was made in the second study (8) under the heading

of What Works to Produce Benefits:
 

Technical assistance (training and extension services) can
 
be an integral part of small-scale enterprise projects.

Such assistance is most effective when it is carefully

tailored to specific needs, limited in scope and duration,

and carried out by individuals with skills appropriate to
 
the specific tasks at hand.
 

A recent evaluation by Robles (16) has produced evidence of
 
economic impact on the beneficiaries of,technical assistance in
 
Panama in the USAID/APEDE (Asociaci6n Panamefta de Ejecutivos de
 
Empresa) project. In a sample of 115 small entrepreneurs in
 
APEDE's training program it was found that 90 percent of the
 
respondents stated that the program was beneficial to them, and
 
93 percent stated that the program had definitely improved

their businesses. The number of employees grew from 570 before
 
starting the program, to 668 after participating, or an
 
increase of 17 percent. The corresponding increase in monthly
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gross sales totaled $269,190, or 30 percent, while the

increment in 
total assets was 26 percent on an initial level of
 
$3.5 million.
 

This program, however, had difficulties in terms of financial
 
self-sufficiency, in spite of the growth that their
 
beneficiaries experienced. 
 The report by Robles (16, p. 56)

states that "no training program for small business
 
entrepreneurs, or 
any small business development project for

that matter, by a non-profit organization has to date been
 
known to have ever reached self-financing status." This seems
to result more from the managerial deficiencies of the
 
promoters and the design parameters of the projects than from
 
the economic benefits that the programs produce.
 

In summary, the available research does not produce sufficient

evidence about the impacts, positive or negative, of technical

assistance on small scale firms. 
 The partial evidence suggests

that well-designed technical assistance programs for
 
small-scale enterprises may be'justified on a strict

cost-benefit relationship. This could serve as 
the base for
 
the financial self-sufficiency and long-run sustainability of
 
these programs.
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IV. The Institutional Representation Component
 

My ideas on this component are based exclusively on personal
 
interviews. No information on past or future economic impact of
 
this program is available. It is assumed that the strengthening
 
of institutional representation of trade associations will
 
contribute to the economic improvement of their members, while at
 
the same time producing a positive impact on the economic
 
development of Ecuador. instead of providing an economic
 
analysis of what has happened, I am limited to offer some views
 
on the conditions that must be fulfilled for this component to...
 
achieve its developmental impact or, in other words, to help in
 
making a future cost-benefit analysis show positive results.
 

In this project, we must distinguished between the benefits to
 
the beneficiaries (private benefits) and the benefits to the
 
national economy as a whole (social benefits). Institutional
 
strengthening is a necessary condition for economic development
 
if envisioned as capable of creating mechanisms that will help
 
private entrepreneurs to organize themselves in a more effective
 
ways to obtain:
 

a) More access to credit institutions
 
b) Technical assistance to improve their productivity
 
c) Political influence to lobby for free market practices,
 

less bureaucracy and sound economic policies
 
d) Better information on business opportunities at home
 

(investments) and abroad (exports, not capital flight)
 

Yet, institutional strengthening can be a double-edge instrument.
 
If carried out for the private benefit of the associations (their
 
leaders or individual members), without a firm committment
 
towards the public good, it can produce some undesirable effects
 
such as:
 

a) 	Political influence to lobby for subsidized interest
 
rates, restrictions to market entry, protectionism, and
 
unfair tax exemptions.
 

b) Monopolistic practices (cartejs) such as collusion and
 
price fixing
 

c) Monopsonistic practices to control supplies and hiring
 
of workers
 

d) The use of the associations by their leaders for their
 
exclusive political advantages
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There is enough anecdotic evidence to believe that those devia
tions can be a plausible threat to the original goals of this
 
project. For instance, entrepreneurs in different regions 'tend
 
to organize "Cooperativas de Acopio" under the excuse of stabili
zing prices and supplies, but ending in reducing, competition in
 
the factor markets and paying prices below the actual social cost
 
of what they buy. Another frequent case is the small scale
 
industry members pressing for subsidized loans from the govern
ment, despite the fact that many deviate those loans for purposes
 
different from the original objective. Their claim clashes with
 
the evidence shown in this report regarding the ability of
 
microentrepreneurs to pay for high interest rates (FED) and still
 
grow.
 

The question is how to manage institutional strengthening towards
 
the social benefit and away from the undiserible outcomes. The
 
answer is, again, in the appropiate monitoring of the project
 
while under execution and since it starts. It is not enough to
 
formulate the targets of this project solely in terms of the
 
numbers of institutioned being strenghtened or the increases in
 
membership. Not even the achievement of financial self-suf
ficiency of the associations is a valid final target to ascertain
 
their contribution to the economy.
 

It is obvious that measuring economic impact in this type of
 
project constitutes an elusive proposition; yet, it is achievable
 
by a system similar to the one proposed above for the INSOTEC's
 
actions. Simple- surveys can be applied from time to time to
 
examine the economic evolution of the beneficiary sectors.
 
Nevertheless, the surveys would have to look upon possible
 
negative externalities such as monopolistic practices and actions
 
that introduce distortions in the rest of the economy.
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INSTITUTIONAL ANALYSIS 

A. Technical Assistance Services Component / 

This component will be implemented by the Institute for Socioecononric and
Technological Researcn (INSOTEC). This section of the Institutional Analysisexamines the three main institutional providers of technical assistance to
enterprises, as identified in the baseline studies for the Project, and

concludes with the justification for selection of INSOTEC.
 

1. CENAPIA 

Created in 1975 under the Ministry of Industry and Economic Integration(MICEI), CENAPIA is the primary government institution responsible for thesupervision of loans from the Central Bank's Fondos Financieros and theprovision of complementary technical assistance to these credit
beneficiaries. CENAPIA has delivered technical assistance services primarilyvia seminars on management, production, and marketing and through follow-up
in-plant consulting to individual entrepreneurs. 

Credit supervision is the primary basis for determining technical assistancerequirements. CENAPIA also carries out feasibility studies and studies on newlines of investment. Twelve seminars were carried out in 1984, and 26 will beconducted in 1985 for small industry. An additional 18 seminars will be
conducted for artisans in 1985. 

Despite its regional presence, the quality of services delivered by CENAPIAhas not been satisfactory. Though CENAPIA has over 80 employees, only sevenprofessionals are technical assistance resource personnel  three for smallindustry and four for artisans. These technical assistance staffgeneralists and are 
are 

not professionally prepared to provide appropriate
technical assistance. Very low salaries and the la"': of direction from 
management have been major disincentives. 

The regional staff lacks authority, project funds, and in many casesinitiative for technical assistance activity. Staff morale in the institution
is very low and the recent departure of several well-qualified technicians
does not bode well for the institution. 

27' From "Analysis of the Technical Assistance Component of the 

Ecuador Small Business Development Project", Cressida McKean (October 1985). 
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The institution's responsibility for monitoring 2,000 to 2,500 lo-ns diverts
 
the professional staff's attention away from technical assistance services. 
Two-thirds of CEOIA's budget comes from the Central Bank, which requests
that CENAPIA monitor these loans from Fondos Financieros. The remaining third 
comes from the general government budget. CENAPIA does not charge for its 
services. 

CEAPIA's existing infrastructure is underutilized. The demonstration 
workshops in food processing, wod products, shoe manufacturing, and 
metalwork, developed as a result of previous UNIDO project support, are 
currently not in use, given the lack of qualified technical support services
 
and the inappropriateness of demonstration equipment available. In several 
regions, problems associated with these demonstration workshops have served 
more to undermine the activity of the regional offices, rather than
 
strengthening them.
 

CFNAPIA's current director is responsive to proposals to upgrade the 
institution's technical assistance delivery capability. 
His efforts to obtain
 
financing and carry out a national survey of small industry and artisans are
 
commendable. 

In the view of many people interviewed both inside and outside the 
institution, "el problema de fondo es que hay una falta de decisi6n para que
 
sea una institucion efectiva." The 
 lack of coherent direction and vision, the 
scarcity of qualified technical personnel, and the lack of bureaucratic 
responsiveness seriously limit CENAPIA's potential as a technical assistance 
resource.
 

2. CENDES 

Created as semi-autonomous government institution in 1962 with A.I.D. support,

CLNDES has authority to provide technical and management assistance to 
industrial enterprises to increase their productivity, and to disseminate 
technical information and to promote industrial decentralization, among other
services. Each of these services is directly relevant to the needs of small 
industry. However, CENDES has a legal mandate to provide services only to 
medium and large scale industry. 

The approach to small industry assumed by CENDES staff to date has been to 
respond tu specific requests for technical assistance from small scale firms 
as they are received. However, CENDES' primary concern with the requirements
of medium and large industrial firms and with large scale investment promotion
activities appears to distort their staff's conception of "small." A working
definition of small industry within CENDES is a firm with fixed assets of
 
under US$450,500, while the definition established by the Ley de Fomento de la
 
Pequena Industria y Artesania is a firm with less than US$171,171 in fixed
 
assets.
 

CENDES' management seminars, feasibility and sector studies, and information
 
services are all services relevant to small industr-. While opinions vary,
 
the quality of these services for industry is generally considered to be
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good. However, the actual feasibility of many large scale investment
proposals has been open to question. The technical staff tends to te wellqualified and the institution is efficiently run. However, a major limitation
for small industry is the insufficient priority given by CENDES to regional
activities. 

The Cuenca regional office, with three professional staff members, whichresponsible for the provinces of Azuay, Caflar, Toja, and Zamora, lacks 
is 

decentralized project funds for technical assistance activity as well as
transportation. The staff at the regional offices in Cuenca Riobambaand areparticularly responsive to promoting technical assistance activities directed 
at small firms. However, CENDES' management is giving priority to developinglarge scale investment projects, and further decentralization of staff 
resources is not likely. 

Though reform of CENDES' statutes is not anticipated, the institution isresponsive to proposals increasedfor service delivery to small industry.
CENDES' technical expertise in sector al studies and its Servicio dernformacion T6cnica (SITE) are specific services which could be sucontracted 
to serve small manufacturing firms. 
While conflict over responsibilities with
CENAPIA might be the outcome, CENDES has potential as a technical assistance 
resource.
 

3. INSOTEC 

INSOTEC was established in 1979 as a non-profit institution largely at the

initiative of a group of small industrialists and a group of technicians and
researchers lired to the .SME sector. The principal objectives are to carryout research and train researchers, to promote the training of small
enterprise managers, to stimulate the better use of technology through

technical assistance, and to design methodologies for group oriented technical
 
assistance.
 

INSOTEC provides the following services to the small industry sector:
organizational developnent of provincial and national small industry
associations as well as artisan groups; censuses and sectoral needs 
assessments of small industry by province; and specific technical assistance 
activities.
 

These technical assistance activities include: the creation of technical

departments in the small industry associations; training programs in
industrial standards, quality control, production process analysis, productdesign, management, and cost analysis; project development for small industry
associations or groups of firms in 
a given sector, such as in the organization

of savings and loan cooperatives, and the joint purchase of fixed capitalinputs; and development of training materials in specific technical areas. 

However, these services are provided in the context of a methodology fortechnical assistance services developed by INSOTBC. 
Briefly, INSOTEC has
given priority in the initial stages to institution-building of small industry 
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associations at the provincial level primarily to develop a 
locally-based

counterpart able to mobilize the financial resources of affiliates, and to
direct and manage technical assistance activities. Seminars and follow-upproject development activities are the primary vehicle of such support. 

Regional censuses and needs assesswents of given branches of small industryactivity provide the basis for technical seminars for groups of firms in agiven industrial sector (the food products industry) for example, in such
subjects as quality control. These studies and workshops serve to developtechnical training material, e.g., a manual on the use and treatment of wood
for siall sawmilling firms. 

Apart from direct organizational and sector specific assistance toapproximately 10 provincial small industry associations, INSOTBC has organized49 seminars for approximately 1,500 small industrialists over a three yearperiod (1983-85), an average of more than 16 seminars annually. 

There is general agreement among the provincial small industry associations,
the National Federation of Small Industry, and local FCPINAR staff
knowledgeable of INSOTEC's activities that the quality of its services is goodto excellent and is ranked un-formly higher than CENAPIA. The primary commentabout INSOTEC, heard primarily from managers of the larger small firms, is theneed for more specific and specialized technical assistance. 

INSOTC's staff is capable of efficient, well-organized delivery of technicalassistance. Though staff isthe technical well educated, it is somewhat
limited in terms of specialized technical expertise and the number of 
permanent professional industrial engineers. 

The management's concern to raise the technical level and increase the numberof technical staff has led to the recent contracting of two engineers:
an industrial/electrical engineer well established 

one, 
in small industry sector;

and another, a chemical engineer with coquting expertise. Currently,
INSCTEC's permanent technical staff includes four engineers with differing
expertise, an industrial economist, and a sociologist. An important
indication of staff capability is the low turnover rate of the professional
and administrative staff. 

INSOTEC could still make usesbetter of its "installed capacity" in terms oftechnical assistance if its staff gave somewhat less attention to diagnostic
research on small industry and ffore attention to direct service delivery.
However, only limited funds have been available to INSOTFX for subcontracting
external specialists to increase technical assistance activity. 

In this regard, it is important to recognize that INSOTEC has been agile andeffective in mobilizing human resources from public and private sector
institutions. While the experience varies by sector and by province, INSOTEChas gained the collaboration of CENAPIA, thle Instituto Nacional de
Normalizaci6n (INEN), the Association of Mechanical Engineers, theengineering and business faculties of a number of universities andpolitechnics, the FOPINAR representatives of the CFN, and local management 
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consulting and accounting firms. INSOTBC has been instrumental in the designof 70 percent of the technical assistance projects approv.rd by FOPINAR in thelast two years, even though the institution presenting the request may be a
small industry association or an artisan grouping. 

Moreover, INSOIZ has the capacity to further develop its knowledge ofuniversities as a technical assistance resource base for -mall industry, as aresult of a project with (XNACYT, the national science and technologyinstitute. The project undertaken by INSOTBC is "The Relationship of theUniversity Comunity with the Productive Sector in the Small Industry Branchesof Food Products and Metalworking." An ultimate objective of this research isto present policy guidelines for the better utilization of these universityresources to serve small industry's requirements. This capacity for human 
resource mobilization is one of INSOEC's key strengths and should be built 
upon.
 

Unlike government providers of technical assistance, INSOTEC does encourage apolicy of fees for technical assistace services. Small industry associations or groups of firms are expected to cover from a nominal amount to two-thirds
of the total cost of the technical assistance provided. 

In the case of seminars, the association charges from 1,000 to 2,000 sucres per participant, often at the specific request of INSOTCE staff. In the caseof specific project feasibility studies or similar activities, the association
 covers part of the cost with affiliates' monthly contributions and other sources of revenue. This amount provided by the association is necessarilycontingent on the affiliates' ability to pay. The balance of the technical
assistance costs are usually covered by funds available to INSO'TD (usuallyone third) and other sources, such as the F(PINAR, the Banco Nacional deFomento, the municipality, etc. However, the marshalling of these financial resources has been carried out primarily by INSOTC staff, in conjunction with 
the group concerned.
 

If technical assistance service delivery by INSOTBC were expanded, it isanticipated that this system for joint coverage of the costs of technicalassistance would be continued. The group of firms would cover from one tenthto two thirds of the total cost, depending upon the firms' capacity to pay. 

A primary source of revenue for INSOTEC's technical assistance to small
industry is the German foundation, Konrad Adenauer Stiftung, which has agreed
to provide approximately $100,000 year for 1985 to 1987 for technical
 
assistance activities. 
Other revenue sources are CXNACYT, the CanadianInstitute for International Development (CIID), and other government andforeign donors which have provided funds primarily for sectoral diagnostic
studies. These diagnostic studies have formed the data base for technical

assistance activities to small enterprises. However, complementary funds for
follow-up specialized technical assistance to groups of firms have been
 
limited.
 

http:approv.rd
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4. Proosed Executing Institution and Complementary Technical 
Assistance Resources 

It is recomended that INSOT be the principal executing institution to 
manage a program of expanded technical assistance service delivery. First,
INSOTEC has an established relationship with many small industry and some
artisan associations, which perceive INSOEC as a legitimate partner worthy oftrust. Second, INSOTEC is knowledgeable about the structure of small industry
and isdeveloping increasing technical capacity to devise appropriate,

specialized project activity. 
Third, INSOTDC has developed a facility for
mobilizing regional human resources and financial support from beneficiaries
and others for technical assistance activities. Fourth, INS(YIC has a
relatively cost effective methodology for providing tech-nical assistance which
involves targeted specialized assistance to groups of firms in a given
industrial sector. 

Mile INSO=EC has the basic institutional capability*to manage increased 
technical assistance delivery, it will necessarily have to strengthen its 
management capacity to make effective use of complementary technical
assistance resources. These human resources would be subcontracted primarily
at the provincial level to provide specialized technical assistance support.
 

These resources would include: technical faculty in provincial and national
universities; professionals in accounting, engineering and consulting firms;
and other qualified individuals identified by INSarEC. At the provincial
level, INSOTEC has already established a preliminary working relationship with
the Faculty of Food Engineering at the Technical University of Ambato and the
Faculty of Chemical Engineering and the School of Industrial Technology at the
Catholic University in Cuenca, among others, through its work with the small 
industry associations. 
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B. Center for Educational Research, Planning, and Technologies (CIPTE)Y 

1. Bases for Institutional Selection
 

Based on the sector study for 
 the 	Project and subsequent discusgions withINW.EC and other knowledgeable sources, three local organizations wereidentified with the potential to implement the representational organizationstrengthening activities. All 	three organization presented iletters ofinterest or intent. The 	criteria for evaluating the organizations and briefsketches of each are presented below. On 	 the basis of these criteria anddata, INSOTBC and A.I.D. agreed upon the selection of CIPTE. 

a. 	 Criteria for institutional selection 

1) In order to promote institutionalization of theorganizational strengthening methodology, preference will be given to localPrivate Voluntary Organizations. This excludes private consulting firms aspossible lead institution for the component.
 

2) The local PVO would have 
to 	have an established track recordand 	be operational. The lead organization could not be "created" or"reactivated" for the project. 

3) Tlhe institution should have experience in 	the generalcategory of ,.:tivities contemplated in the Project, namely: 

* 	 Organizational development 
* 	 Motivational and leadership training
* 	 raining of instructors 
* 	 Development and adaptation of training and educational 

materials
* 	 Adult education, education and the workplace 
* Human resources development 

4) Beyond the normal requirements in terms )f internal
administrative capabilities, the 	Project requires that the institution grant,supervise, and evaluate a series of subgrants to representative institutions.This presumes an additional level of administrative strength. 

5) Ecperience with small entrepreneurs and generally with

private sector institutions.
 

6) Non-conflictive and preferably collaborative relations with 
other organizations involved in the Project. 

7) 	Interest and ability to work with A.I.D.
 

3 This section of the Institutional Analysis was prepared byconsultants Ann Fitzgerald and Gino Lofredo. 
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b. Centro de Investigaci6n, Planificaci6n y Tecnoloq Educativasa 
(c PTE)
 

CIPTE currently meets most 
of the criteria outlined above to belead
 
organization for this component.
 

1) It is legally established local PV0. 

2) It was formed in 1980 and has been active since. 

3) CIPTE's programmatic strength is in the general area oforganizational development, leadership training, and training and educational 
technologies and methodologies. 

4) CIPM,has its own accounting/adinistration systems in
place. Given their current level of activities and operating budgets we
foresee a need to strengthen this aspect of the organization if it is to
 manage the ccuponent. Similarly, CIPTE may need help to establish subgrant
administration procedures. 

5) CIPTIE has had experience with private sector institutions andenterprises such as production and credit cooperatives and micro enterprises
in various regions in Ecuador. CIPMI's relationship with INSOTC is expandingthe organization's links with the sectors and institutions targeted in the 
Project. 

6. CIPTE has participated in A.I.D. regional and Ecuadorbilateral projects. CIPTE also worked with the Fullbright scholars exchangeprogram, with several U.S. and European universities and development

organizations, and with United Nations agencies.
 

Comments on CIPTE 

CIPTE is headquartered inQuito where itmaintains its offices two conference
 
rooms and a documentation center. 

CIPTE has an Advisory Council made up of a dozen professionals who helped
found the organization in 1980. 
CIPTE draws on this advisory council for
project specific personnel hired on a consultancy basis. 

CIPTE has a "project based" administrative and management Thus,structure.
projects operate with relative autonomy under the overall supervision of theExecutive Director. This structure is inherently flexible and appropriate forexpansion in response to Project activity.
 

c. Universidad Tecnol6gicaEquinoccial (UTE)
 

Abog. Bolivar Le6n who coordinated training activities under the CreativeAssociates pilot institutional support project with FENAPI is the Director ofthe Centro de Investigaci6n y Desarrollo Empresarial of UTE. 

Y(,V
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CIDE/UTE meets some of the criteria outlined above as follows:
 

1) It is a nonprofit private institution recently rcognized bythe GOE as a university. 

2) It was originally founded as the Instituto 2lcnol6gicoEquinoccial in 1971 and has been active since. It operates as an educational
institution with some 3,000 registered students.
 

3) UTE obviously iswell. qualified in curriculum development,technical educational, and training. It has 16 faculties or programs inoperation in different technical disciplines, some of the which are directlyrelevant to the Project objectives. 1he CIDE however is a new activity withinthe UE, framework and has not carried out any projects to date. 

4) UTE's administrative capabilities are probably appropriate
for the requirements of the Project given the size of UTE's operations.

Evidently, ITE has not managed 
 grants to other organizations. 

5) UTE has a private sector orientation in the choice of itsprograms and in terms of relations with various private sector firms.According to the Rector, UTE has a working agreement with the C~mara dePequeflos Industriales de Pichincha whereby individual entrepreneurs make workstudy and internship arrangements with senior level students in pertinent 
careers.
 

6) There do* not seem to be any conflicts between UTE and other
institutions involved in the Project. 

7) 
 UTE has been seeking to establish working relationships

with A.I.D.
 

Coirents on UTE
 

UTrE's principal relevance to the Project is Dr. 
 Bolivar Le6n's involvement in
the pilot project under Creative Associates and his personal knowledge and
experience with the small industry sector. 

Beyond these capabilities UTE would have to start on this Project from scratch. 

d. Asesor Ca. Limitada
 

Interest in this private consulting firm arose from the personal involvementof Dr. Patricio Valdez, firm'sthe General Manager, in a motivational trainingand organizational development program conducted under INSOTBC from 1982 to

1984 to the small industry network.
 

Although Asesores isnot a 
PVO, its staff's personal experience and thecompany's orientation to organizational development in the private sector andits focus on marketing techniques makes it an interesting candidate to
participate in the Project implementation. 
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1) Asesores is a private company. 

2) Track Record. Asesores was Lounded in 1985. Its list of

clients includes Diner's Club, 
 Banco Popular, CENAPIA, and the CFN. Asesores 

to draw the personal services of the staff of the formeris able on Centro de
Motivaci6n Y Asesoria (CEI4A), a A.I.D. funded organization active duii tthe 

3) The organization's strength is motivational training and
organizational development through participative training methodologies. In
addition, the company does marketing research on a product level and on an 
institutional level. 

4) Administrative capabilities. Asesores is small with a
professional staff of three. Mr. Valdez has experience as executive Director
of Asesores and formerly of INSOTEC. They emphasize in their work qualitative
and quantitative evaluation.
 

5) Asesores has extensive experience with the private sector.
Although most of the firms with which they have worked are relative large
enterprises, Mr. Valdez personally has eight years of experience in small
 
industry through work with INSOTEC. 

6) Asesores is interested in the Project. They feel it is
essential that the tasks and responsibilities of the various institutions
involved by clearly delineated. There have been in the past tensions between 
Mr. Valdez and some of the INSOTEC staff. 

7) Asesores is interested in expanding its current activities
 
with A.I.D. funded projects.
 

Conents on Asesores
 

Asesores as a group and/or its staff as individuals could play a positive role
 
in the implementation (or evaluation) of this Project.
 

Mr. Valdez has met with Dr. Izurieta of CIPTE and with Dr. Lanusse of INSOT
 
to discuss possible lines of cooperation.
 

2. CIPTE Organization 

a. Legal Status 

CIPTE is a private, autonomous, nonprofit institution created by Acuerdo
 
Ministerial 22656 as published in the Registro Oficial 340 of December 18,
1980. 

b. Cirrent structure and staffing 

CIPTE is by a three persot, Executive Council. Dr. Leonardo Izurieta is 
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Executive Director, Dra. Raquel Aviles is Administrative Director, and Dr.
 
Gabriel Cuesta is Director of Research.
 

In addition, CIPTE has an informal advisory council made up of a dozenprofessionals who helped found the organization. CIPTE draws or this group

for project specific- personnel on a consultancy basis.
 

CIPTE has a permanent staff of seven, four professionals and three support

personnel.
 

Beyond the Executive Council, CIPTE has a "project based" administrative andmanagement structure. Projects operate with relative autonomy under theoverall supervision of Dr. Izurieta. This structure is inherently flexibleand lends itself to expansion and contraction in response to project activity. 
c. Proposed Structure and Staffinq for Project 

CIPTE proposes to organize itself along the following lines to implement the
resultant organization strengthening activities: 

PEMANENT TEAM: Project Director
 
Dr. Izurieta--------- Admin/Financial


(1/3 time) Coordinator 

Project Coordinator
 

Training Coordinator Promotores 

2 Secretaries essenger/maintenance 

TEMPORARY STAFF: 
Trainers for the Seminars 
Other Consultants 

Although there may be some adjustments in the structure and number of
personnel, the following general position descriptions, based on the diagram
shown above, cover the responsibilities that CIPTE will need to carry out 
under the Project:
 

PlRQECT DIRECTOR:
 
Planning of the project activities.
 
Organization and overall implementation of the activities.
 
Monitoring the project activities.
 
Coordination of activities with A.I.D., and the other components of the 
overall Project.
 

The project director will be Dr. Izurieta, general director of CIPTE. 
He will 
contribute one third of this total time to the Project.
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PROJECT COORDINATOR/SERVICE DELIVERY CORDINATDR

Supervise the daily project a-tivities, both technical and administrative.

Supervise the development of the work plans with the client institutions.
 
Monitor the implementation and follow-up of the service delivery activities. 
Supervise the promoters in the secondary cities.
 
Collaborate in the training activities.
 

TRAINING COORDINATOR 
Plan and program the training activities.
 
Develop and adapt the training materials. 
Train the trainers and the promoters.

Design the evaluation instrument and the follow-up of the courses. 
Coordinate the evaluation efforts of the Project activities. 

FINANCIA/APMINISTRATIVE COORDINATOR 
Responsible for the administration of Project funds, including the subgrants 
to the client institutions. 
Responsible for the financial reporting of the Project activity.
Responsible for the coordination of the logistics of training and service 
delivery activities.
 
Prepare the contracts with the temporary personnel.

Responsible for the purchasing of the necessary materials for the Project.
 

P"MERS IN THE SOONARY CITIES
 
Identify the training service 
needs of the local client institutions. 
Provide direct technical assistance in institutional development activities 
with the client institutions. 
Responsible for the follow-up and validation of the work plan activities 
developed with the client institutions.
 
Responsible for the organization and coordination of the logistics for the
 
training activities.
 

TRAINERS
 
The trainers will be selected from the secondary cities. They will be given
training for trainers instruction in the courses developed for the client
institutions (i.e., organizational development, business administration,
policy promotion techniques, methodology for adult education) and will be
delivering seminars throughout the life of the Project. hey will be 
contracted on an as-needed basis 

'The technical team will be in the field at least 50 percent of the time. At
this point, CIPTE has not committed itself to the idea of establishing a
central office on the Coast. They feel that with promoters covering the 
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activities in the secondary cities, and with the level of materials
development activities that will be going on at least the first year, it Rakes
 
sense to have the central coordination coming out of Quito. 

They need to work through a detailed calendar of activities, which willhighlight the amount of work concentrated on the Ccast, and then will be more 
apt to opt for a central office in the coast, especially after the initial
activities of material development are completed. 

A major concern with the staffing pattern is that CIPTE integrate into theirteam people who are not fundamentally academic in their orientation. CIPfE'smajor activities are in the area of higher education and thus theirorientation in terms of staffing patterns is to look for highly experiencedprofessionals they have worked with, namely academicians. The selection ofthe project coordinator, who will be the person mainly responsible for the
contacts with the client institutions, should have extensive experience with
the private sector, preferably the small and medium private sector.positions of promoters should also have people with a 
The 

fundamental knowledge ofhow small institutions work and what mechanisms facilitat- the strengthening
of these institutions. 

After a thorough analysis of the activities necessary to meet the objectivesof the Project, CIPTE will have a clearer idea of whether or not subcontractswith consultants need to be developed. Locally, there are several people
available with experience in the sector. CIPTE is aware of their availabilityand has had informal contact with them, but at this point are not ready to
clearly define possible roles.
 

3. Project Management 

a. Key implementing de-isions and contract/procurement decisions 

Key technical decisions and contract procurement actions will rest with theProgram Director and Executive Director of CIPTE who will be responsible andaccountable for such decisions. However, in practice, the role of the ProgramDirector will be in shaping the conceptual and strategic development of the
Project and not be involved in operational decisions. 

b. Delegations of authority 

From past experience CIPTE has developed a management style that delegates
considerable authority to those in charge of operations and administration.
This is accompanied with a regular review and evaluation process to involve on a central level the Program Director and the two Assistant Directors. 
The geographic decentralization of Project activities necessarily implies ayreater degree of authority delegation to the local promoters than would bethe case if the activities were taking place in Quito. 
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c. Manager's technical/manaerial capacity 

Since no final personnel selection decisions have been taken it is premature
to make a judgment in tqis respect. However, we have met with the members of
advisory group as well as with the organization's current permanent staff, and
their technical/managerial experience seems to be more than appropriate to the 
requirements of the Project. 

d. Staff stability and morale 

Most of the professionals associated with CIPTE today have been with the 
organization since its founding in 1980. This suggests an above average
degree of compatibility and cohesion among the current and potential staff 
members. Staff morale seems high with no signs of internal strife. Dr.
Izurieta is clearly highly respected personally and professionally both within 
CI1TE as well as by others outside the organization. 

4. INSOE/CIPTE Relationships 

During the A.I.D./INSOTEC/CIPTE meeting of July 3, 1986 and in subsequent
discussions it was agreed that the "Sub-Convenio" arrangement would best 
reflect the nature of the CIPTE/INSOTEC relationship.
 

CIPTE and INSOTEC are two autonomous and well established institutions which
 
want to retain their individuality in this Project while at the same time
establishing an administrative and programmatic procedure for collaboration 
and coordination. 

It is fair to say that neither organization would like the legal/contractual
aspects of their relationship to lead to institutional/programmatic dependency
in either direction. 

a. Administrative 

INSOIEC is not expected to be involved in day-to-day administrative decisions 
affecting CIPTE's program activities. 

However, INSYTBC has expressed willingness to assist CIPTE at their request on
 
the design of administrative systems and procedures, and on other 
administrative matters. 

During the project design phase, INSOTC will assist CIPTE in scheduling of
activities, and will review budget and disbursement schedules. It is expected
that CIPTE's final proposal will have the support of INSOTEC. However the 
parties do not contemplate - and INSOTEC does not wish to have - "final say" 
or "veto power" over CIPTE's proposal. 

The parties understand that disbursement requests and expenditure reports are 
to be made by CIPTE to A.I.D. 
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INSXTEX would not nave any evaluation, monitoring or reporting functions orresponsibilities with respect to CIPTE. 
If for A.I.D. purposes some such

function is to be performed, its nature and significance ought to be very
clearly stated. 

In practice, we can expect an informal review/feedback/consultation process tobecome the 	operational mode of this aspect of the relationship. 

b. 	 Programmatic 

1. 	 Selection of local institutions 

The greatest interaction in this respect between CIPTE and INSOTEC will takeplace in the small industry sector where INSOTEC has worked very closely withthe C~maras and Ntcleos. INSOTEC's support will not be in the selection of theorganization since there is only one in each of the secondary citiesselected. Rather, INSOTEC's role will one of advising CIPTE on theorganization's dynamics, ersonalities, and 	possible lines of work. 

INSOTEC has limited experience with artisan and small merchantsorganizations. However, has offered its contactsit to share 	 in these sectorsand 	help introduce CIPTE trainers and promoters. For the most part, however,the 	responsibility for selecting organizations in these sectors will be 
CIPTE' s. 

INSOTC may also play a supportive role in introducing CIPTE to the national
federations in Quito. This is more evident in the case of FENAPI whereINS(ITC has been active for many years, less so but still relevant withrespect to artisan and small merchant federations. 

In more general terms, the two organizations will share information andexamine their respective methodologies to come up with a set of criteria to
decide which organizations to select. 

2. 	 Sharing facilities in the field 

INSO'IC has decided to set up an office in Sto. Domingo de los Colorados and
agreed inprinciple to share some of those facilities with CIPTE.
 

Elsewhere, INSOTBC plans to rely mostly the officeson 	 of the local C&marasand NLcleos de Pequefla Industria. Sharing of these facilities will have to be
looked at in each case. 

3. Project administration accountiiig systems and procedures 

INSTYIC will assist CIPTE, especially in the pre-operational phase, to set upcompatible systems and procedures aimed at uniform reporting and monitoring. 

4. 	 Roles with regara to technical assistance and service delivery 
and training 

The clearest dividing line on this is that INSOTEC has to provide technical
 
assistance to individual or groups of entreprenuers in the small industry and
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in the small industry like artisan operations. INS(Y1C may choose to work
through a representative institution to carry out 	aspects of its technical
assistance work, but it must also work through other type of organizations. 

CIPIE, on the other hand, will not work with individual entrepreneurs but

rather will focus its activities on their representative institutions.
 

The 	overlap &nd probable space appropriate for collaboration is in the small
industry sector, particularly in two areas: 

o Management training courses (Carvajal/CIPTE) vs. INSOTEC's group training
efforts. 

o Service capabilities developed within a representational organization
which fall within the areas of technical assistance contemplated by INSOTEC. 

Clearly, the effort of coordination/consultation here will be applied to avoid
duplication of efforts and to maximize the use of each others human and

training resources. For example, if the timing is appropriate, INSOTBC may
use 	CIPTE's management training package to provide T.Ao to its selected firms. 

5. 	 A-sistinM INSOTEC in developing appropriate technical assistance 
and training methodologies for its consultants. 

INSOTEC has identified a pool of technical professionals qualified in their
specific areas of expertise (engineers, wood experts, industrial engineers,
metallurgical experts, etc). However, these experts do not necessarily know
how to convey their expertise to the small entrepreneur. It has been an
objective of INSOTEC to train them incomnunications and training skills. One
of CIPTE's strengths isprecisely to do this training of technical assistance 
extensionists. 

6. 	Sharing international technical assistance resources
 

Both organizatiors envision either bringing to Ecuador or visiting outside

institutions conducting similar work in other countries. To whatever extent

it is possible, the organizations will make an effort to share these 
resources. A case comein point which may up early in Project implementation
is exposure and training under the Fundaci6n Carvajal small enterprise

development program. This experience and should be sharedcan by staff from 
both organizations. 

7. 	 Levels of coordination CIPTE/INSOIC 

We can identify three levels of coordination: 

o Management level. To address strategic and planning program decisions,
administrative aspects of the Project, and issues affecting mutual relations
with A.I.D. This level of coordination is to take place mostly inQuito and
 
among the senior staff in both organizations.
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o Overall Project level. CIPTE and INSOTEC will both have to interact with

the organizations implementing the credit component on a range of issues. It 
is expected that this coordination/consultation will take the form of periodic
roundtable discussions.
 

o Field level operational coordination. Secondary city based staff and
consultants from the three Project components will have to interact and take
joint initiatives at various stages of the Project. This type of interaction
 
should be encouraged.
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C. New Micro Credit Proqrams4/ 

1. Introduction 

The initial sector analysis for the Project conducted in April 7 May, 1985determined a credit gap in services available to the micro enterprise sectorthat was most pronounced in the secondary cities. A subsequent study,conducted by Halversen, in October, 1985, identified the secondary cities ofthe coastal region as holding considerable economic promise yet sorely lackingin both an institutional base and the essential business development serviceswhich would be needed to promote sxall enterprise growth. While the need for
credit in these cities at the micro enterprise level has not been doubted,considerably uncertainty remained as to whether or not appropriate
institutions existed in the targeted cities which could host micro enterprise 
programs. 

On itebasis of a four city tour, and interviews with more than 17 local
institutions, this author concludes there is sufficient institutional 
s ociy, that, with proper support and technical assistance, could servebase for effective micro credit pr2rams in the cities visited. Further, 

as
the

a 
author 3.-i'.TfLng to generalize on the basis of thi- initial review thatappropriate institutions could be identified in the two targeted cities which
 were not visited due to time constraints.
 

The qualifying clauses in the above statements need to be further clarified.
Stating there is sufficient institutional capacity does not mean to imply thatthere exists in each city an individual institution which is fully prepared tomount a micro credit program. Micro credit programs by definition involve anunusual mix of both social and economic objectives. They require both
familiarity with low income communities, usually the domain of sociallymotivated organizations, and financial administration capability, oftendemonstrated by economically motivated agencies. On the basis of the
experience in Ecuador and in other countries it can be argued that there exist
three possible institutional channels for establishing a micro credit program. 

o Socially based institution. The majority of micro credit programs
the world begin with institutions grounded in strong socially oriented 

in 

values. Frequently, credit and management assistance is offered as a meansfor alleviating conditions of poverty. In the process of conducting these 
programs, such institutions must learn a great deal about credit

administration, financial management, and business administration. Typically,their personnel have not been prepared in the disciplines they are expected to
apply while performing their job. Both the Fundaci6n Ecuatoriana deDesarrollo and the Fundaci6n Eugnio Es2ejo are institions whichare
primarily socially motivated and, through technical assistance and learning
from their own errors, nave developed a modecum of sophistication required to
 

From "Credit Component Consultancy Report", Shari Berenbach, PfP
International (March 1986). 
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execute a credit program. The main advantage these institutions offer isfamiliarity with the client population, a presence a'nong the clients, and therespect of the clients for the agency. These are indispensable qualities in a
credit program dependent upon soft collateral. 

o Financially based institutions. A minority of micro credit programsare conducted by financial institutions. The Banco del Pacifico in Ecuador

and the Bank for Commerce and Industry in the -I-pp-nesiare notable
exceptions. Nor is it coxmn for development banks to service the micro

enterprise sector despite their explicit developmental goals. Cooperative
credit unions, while it would appear well-suited to meet both financial and
social goals, have heretofore done little to specifically target micro
enterprise lending. The reasons for this are quite straight forward. It is
 more profitable to service larger businesses; the contribu4.ion to gross
national product is greater in firms with higher capitalization; and the microentrepreneur has frequently fallen below the savings requirements of even thesavings aid loan cooperative. Additionally, standard financial institutionshave lacked the methodology to reach the poorer targeted conmunities of icro
enterprise programs. Without familiarity they have been vulnerable to poor
repayment rates and uncollectable guarantees. 

The financial institutions which have successfully reached the micro
enterprise sector have done so because of the strng motivation among theleadership of the institution and/or because the institution perceives microenterr:ise lending to be within their eventual self-interest, generatingpotential markets for their regular services. Further, such institutions havelearned the appropriate methodologies to reach their client population, oftenthrough a trial and error process which in many ways resembles the learning
witnessed among the social institutions. 

o Mixed institutional strategy. There is reason to believe that amixed ins-titutional strategy which assigns promotion and outreach roles to asocially oriented institution can work successfully with an established
financial institution with credit administration ability. The advantages ofthe mixed institutional approach are straight forward; each institution can do
what it knows how to do best. The potential dangers of this ndel are readilyapparent. Either partner can blame the other for the program's failure.
Institutions with very different values are likely to mistrust one another.Yet, if there is strong leadership support for such programs, clearly definedroles and responsibilities, and basic institutional mutual respect, evidencehas shown that these programs can work successfully. PfP's credit worthiness 
program channels micro entrepreneurs to comercial banks in Malawi andBotswana. Credit guarantee programs promoted through Women's World Bankingoperate in a similar manner (e.g., Bangkok, Thailand). As micro enterpriselending increases there has been greater interest expressed in isolating thecredit administration function from the social outreach function (Kenya's
Rural Enterprise Program). 

Men developing the new micro enterprise credit programs, each of these three
options should be considered. 
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2. Selection Criteria
 

Cn the basis of the recent tour as well as experience inother countries, the
following selection criteria have been defined. In the instance where no one
single institution can meet all of the established criteria, it swill be necessary either to assist that institution to attain the capacity or to work
with a mixed institutional strategy. 

o Institutional Fit: A close correlation between the established goals
of the institution and those of the micro enterprise lending program. Also,there should be similarity among the targeted beneficiary population of the 
micro enterprise lending program with the beneficiary population/membership
generally served by the institution. 

o Institutional Stability: Institutional stability is generally
associated with the longevity of the institution. However, other factorswhich influence institutional stability include leadership stability,
homogeneity among member groups, clarity of purpose and objectives, and 
insulation fron political interference or party infighting.
 

o Leadership: Strong leadership support for the micro enterprise
program is essential, as is leadership capacity. Leadership can be occupied
by one or more persons, as in a program manager, board of directors,
administrative council, etc. Divided support among different leadership
elements would quickly undermine such a program. 

o Financial Administration Capability: Credit administration requires
relatively sophisticated financial administrative abilities. his is
particularly so since numerous staff members are expected to conduct cash
transactions, and financial controls must be carefully monitored. 

o Familiarity with the Target Population. Familiarity with the targetPopulation, their needs, and working conditions, as well as reputation within 
the commnity are important elements in the loan guarantee system. Equally
important is the respect awarded to the institution by the target population. 

o Internal Discipline: Internal discipline is a non-tangible
characteristic to be demonstrated by institutions over time. By Internal 
discipline refers to the capacity of an institutioa to adopt unpopular
measures and to maintain the institutional loyalty of the staff and
beneficiaries. he source of this discipline may be derived from a strong
coxmitment to the institution's goals and ideals, loyalty to leadership, or
religious beliefs. However, of social and economicthe melding objectives,
which may require denying a loan to an apparently needy person or collecting 
an outstanding credit, requires such internal discipline.
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3. Institutional ToloMy 

Zie organizations identified can be classified into the following groups: 
Savings and Loan Cooperatives Co-op Quevedo Ltda.
 

(Quevedo)
 
Co-op Popular (Santo
 
Doming6)
 
Co-op 15 de Abril
 
(Portoviejo)
 

Civic Organizations 
 Club de Leones
 
(Quevedo, Santo 
Domingo) 
Federaci6n de
 
Desarrollo de Santo
 
Domingo
 
Desarrollo Juventud
 
Comunitario 
(Portoviejo) 

Gremial Institutions O.S.C.U.S. (Manta)

F.A.C.E. (Manta) 

Religious Institutions Parroquia La Merced 
(Manta)

Iglesia Evang4lica 
Alianza (Manta)
 
El Cbispo (Santo 
Domingo) 

£jertive Savings and Loans: Ecuador has an active Savings and LoansCooperative movement. Such cooperatives were identified as potentialparticipants in the program given their financial administration capacity andtheir explicit social goals. At closer inspection, however, it has become 
apparent that cooperative members tend to come from more established economicsectors, and the client group targeted by the micro enterprise programs hashistorically not participated in the cooperatives. If these social gaps canbe overcorn: by motivated leadership there are some very specific benefits thatcould be achieved and thereby enhance the propensity of micro credit programsto graduate beneficiaries to the formal banking syptem. In a collaborativemicro enterprise program, participants can be encouraged to enter into thecooperative as members and to store their savings within that facility. 
This
would allow the participants to access longer term financing at more favorableinterest rates than offered by the micro enterprise program. 1he cooperativecould thereby serve as a bridge between the micro enterprise lending program
and more standard financial intermediaries. 

Civic Organizations: Civic organizations in the targeted cities include thei-ons ClLS, the Rotary Club, foundations, and internationally based private 
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voluntary organizations. I.general, such civic organizations are made up of
community leaders who are committed to promoting social services. In the best
of cases, such institutions provide a pool of talent and professional capacity
which can be directed toward comrmunity service. In the worst of cases, these
organizations may demonstrate a paternalistic orientation which.would preclude
their ability to promote economic As well as social goals. 

Gremial Institutions: Ecuador also benefits from a web of organizations which
links like economic activities. Artisan syndicates, federations, and chambers 
serve as an organizational skeleton through which services to the artisansector can be cinneled. Most of these institutions, however, are reliant 
upon government grants or member quotas and, do not operate any regular
services to their members, maintain staff, or manage budgets of significant

scale. It is only in the case of unusually capable leadership that these

institutions may demonstrate the capacity to mount a sophisticated program
such as a micro credit operation. 

Santo Domingo proved to be unique in its multiple organizations among the
small commercial vendors. With grass roots leadership, these institutions 
serve as vehicles for advocating the interests of their members. However, no one organization appears to exercise the effective control which would be 
necessary to operate a micro credit program. 

Training Institutions: Most vocational training is conducted through the 
state operated SECAP. There are, however, a number of private institutions
targeted to vocational training for the artisan sector. Quevedo is unL sualwith 26 different academias which prepare youth in artisan skills. FACL a
Swedish sponsored vocational training institute in Manta, concentrates or, the
metalworking industry. Other nonformal community education institutes such as
OSCUS prepare women to enter the labor fore. In a number of countries there 
has been a 
successful track record linking vocational training institutions

with credit programs, thereby providing a source of seed capital for new
graduates. Training institutions carry the advantage of technicala 
reputation with the familiarity and respect of their graduating students. 

Religious Institutions: In th absence of other assistance agencies, religious
organizations are a primary source of social services. In the cities visitedchurch organizations provided basic social services 'schools, hospitals) in
addition to community improvernents. In Manta, church leaders have been
responsible for major new housing construction projects to meet the needs of
marginal communities. In Santo Domingo, the church has dedicated its
attention to basic community organizing so that comunity leaders may
undertake their own self-help programs. The respect the religious
organizations enjoy plus their familiarity with the conditions of the local
population may allow them to play a role in micro credit programs. 

4. Institutional Option by City
 

The institutional options presented here are based on a rather cursory survey
of four targeted cities: Putnta, Portoviejo, Quevedo, and Santo Domingo. AnLuber of institutions had been recommended by colleagues who had visited them 
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previously. Where no institution had been recammended, different channels 
were pursued. The intention of the survey was to identify possible
institutions or institutional combinations which could successfully contribute 
to the program. The brief nature of the survey precluded an in-depth
institutional analysis. However, with the limited time available
institutional options identified inwere three of the four cities. 

Manta: Efforts in Manta were directed toward the religious and educational
institutions. This is not to say that other institutional avenues should not 
be explore more fully. 
However, with the time available and the relatively

interesting results, these two institutional types were highlighted.
 

Two religious institutions were examined which both have very active socialoutreach programs. The Parroquia La Merced, in addition to providing a range

of social and educational services, 
"has been very active in housing
construction for marginal communities. In that role it has served as anintermediary and facilitator between the community and banking institutions. 
Through the active leadership of Padre Patricio Salazar this religious

institution demonstrated an unusual capacity in c-1most all facets of the
selection criteria, that of financialincluding administrative capability. Asecond, somewhat unorthodox, religious institution which also demonstrated an

unusual mix of social and economic orientation was Iglesia Erang41ica

Alianza. 
 A family of missionaries has self-financed their missionary work by
mounting a coaplex of industries including a fiber sack plant, quarry, and
asphalt plant which employ over 300 persons. The Reverend William Boyes, who
has worked in Ecuador for 17 years, is well known for his 2ntrepreneurial

ability and for mixing social and economic goals. The work of the church in
neighboring 
rural towns has promoted cottage industry. The local parish in
Manta could serve as an appropriate institutional base for an urban micro 
enterprise program.
 

Two educational institutions are also active in the region and could 
collaborate either as a base for the micro credit program or to channel theirgraduates to the proc%_am. The personnel of OSCUS were on vacation during myv
visit, but they are well regarded for their conmmnity education program and
have been particularly active in skills training for women. FACE (Fundaci6n
Adelanto Comunitario Ecuatoriano) is a Swedish supported vocational training
institute specializing in metal machinery. 

To define the appropriate institutional arrangements in Manta a number of
issues would have to be resolved. It uay prove most appropriate for OSCUS to 
host the micro credit program with the active support of the churchorganizations and FACE. Padre Salazar reconmends that the program be
conducted through and his parish.Pastor Boyes !Anot!her option may be toestablish a credit cooperative with the finzncial support to the cooperativebeing channeled through the Parroquia La Merced. The exact arrangement to bedeveloped and whether one institution should formally sponsor the program orfor it to be conducted through a collaborative arrangement, will require
further analysis. 
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Portoviejo: Unfortunately, initial leads and subsequent contacts in
Portoviejo did not prove fruitful. The Cooperativa 15 de Abril flatly stated 
it was not interested in the micro credit program as it serviced a client 
group different from its own members. The C~mara de Artesanos de Manabl,
based in Portoviejo, proved to be a rather undynandic organization. The 
Federaci6n de Artesanos adopted a rather extreme "clasista" position as did 
the Confederacion de Cbreros which groups approximately 3,000 artesans and 
smallF"comerciantes". A refreshing discussion was held with the 
representative of Desarrollo Juvenil Comunitario, the local affiliate of the 
U.S. based Save the Chilcd~en. This organization is providing health and child 
development services to the marginal communities of Portoviejo. Further 
explorations in Portoviejo would be required. 

uevedo: The Cooperativa de Ahorro y Cr6dito Quevedo Ltda. shows considerable
promise as a potential institution for a micro credit program. Its manager,
Sra. Marta Malo, has provided the cooperative with stable leadership since its 
inception. 
Srao Malo has been active in various civic foundations,

particularly INNFA, and demonstrates considerable social awareness as well as 
financial administrative capacity. The cooperative, founded in 1964, has over 
3,000 members with a capital base of 50 million sucres. A more in-depth
interview was possible in this instance as preliminary data had already been
collected during Halvorsen's earlier tour. A number of scenarios for 
structuring the program to allow the greatest financial supervision were 
considered. The program will have to promote itself among the targeted
clients who are of more modest economic means than the usual cooperative
member. During this discussion the Lions Club was mentioned as an 
organization with an active social service program which might serve as an 
appropriate conduit to channel clients. Additionally, it was cnmented that
there are 26 different academias which prepare youth in artisan skills. One
such academia is oyerated by the Lions Club. 

A series of meetings was also held with two artisan sindicates and the 
Federaci6n de Artesanos de Quevedo. In contrast to the Federaci6n de 
Artesanos in the other cities visited, the President of the federacion was an
unusually dynamic individual. The -Federation includes more than 1,000
artisans and it is apparent that artisan activity in Quevedo is much more 
developed than in a city such as Santo Domingo. The federation is currently
seeking funding fron a German foundation to mount a cooperativa de ahorro V 
cr6dito specifically geared to the artisan sector.# When queried about the 
option of the federation working through established cooperatives such as the 
Cooperativa Quevedo Ltda., it quickly became apparent that there exists strong
social antipathy between the Coo erativa Quevedo Ltda, and the organized
artisan sector. This sentiment appears to be mutually held at the cooperative. 

Two different institutional options may be worth further consideration. 
Cooperativa Quievedo Ltda. may prove to be an etfective credit administrator.
It would have to develop its outreach capacity or work in tandem with a social 
organization with which it shares values. A second option would be to further 
explore the creation of a new financial institution through the Federaci6n de 
Artesanos. 
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Santo Domingo: The most premising institutional option identified in SantoDomingo is the Fundaci6n de De.rrollo de Santo Domingo. This organization iscurrently being formed by 
 25 civic leaders including architects,bankers and businessmen. The former president of the Ncleo de PIndustria, Sr. G. Luzuriaga, is 
ia

taking an active role in the es1t'ZmII'ient ofthis foundation. The impulse for the foundation seems to stem from a Comisi6n
Regional de Provincializaci6n which was established to promote the advance of
Santo Domingo to provincial status. The group initially intends to undertake
 
a series of studies of needed comunity services and is cosiderably
interested by the prospect of participating ina micro enterprise program.
 

While in Santo Domingo discussions were held with a variety gremnial

organizations, including the Federaci6n de Artesanos and the Asociaci6n de
Comerciantes Ambulantes y de Puestos Fio. I was advised from numerous sources that Santo Domingo has a plethora of gremial institutions including

over a 
dozen organizations which group micro-vendors. These gremial
institutions, how.ver, do not appear to have the sophistication or capacity to
 
moumt a credit program themselves. 
 In fact, leaders from the Federaci'n de
Artesanos concurred that they would prefer to work in conjunction with af-i-Tcial intermediary with greater preparation in financial management andcredit administration. The gremial associations, however, could play animportant role of channeling their members to a 
micro credit program. It also
 may b- possible to train promoters from the associations themselves. Men

consulted, grenial leaders spoke favorably of the capability of the

individuals participating in the newly established Fundaci6n de Desarrollo.
 

Two other institutions were interviewed which were less than favorablyimpressive, although future investigation may be merited. The Coprtiva deAhorro y Cr~dito Progieso, a relatively young institution, was fou-only
three years ago and has 700 members. When consulting various sources aboutthe general reputation of the institution, the respondents were hesitant. 
The
Club de Leones was also visited. A number of its more prominent members are
clearly associated with the Conservative Party which could possible lead to
 
unnecessary political associations.
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SOCIAL SOUNDNESS ANALYSIS
 

I. 	 SOCIAL OBJECTIVES OF THE PROJECT 

From a social perspective, the general objective of the Project are the
 
following:
 

1. 	 Generate more employment and/or strengthen existing employment in the
small manufacturing sector. 

2. 
 Improve the quality of life of those who constitute this sector by
increasing their income levels.
 

More 	specifically, the Project will seek to:
 

1. 	 Improve the productivity and efficiency of the human resources within 
this 	sector through technical assistance and training.
 

2. 	 Increase the productivity and promote the expansion of this sector

through appropriate credit mechanisms. 

3. 	 Reinforce or encourage representational organizations within this sector,
in order to: 

- have a stronger participation in policy making. 

- have 	a greater capacity of decision making. 

- provide members with easier access to public or private sector
services such as: bulk purchasing, technical assistance, training,
etc. 

- create or improve channels of conmunication between this sector, the
public and other private sectors. 
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II. BENFICIARIES
 

A. Direct Beneficiaries
 

The snp 1 -..
 ure enterprise sectors in Ibarra, Santo.Domingo,
 
-.. uas, Manta, Quevedo, Portoviejo, Babahoyo and their zones of influence

will be the direct beneficiaries of this Project. Owners, operators,
employees, of these enterprises are expected to share the resulting economic 
and social benefits. 

Characterized by being more labor intensive than capital intensive, on the 
contrary to large scale enterprises, small enterprise represents an

alternative outlet to one of the principal Ecuadorean social problems:
unemployment. In the case of manufacturing, small scale enterprises are
around one fourth or one fifth as capital intensive as large industries, andmicro-enterprises are about one third as capital intensive as small industry. 

he small scale enterprises in the manufacturing, commercial, and service 
sectors absorb the majority of total employment in those sectors(2). 

This sector's labor component is characterized by being composed in its
majority of unskilled workers of both urban and rural origin. This fact haspermitted the enterprises to pay lower wages and therefore reduce production
costs. According to the i ncome distribution of 1982 in the private sector
urban areas, it appears that about 55% of the workers were paid below the
minimum wage of that year (3). This reflects the strategies of
owners/operators to avoid application of the minimum wage law, for example by
hiring part-time or temporary workers. Consideration must also be given to
the number of workers who are not paid, as if often the case in
microenterprises where there is not a clear division between capital andlabor, and where famiily labor is greatly used. Productivity and efficiency
are higher as firm size increase (20 workers and up) not only because of more
qualified labor but also because of higher levels of technology. 

(2) In the commerce and service sectors, 80% of employment was in
establishments of less than 10 workers in 1980. In the small scale
manufacturing enterprise sector establishments of the same size accounted for
60% of total employment in 1982. 

(3) This was not the case of the public sector activities where
salaries were established and paid by the Government. 
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Nevertheless, the socio-economic characteristics of each productive unit are 
also determined by the conditions in which each type of production activity
takes place and by the relationship of each productive unit in the market 
system. Therefore, further definition of Project beneficiaries through
bseline surveys will include socio-economic variables such as nature of 
production, social and economic organization of production, social component
of labor, wage structure, representativity of productive units, socio-economic 
forms of access to the market, etc. 

Women should be mentioned as one of the Project's concerns due to their 
sizable role in the urban labor market. The rate of women's participation in
Ecuador is low compared to other Latin American countries. In 1982, the 
participation rate was 20.2% of all women age 15 and up, and 26.7% for urban
 
women the same age. If 
we compare this latter figure with the corresponding

1974 figure which was 25.4%, the increase was not significant. Further
 
research on this subject related to the PRODIM program in Quito, has shown
 
that there is an estimated 27% women participation in the micro-enterprise
credit programs, the great majority being concentrated in the commercial 
sector. 

Inadequate access of women firm owners to technical assistance and credit has 
restricted economic opportunities for them. Earnings for women employees are 
below those of men due not only to lower levels of education and work 
experience but also because of labor market discrimination, especially with 
regard to different types of business service-,. This Project, therefore, will
 
seek to design appropriate programs and activities for women in order to 
strengthen their actual position or incorporate them in a more productive way 
into this sector, and hence, into the Ecuadorean economy. 

B. Indirect Beneficiaries 

Beside the beneficiary groups mentioned above, the effects of this Project
will spread indirectly to other socio-economic groups, such will be the case 
of those who live within or in the surroundings of the Project area. New 
sources of work will result not only from this sector itself but also from 
other type of activities related to it, for example, commerce and services. 

Another indirect beneficiary will be the medium add large scale enterprises, 
nst of which obtain the materials they cannot import from the small sector,
and also absorb workers who have developed skills from their experience in the 
small scale sector (4). 

(4) 60% of the workers in the SSE are not qualified. 
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Finally, mention should be made of the different socio-economic consumer groups (especially from middle income level groups on down) which could
benefit from a better supplied market, better quality of products, and lower 
prices. 
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IIl. ThMHNICAL ASSISTANCE SEWICES (MPONENT 

A. Specific Beneficiaries 

It-chnical assistance together with credit have been the two major bottlenecks 
to increased productivity and efficiency and growth/employment of the small 
scale manufacturing sector. 

Surveys carried out by INSOTEC of 208 firms in various regions of Ecuador 
showed that 81% wished to have some form of technical assistance. In another
study done by INSOTEC (1981-84), of 64% of firms who wanted technical 
assistance only 3.6% had received any. Therefore, it can be seen that there
does exist a demand for technical assistance which apparently exceeds its 
supply. Public institutions such as CENAPIA (National Center for Small 
Industry and Artisany) and MICEI (Iinistry of Industry) have been insufficient 
in providing technical assistance. 

(n the other hand private organizations such as FED, Peace Corps, Catholic 
Relief Services, etc, which have been providing some type of technical 
assistance to small firms, are too small, to fully address the needs of the 
sector. 

In the last few years it seems that about half of smnall enterprise firms have 
tended to use private consultants as a means of obtaining technical assistance 
(ex: individual professionals, university faculty members, etc.). 

Women owned firms have also had inadequate access to technical assistance.
This is due not only to the deficiencies of the actual technical assistance 
delivery systems, but also to a lack of experience and specific programs for
wonien owned and operated firms in manufacturing. INSOTBC surveys of 1981-1984 
snowed that, with regard to women, there was a lack of technical assistance 
services especially at levels 2 and 3. This Project, therefore, intends to 
improve productivity of the small manufacture enterprises in general, and also 
promote and expand women owned and operated manufacture firms, through
INSOTEC's technical assistance services. 

The small manufacturing enterprise owners, operators, and the consultants 
involved in the process will be the major beneficiaries of the technical 
assistance component. The target firms have been determined by INSOTEC 
according to geographic parameters; that is, according to the size of firms
which exist within the target cities (Quevedo, Babahoyo, Esmeraldas, Santo 
Domingo, Ibarra, Manta, and Portoviejo) and their zones of influence. INSOTEC
has decided to direct technical assistance for the most part to level 2 and 
me upper strata of level 1, which are believed to predominate in most of the 
chosen cities. Nevertheless, INSOTEC has stated that their technical 
assistance will also be given to level 3 firms, to the extent that demand 
exists (ex: in the case of Manta, and Portoviejo). 

An important issue arises from using such criteria of selection. The issue 
has to do with the question of potential demand and capacity to pay for 
technical assistance of the beneficiaries at levels 2 and upper 1. This issue 
will be further addressed in the section related to "the social feasibility of 
INSOATEC's delivery system". 
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it is relevant to find out if the content of the technical assistance
methodology is appropriately designed for these groups in order to obtain the 
social benefits and impact expected. 

Basically, INSOTEC's technical assistance methodology content can be 
classified into two parts: 
 one which has to do with activities oriented to
improve the production process through technological change such as technical 
assistance in technology and inproduction techniques; and another which has 
to do with activities directed to improve the management of the firm (e.g.
administration, finances, general accounting, marketing, etc.). 

Due to the actual socio-economic characteristics of Level 2 and even more so
Level 3 firms (discussed in the beneficiary section), and thair position
within the Ecuadorean market, it be assumed that, in contrastcan to Level 1 
firms, they have reached financial self-sufficiency and economic 
sustainability. In other words, they already have a certain level of
 
knowledge of managerial skills. Therefore, although more assistance in this
 
area always ishancy, it is highly possible that their needs and attention
 
will be mostly directea to the production area, and henct, their demand will
 
be primarily for assistance for production improvement.
 

Related to the social feasibility and impact of the content of INSOEC's

technical assistance, two factors will be relevant: one has to do with the

compatibility between content and the beneficiaries needs, and the other, the
compatibility between content and the beneficiaries socio-economic reality. 

Concerning the first factor, one of the problems of existing technical
assistance in Ecuador is its lack of specificity. Many entrepreneurs have

complained about the technical assistance (e.g. seminars) of being too general
and not touching at times the real problems of their enterprises. This is why
it is so important for the content to be defined based on the beneficiaries'
needs and concerns. Otaerwise, technical assistance can easily fall into
generalizations and prove non-rewarding for many of the beneficiaries. 

'he second factor, that is,compatibility between the content and the firms'
 
socio-economic reality, should be regarded carefully. The small manufacture
enterprise sector is not socially, economically, and technically homogeneous.
Therefore, the T.A. content must be conditioned by these aspects of the 
beneficiary firms. Technical assistance which is feasible and adequate for
Level 3 firms may not be feasible at other levels due to economic barriers
(e.g., economic infeasibility of implementing new production techniques) or 
social ones (e.g., low educational level of beneficiaries which may lead to

miscomprehension or lack of understanding, negative attitudes towards using

new techniques due to prejudice, etc.). Hence, INSOTEC, before selecting the

T.A. content to be used for a certain beneficiary group, must take into 
consideration the social and economic nature of the group they are dealing
with. It is of great importance for a positive social impact of the content 
O T.A. iiethodoloyy to "talk the saie lanyuage". 

At the macro social and economic level, the feasibility and impact which this
methodology might have on employment should be regarded from the following
point of view: 
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Technical assistance will be socially feasible if it permits 'through itsservices to generate employment capacity in tr-he beneficiary firms. Such couldbe the case of technical assistance in managerial skills where a firm, throughthis type of assistance (which implies minimum capital investment), increases
its productivity and income aod therefore has the opportunity to expand itself 
by contracting more workers.
 

In the case of technioil ossistance in which the content of its methodology isorientea to have an inpact on technology change, it may have a positive socialimpact and therefore be socially feat .e, or it may not. If the newtechniques or technology introduced in the firm's production process arecapital intensive (implicily,nmOst Todern technologies are), there may be no
significant employment going, and possibly decreases, in those firms(specially fcr the labor of the informal sector). EVan though capital
intensive technologies are positive in sense that they permit greater
productivity and efficiency in sh. :. term, 
 this would represent a negativesocial imipact at macro socio-econumic levei due to the fact that Ecuador likemost countries in development have a great informal labor sector (55.1%of
total labor, 1980) 
 and where the lowest income levels of urban Ecuadorean
society can be found. On the other hand, if the content of the technical.assistance permits the firm to improve its productivity thirough the adoptionot technologies which are still labor intensive (appropriate or intermediate
technologies) itwill be socially feasible, since itwill have an impact on
employment and income levels. Therefore, the content of technical assistance
should be oriented to labor intensive technologies. 

Another important aspect to be taken into account is the social feasibility of
IN&YTEC's methodology content at the upper strata of Level 1 firms. Accordingto the economic analysis of this Project, upper Level 1 firms are still foundto be financially non-sufficient and sustainable, having to depend on
micro-enterprise types of credit programs (FEE, FED, FOPINAR). It is stated
in the analysis that the reason for this could be the lack of creditavailability itself or because technical assistance may be a "bottleneck
hidden behind the credit availability bottleneck" (as in the case of FED).However, this level does not nave the capacity to demand and absorb INSOTEC'stechnical assistance. herefore, even though part of the methodology content(managerial skills) may be consistent with upper Level 1 firm needs, it is notsocially feasible due on one side to the socio-econornic conditions of thebeneficiaries of this level which impedes access to it and, on the other, thecost of INSOTEC's services. Therefore, we believe' that INSOTEC's methodology
should be primarily directed to Level 2 and 3 firms. 

Another part of INSOTEC's metiodology content which is considered
complementary to the other program content has to do with exportations.Although there is not much information concerning the methodology content of
this program, its social feasibility will depend on its capacity to reach thesmall firiis in Quito, Guayaquil, Cuenca, and Ambato which are actuallyexporting, and providing them with the assistance necessary to improve their 
production in both quality and quantity and in this way improve, their
 
capacity to compete in the international markets. 
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The social impact of this program would not only be at the micro
socio-economic level but also at the macro one due to an increase through this 
type of activity of the country's foreign exchange. It is worth pointing out 
that, due to the high capital investments for this type of activity (even more 
in the case of secondary cities, due to a lack of adequate infrastructure),
Level 3 firms are likely to be the direct beneficiaries of this. program, for 
most of Level 1 and 2 firms' socio-economic and technical production processes 
are conditionned to the internal market which is small. 

INSOTEC, conscious ot the importance of women within this Project, has given
special attention to technical assistance for women owned/operated firms and 
women consultants. Nevertheless, because of a lack of information concerning
these type of firms, INSOTC has not yet defined the content of its 
methodology or specific actions to be achieved. Therefore, an analysis of the 
social feasibility of the content of isthis program not yet possible. 

Although INSUEC s that fst labor is indata shows wonen found productive
traditional activities such as clothing and food processing (5), technical 
assistance should not only be oriented to these activities but also to new 
non-traditional manufacturing activities for women, in order to expand their 
opportunities as owners and employees. This would not only have an inipact on 
employment but also at income levels, since non-traditional manufacturing 
activities generate more earnings than the traditional ones. 

he methodology should also have an appropriate design of information channels
 
and promotion mechanisms in order to assure women's access and participation 
to the technical assistance services. 

Since the methodology con-tent of this component also includes elaboration and 
publication of manuals, ILSC/EC should consider in producing special manuals 
for women owned and operated firms, taking into account the diversity of 
education levels which exists among them. INSOTEC's met-hodology should also 
establish activities which help women to identify new lines of economic 
activity. 

Finally, given the lack of experience with this type of program, a monitoring 
system should be established, starting from the very beginning of the picogram
implementation. This will permit follow-up of each activity and continuous 
collection of basic data on the beneficiary groups in order to measure social 
impact and detect social constraints. 

(5)Clothing employs 66% women and 34% men; food industry, between 15% 
and 30% women. 
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2. Delivery System 

Cnce again, it must be stated, that the problem of non-availability ofinformation concerning the impact of INSOTEC's technical assistance servicesin certain of their beneficiary small enterprise sectors will limit theanalysis of the social feasibility of its technical assistance deliverysystem. Nevertheless, we expect to be able to identify the positive ornegative social aspects of this system and, therefore, determine its social 
feasibility.
 

INSIEC's delivery system has the following components: 

a) Seminars - workshops

b) Practical courses
 
c) Individual type of technical assistance
 

- Clinic type 
- Specific type 

The social feasibility of this delivery system will directly be related to itsbeneficiaries' technical assistance needs, demand, and their capability to payfor it. Since the socio-economic and technical conditions of production varygreatly among the various levels, their needs and priorities (in general) andtherefore T.A. demand, will be determined by these conditions. At Levels 2and 3, capital will be the factor which will determine the socio-economicconditions and organization of production. With a 
greater availability of
capital, and a greater capacity of investment than Level 1 firms, the Level 2and 3 firms generally have higher levels of technology (machinery startsprevailing over manual work), 
and a clear labor division, that is,more formal
employer-employee relationships. 
Use of unpaid family labor as a mechanism
for reproduction of the domestic unit is substituted by paid workers oremployees (either permanent or temporary). This has permitted the domesticunit to socially reproduce itself through other type of economic activities.
There is also a 
difference from Level 1 firms in the utilization of space.
these levels a physical-spatial change starts. 
At
 

The enterprise becomes
independent from the household area. Also, wage structure tends to be
determined at Level 2 and 3 firms chose by minimum wages. Individual
technical skills become wore important. Starting from Level 2 firms, theowner becomes less and less involved directly in the physical process ofproduction and more involved in administration of the business and themarketing of production. This is not the case for Level 1 firms where theowner is aL the same time the producer. It should'also be mentioned thatthese firms have a greater access to credit due to higher number of assets and a greater capacity for saving. 

If we consider the characteristics of production of Level 2 and 3 firms, theirmain constraint to expansion and productivity has not to do with capital butwith technical assistance in both the administrative and productive areas. sucn assistance is essential in order for these firms to be able to grow,
 

xp~
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and even towards the consultant) or beneficiaries' individual capacity to
learn. Nevertheless, a good knowledge (at all levels, social, economic, etc.)
and understanding by the consultants of the beneficiaries they are dealingwith, plus a real compatibility between the content of T.A. and the
beneficiaries real needs could be of great help. 

Concerning the costs of T.A., they should be in direct relation to the
beneficiaries' payment capacity. INSOTEC has suggested the use of payment
quotas as a means of helping the beneficiaries. Nevertheless, there is no
information concerning the beneficiary firms' capacity to pay for T.A. in the
 
different target cities. It would be recommendable to carty out a small
 
survey within the target cities 
(tcnce the type of firms have been identified)
on payment capacity amn also willingness to pay the price of certain 
services. Unfortunately, the Ecuadorean small enterprise sector has been usedto obtaining very cheap and subsidized T.A. from government Andsources.

those who do pay higher prices prefer to pay for foreign consultants or
 
courses than local one-.
 

Going back to the type of beneficiaries of this coponent, as has been
 
mentioned up above, consultants will also directly benefit from this
 
corponent. They will receive special training from INSOTEC inorder to be

capable of providing adequate technical assistance (invarious areas) to the
siall manufacture enterprise sector. 
That is,they are to be able to respond

satisfactorily to the needs of this sector concerning technical assistance.

Another important aspect to be considered is the fact that the social
 
feasibility and impact of this T.A. system isdirectly related to the demand

for these services. 
That is,if the demand is low or if it isconcentrated in

the cheaper type of services, the benefits obtained by the consultant, both
economic and social, will be poor, leading him either to search for better
 
opportunities elsewhere or deteriorating his performance due to poor
motivation (in this case, economic incentive). INSOTE[ will have to make sure

that there exists a demand strong enough to support satisfactorily over the

long term the consultancy system it interest to develop.
 

On the other hand, feasibility will also depend on the acceptance of local
consultants by the beneficiaries. With a still strong belief in the myth
"that all that is foreign is better", there might be a problem as to acceptlocal consultants and pay them the established prices, especially at Level 3 
type of firms and upper strata of Level 2 ones, where there is a greater
tendancy to use imported material, machinery, and T.A. INSOTBC should take a
close look at this issue for it could become a real constraint for its 
delivery system. 

Finally, A.I.D. 'sintention has been to orient its resources to less attended
productive sectors which are significant to the development of Ecuadorean 
economy and, therefore, has selected the before mentioned cities. 

Nevertheless, due to the lack of information concerning the type and number ofmanufacture firms which exist in those cities, their characteristics in terms
of t .e variables listed above, and their effective demand for technical 
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assistance services, INSYMC will carry out surveys within the pre-selected
cities before initiating its technical assistance program. his informationwill assist INSOTEC to structure its program appropriately. At the same time,INSOTEC should be prepared to consider other cities in the event that
absorptive capacity is limited or adequate demand does not materialize in thepre-selected cities, rather than trying to create demanding the latter
cities. That is, in spite of being important at macro-socio-economic levels,
the pre-selected cities may not include sufficient enterprises of

socio-economic levels capable of absorbing the type of technical packages thatINSOThC can offer due to the nature of their production structure andsocio-economic conditions. 

The INSOI
TEC delivery system can be classified into two types: group and

individual. The group type of systems will be more socially feasible thanindividual technical assistance due to its lower cost. Data collected fromtwo different small manufacture sectors "Atuntaqui which is found in the
highlands and Guayas on the coast" showed for Level 1, 2, and 3 firms the 
following: (6) 

Percentage of Annual Income 

Group Type of T.A. 
Costs 

($ 
Upper Level 1. Level 2 
(2,475,000)- (3,025,056) 

Level 3 
(10,990,950) 

Seminars 
Practical Courses 

4,418 
9,588 

0.16% 
0.38% 

0.13% 
0.31% 

0.03% 
0.08% 

Individual T.A.
 

Individual clinic 74,800 3.02% 2.47% 0.68%

Specific T.A. 340,000 13.73% 11.23% 3.09%
 

As can be appreciated, the cost of group type of technical assistance
 
represents lesc than one percent of income for Level 1 firms and therefore is

feasible to pay.
 

n the case of Level 2 firms and even more Level 3 ones, there is not much to

be said regarding this point since their incomes are higher than upper Level 1firms wnich means that the T.A. cost will represent for them a minimum 
percentage of their income. In other words, there is a correlation between
income and absorptive capacity of technical assistance: the higher the
enterprises' annual income is, the greater is their capacity to pay higher
percentages of th2ir income for technical assistance. 

(6) INSCIrC 1985. 



ANNEX III. D. 
Page 17 of 31 

If to this we add the fact that INSOTEC has planned to establish repayment
facilities (e.g., installement payments), the cost of group T.A. becomes for upper Level 1 firms even more feasible. Fbr Level 2 firms, it is found
absolutely not necessary to utilize these type of facilities due to what has
been pointed out above. 

Although the monetary cost of this type of delivery system is not high, it
might encounter some social constraints as to its feasibility for upper Level
1 firms because of the cost it represents in time. Due to their
socio-economic structure, an entrepreneur who is still directly involved in
the production process (simultaneous roles of owner and producer), the cost of
this group type of T.A. represents for him the value of the technical
assistance service itself jlus the value of the lost hours of labor, which in

total represents a higher cost for these type of entrepreneurs than for the
 
Level 2 and 3 ones.
 

Another issue which could affect the social feasibility of this type o;f
delivery system has to do with ics structure. Most group type systems are
 
structured insuch as way 
 (due to timing and the number of participants) that

their content becomes too general for their beneficiaries and it hardly
reaches specific concerns. Therefore, INSOTEC should from the beginning
establish with the beneficiaries the themes and constraints to be treatted and 
program the group assistance accordingly. 

In spite of data which shows that in the past years about 50% of small 
enterprise firms have demanded individual type of technical assistance, it is
still not clear which levels or at what cost. 

Looking back at the data above, it can be concluded that the cost is too high
for upper Level 1 firms. Both individual clinics and specific T.A. represent
more than 2% of their income. Unless this technical assistance is highly
subsidized, there is no way to believe that it will be socio-economically
feasible. 

As for Level 2 firms, due to their higher income levels, individual clinics 
can still be feasible, nevertheless, it seems that specific T.A. costs remain 
high even for this level and therefore may not have the demand expected. 

On the contrary to Level 1 and 2 firms, this type of technical assistance 
seems to be targeted to the Level 3 firms for whom'the cost represents a 
relatively small percentage of income. 

Finall', analysis on the cost of technical assistance in exportation has not
been t, :roue'hly done due to the fact that it is expected to be directed only
to exp. ing firms at Level 3 and maybe upper Level 2, where income and
 
investmer. levels are high enough to assume that there does exist effective
 
demand for this type of technical assistance.
 

Itcan be concluded that the absorptive capacity of and effective demand for

individual type of technical assistance are found to some extent at Level 2
 

/ 
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firms and mostly at level 3 ones. LIper level 1 firms will not have access tothis type of T.A. due to their socio-economic limitations. This situation
could be interpreted by the beneficiary group as "discriminatory!, and
tnerefore lead to a negative attitude towards the entire T.A. program. Hence,unless this individual type of T.A. is subsidized and given adequate repaymentfacilities, the T.A. program might result in a negative social impact at this
firm level. 

The social feasibility of both types of delivery systems will not only greatlydepend on INS'JEC's ability to provide access facilities to the beneficiariesbut also on getting the beneficiaries to regard the costs of T.A. asinvestments and not as extra expenses, which is commonthe most case. INSOTICshould explain the cost-effectiveness relationship of T.A. to thebeneficiaries from the beginning. In the case of upper Level 1 firms, thismight be more difficult due to certain conceptual particularities such asmaking investment as a result of limitation and not investment risk.asTherefore, introducing T.A. as an investment might take more time at upper
level strata 1 firms than the others.
 

Due to the past experience of the small manufacture sector concerningtechnical assistance and its delivery system (difficult access to technicalassistance, deficient technical assistance, inefficient delivery systems,etc.), motivation towards demanding these services is poor. As a consequence,entrepreneurs have adopted a 
conformism and self-sufficient attitude,
preferring to rely on their daily empirical knowledge for improving their
production. INSCYIEC's delivery system and promotion activities should take
this into account, and make sure that through these systems, access to
efficient technical assistance services are guaranteed to the beneficiaries. 

Women: In spite of an increasingly active participation of women in theinformal micro-enterprise sector and an expected expansion of the female labor 
supply, women's economic opportunities have been restricted greatly duetheir lack of access toto credit and technical assistance. 

According to INSOTEC's surveys of 1981-1984, Level 2 and 2 womenowned/operated firms' needs in technical assistance are seldom satisfied. Apreliminary evaluation of FEE courses, directed mostly to Level 1 borrowers,showed that the training received by the women was concentrated in traditionaldomestic skills and did not relate to their "income earning roles" (8). As canbe seen, there exists a gap between technical assistance supply and womenowned/operated firms's needs and demand. 

The definition of the delivery system of INSOTEC's T.A. for women will have to
consider some relevant aspects for its social feasibility:
 

a) Women's time and vocational constraints: Because of the various andsimultaneous socio-economic roles which women have to assume in society (e.g.housewite, motler, head of household, economic supporter, etc.), 
a T.A.delivery system which does not take into account wouen's disposability of timecould have a negative social impact not only on women but on the whole familyunit itself. 
Most women resolve this time constraint by installing their
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enterprises in the same household. Therefore, INSOTEC's delivery system

should seek a way of giving T.A. to women without having to take them too far
 
away from their fins (e.g., once a concentrated area of women owned/operated

enterprises is identified, women will have to choose and agree on the location

of the place T.A. is to be given). 

b) Social constraints due to socio-cultural values: Such is the case which

results from the belief that "women's place isat home". This type of belief
has not only conditioned women's social role but also has been the base of
 
women's actual situation in the labor division. 
This type of belief has
 
created, as a result, a negative and intolerant attitude of men towards women

assuming new socio-economic roles, such as going to work, and even more so in
the case of women leaving their households for training. Even though change

of socio-cultural values isa slow process, technical assistance could

contribute to these changes by becoming not only a 
delivery system of
administrative and productive technical assistance but also a 
delivery system

with new implicit values and opportunities for women. This constraint could
be eased ifsmall briefings were previously given to both women beneficiaries'

and husbands on the importance of T.A. and on the positive results which could 
be obtained from it. 

c) Women's restriction to traditional female activities: According to
INSOC, most women owned/operated firms predominate in sewing, knitting, and
food processing. They are not only traditionally female occupations but
earnings in these subsectors are lower than non-traditional enterprises (8).
Therefore, INS(TWE should not only concentrate inproviding T.A. to women in
the traditional subsectors but they should also identify new lines of economic
 
activities for women in the non-traditional sectors.
 

d) Lack of adequate promotion: This could be one of the constraints to thie

feasibility of !_NSOTEC's T.A. to women. 
A good knowledge of the
 
socio-economic and technical conditions of women owned/operated enterprises

would permit the identification and design of adequate information channels

and promotion mecnanisms. Itwould be advisable, for this purpose, to promote

the formation of groups of women owned and operated firms.
 

e) Lack of women entrepreneurs organization: Incontrast to the comercial
 
sector (9), there has been a 
lack of women's associative experience within the

manufacture sector. INSOTEC's T.A. delivery system could have a 
positive

social impact if it used group type technical assistance as a means of
 
motivating women's organization.
 

(7) Meino by M. Berger, April 1985.
 

(8) Evaluation ot BIP Credit Program in Peru.
 

(9) FEE has a positive experience in this sense. EX: women solidaria
 
group.
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This would not only permit women to obtain a certain representativity within
 
the sector but also to define in an organized manner their future goals and

needs as entrepreneurs and as an importait disadvantage socio-economic group

in the Ecuadorean society.
 

Although important issues have been pointed out concerning the social
 
feasibility of INSCYIBC's T.A. delivery system for women owned/operated firms,

further research must be carried out by INSOTBC due to the lack of more
 
information about this sector.
 

IV. CREDIT DELIVERY SYSTEMS CAMPONENT 

A. Secific Beneficiaries
 

The credit component of the Project will be directed primarily to Level 1
 
firms, or micro-enterprises. 
These firms are important within the
 
manufacturing sector not only because they make up 94.4% 
(1982) of the
 
sector's productive units but also because they provide 39.7% (10) of this
 
sector's employment and 15.1% of its value added.
 

The characteristics of these type of enterprises greatly vary from those of

Level 2 and 3, not only in terms of productivity levels but also in the type

of social relations and organization in productior.
 

The owners of the micro-enterprise directly control the entire production
 
process. 
They participate at the same time in the production, administration
 
of the firm, and the comjercialization of its production. 
 It is the owner who

decides upon the type, quantity, and quality of the product to be produced.
 

These firms have very few employees, and those tend to be family workers who
 
receive no salary but live on the income generated by the firms. Non-family

employees are paid less than in larger firms, because of the labor laws which
 
permit the micro-enterprise owners to pay their employees lower salaries and
 
grant them fewer social benefits compared to larger firms. According to
 
INEC's data (1980), the average salary of each worker in the large firms was
 
126,066 sucres while in the micro-enterprises it was 47,134 sucres. 
In other
 
words, the worker of a micro-enterprise only earned 37% as much as a larger
 
firm.
 

Micro-enterprises in the manufacture sector are an important source of

employment of a total of 187,249 employed people in the manufacturing sector,

39.7% work in the small establishments which provide employment to an average

of 2.3 persons each. Nevertheless, employment generated varies greatly from
activity to activity. While in the most modern activities employment is
insignificant at Level 1 (ithardly reaches 10% of the total), in other,

traditional activities such as clothes, shoemaking, wood products, these firms
absorb more than halt of the total employment (ex: ci,-thes and shoemaking 

(10.1 Censo Econ6mico 1980. Small establishments are considered those
 
with less than 10 workers.
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employ 83.7% and 87.8%, respectively). In activities such as food, textiles,

leather, ceramic, nonmetallic mineral products, metallic prodUcts, nonelectric 
umachinery and other manufactured products, Level 1 firms absorb around 20-50% 
of total employment. 

With regara to the social characteristics of micro-enterprise labor, we can 
say that it is of both rural and urban nature. Especially in the secondary
cities, where there has been a great migration process due to the crises of 
the agriculture sector in the last past years, there is a high concentration
 
of rural labor force. Another point which should be considered in the credit
 
component analysis is land tenure and its impact on Many
credit access. 

micro-enterprises are established in areas which been
have invaded and which 
legally do not have property titles. T1his could be one of the important
problems for credit access. Micro-enterprise as a social group are 
characterized by the decentralization of the production of its productive
units, a relatively even income distribution, and a poor social and political 
organization.
 

Concerning the conaitions of production, most micro-enterprises have their
 
establishments within their households. They have a minimum capacity for
 
investment, with initial capital usually coming from savings or informal 
sources such as fanily-friend loans, street loans, etc, 

Labor is more important than capital for their production. Therefore, manual 
work predominates over mechanized production. They have very few machines or 
working instruents, they use cheap materials and hardly use semi-finished 
materials. These conditions permit the micro-enterprise entrepreneur to 
operate at low costs. 

In termis of Level 1 firms' production, it varies from activity to activity.
Production is greater in those traditional production activities such as
shoes, clothing, wood products where they make up 77.8%, 60% and 56.5% of 
total production, respectively. In activities like wood, glass products,

nonmetalic products, metallic products, etc., they make up from 10 to 50% of 
the total production. (11) 

Credit access has been a great constraint to Level 1 firms' productivity and
efficiency. Due an toto the lack of financial liquidity plus inability
fulfill requireients of the formal credit system (ex: collateral guarantee,
assets), this sector is obliqed to remain within the informal credit system.
Programs such as FED, FEE, and FOPINAR have represented a partial easing of 
this constraint. Neverth.eless, the economic and financial limitations of 
these microenterprise credit programs have resulted in their high
concentration in principal cities like Quito and Guayaquil and in a limited 
capacity of services within the whole sector itself. 

Therefore, the Project 6eeks to expand these type of credit programs to
micro-enterprises with demonstrated potential for social and economic growth
and to the geographic areas where these needs seemed to be have been largely
unattended. 

(11) Artisany and Modernization in Ecuador (CONADE-Banco Central),
Quito, 1985, pp. 82-83. 
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B. Social Feasibility of the Credit Component 

The social feasibility and impact of the micro-enterprise credit program will
principally depend on two aspects: the social orientation and program
structure of the chosen credit institutions; and their delivery- system. 

In both cases, it will be reltvant to learn about the socio-economiccharacteristics noL only of the region but also of the target group: working
conditions, the social relations, and forms of production. Income levels forproductivity ana employment may vary from activity to activity within the 
sector. 

Therefore, familiarity ana understanding of this sector will permit a better
definition of this component's beneficiaries and also it will give a social

perspective to the credit program design, without meaning that it will 
necessarily fall into a "subsidized" type of a program. 

Although there has been experience in Ecuador with these type of programs
(FLE, FED, FPINAR), there are not specific data related to their social
benefits and impact. Most information is at the level of credit program
administration (e.g., number of loans per beneficiaries) with limited economic
data (repayument recora per beneficiary, volume of sales, earnings,
Therefore, if some of these programs' elements were to be adopted,
recommendable to first evaluate the social aspects mentioned above 
implementing them in other social-economic contexts. 

etc.). 
it would be 
before 

1. Institutional Orientation and Program Structure 

Institutional willingness to participate in this credit component does not
 
necessarily mean that the institution itself will be socially viable for this
 
type of programs. 
The social feasibility of the selected institutions will

depend on the social focus they give to their program and the acceptability or
consciousness of the need of having a social orientation. Most formal credit
 
institutions work exclusively upon the conception of "pure profit",
disregarding the type of social groups they deal with nor the social impact of
 
their services. A micro-enterprise credit program will require an institution
with an adequate internal organization and staff, flexible enough to adapt
itself to situations with social implications, -that is, capable of serving
efficiently the micro-enterprise's beneficiaries disregarding socio-economic
 
and maybe even ethnic differences. 
Therefore, the selection of institutions
 
to administer the credit program should be done based on criteria such as: 

a) Goals with some type of social content.
b) some social credit programs (ex: credit line for education).
c) Socially oriented values, especially at top manegement levels.
d) Socially motivated staff at all levels. 
e) Familiarity with the target groups. That is, knowledge of the

socio-economic working conditions, and their needs. 
f) Some type of experience in dealing with these type of clients.
 
g) 
 A good reputation among the target beneficiaries.
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In addition, employees of these programs should be trained to deal closely

with the social aspects of loan transactions. That is,they must be given all

the information possible concerning the beneficiaries (social, economic,

cultural) and the type of problems which may arise indealing with these type

of groups. A better understanding of the target groups and an awareness of
 
its importance for Ecuador's socio-economic development may help the
 
institutions to fulfill satisfactorily their new role and functions without
 
falling into a "paternalistic" type of behavior (12) which usually results in
 
a negative impact on the target groups by not permitting them to reach
 
financial and economic autonomry and self-sufficiency.
 

The lacK of credit at the micro-enterprise level relates not only to the fact
 
that formal financial institutions are not interested in getting involved in
 
these type of high cost loan transactions, but also to the inability of the
 
beneficiaries to fulfill institutional requirements. Thus, the credit program

should incorporate features which deal with these constraints.
 

Form-filling could be mentioned as one of the constraints. Due to the
 
diversity of educational levels found within the beneficiary sector, not
 
everyone will have the same ability to accomplish this requirement.
 

It is recciriended in this case, to elaborate a simple and more comprehensible

form. That is a form which is compatible with the target groups' educational 
and comprehension level.
 

Another problem which sometimes results from institutional credit type of
 
transactions is the cost 
(in both money and time) which paperwork requirements

and processing represent for the beneficiaries (13). Transacting paperwork

should be simplified as much as possible to avoid excessive economic cost to
 
the beneficiaries.
 

Therefore, the credit institution should include as part of its strategy a
 
technical assistance coirponent in order to provide adequate information and
 
guidance on these matters directly to the beneficiaries by organizing them in
 
groups or by givin 
 it to them through their selected representatives or
 
leaders.
 

(12) This has been common in most of these type of programs due to 
their highly subsidized nature. In cases like FEE. their clients have not been 
able up to now achieve financial self-sufficiency or economic sustainability; 
they still highly depend on FEE. 

(13) Such has been the case of credit institutions like the BNF.
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Interest rates are another subject to be carefully discussed. Unfortunately,again, there is no data concerning the social impact of FEE, FED and FOPINAR's
interest rates. In any case, the credit institutions' interest rates should

be consistent with the loan structure and the production unit payment capacityin order to avoid a negative social impact (e.g. poor profit and consequently,
low income levels, uncapability of employment creation, etc.).
 

It would be useful in this program (before determining its interest rates) to carry out an evaluation of the social impact that the actual FEE, FED, and

Fu. INAR programs interest rates have had on it beneficiaries. That is, the

irn.:ct they have had on social variables such as income, education,
 
enq. -oyment, household (e.g. improvements, actual consumption patterns on
 
icibits, etc.).
 

Loan structure itself has also been identified as an issue of the micro-credit programs. This could result into a social issue if the amounts and terms arenot compatible with the beneficiaries' real needs and paymIent capacity. Ashas been stated in one of the the PP studies (14) "low loan amounts and shortmaturities may contribute to inefficiencies". Therefore, this program should
take into account the different factors which define the demand for differentloan terms. Based upon this information, feasible loan amounts and repayment

terms can be determined for the beneficiaries.
 

Technical assistance has been an issue which has been separately treated inthe technical assistance component analysis. Nevertheless, it is strongly
interrelated to credit in the case of Level 1 firms. The question which

arises is whether credit combined with technical assistance improves Level 1
firmis' performance. According to the economic analysis, FEE beneficiaries who
received intense technical assistance with their loans showed a betterperformance in handling their loans than FED clients. It seems that the
latter had problems in handling loans greater than S/. 40,000 due to poor
 
management.
 

Therefore, there is
a reason to believe that technical assistance in basic
 
areas of financial management is important for successful handling of loans.

Due to the limitations of this sector (which have already been analyzed in the
technical assistance component) in accessing the type of technical assistance
offered by INSOTEX, this credit program should include in its design a smallcomplementary technical assistance component, whose cost could be represented
either in the interest rate or the loan itself.,in Cost would be reduced if
technical assistance was given to the credit beneficiaries on a group basis.Technical assistance content should be very simple for easier absorption by

the beneficiaries. 
A follow-up system is very important, especially at the
beginning, in order to assess the beneficiaries' performance with credit andtheir percentage of absorption and use of technical assistance. This willprovide the information necessary for improving the credit programs.
 

(14) "Credit consultancy component report", Shari Berenbach (PFP),
£varch 1986. 



ANNEX III. D.
 
Page 25 of 31 

That is, the beneficiary groupSrely on these institutions for socio-economic 
type of activities (ex: social organization, product expositions, organizingmarkets, etc.), or as intermediary in dialogues with other public or privateinstitutions, or for the sector's requests to other entities, etc. (15). 

Therefore, graduation feasibility will rely on two ingredients:, the financialand economic self-sufficiency attained by the beneficiaries through these
credit programs; and the social and psychologic independence the beneficiarieshave attained regarding these type of credit programs. It would be
reconmendable, then, for 
these credit programs to establish these ingredientsas part of their goals. Also, their actual role and functions should beconditioned by them. Finally, due to the impossibility up to now of using theCGC as a graduation mechanism (discussed above) plus a certain incapability ofthe beneficiaries (either financially, socially, or psychologically) toincorporate themselves into the formal credit system, the micro credit 
programs should expand their loan capacity (above 1,200 dollars) until the 
beneficiaries have accomplished the established goals.
 

- The credit programs not fulfill exclusively the role and correspondent

functions of a "source of credit" but rather of a "bridge to the real 
source of credit" (which would be the banks). 

- The credit programs' actual technical assistance should be reinforced
according to the established goals. 

- The programs should establish a technical assistance program for 
graduation. 

- The programs should design with the formal credit institutions an
evaluation system for graduation. Both will also establish beneficiary

selection criteria. 

- These final evaluations should be presented to the banks for beneficiary 
selection.
 

- Programs should take part, especially the first years, in the follow-up

of each graduated student.
 

(15) This has especially been the case of FEE.
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2. Deli;ery Systems 

1he social feasibility of the credit component will depend on the access tocredit provided by the institutions, in which the delivery system plays animportant role. Due to the fact that micro-enterprises are decentralized andless organized than the solidarity groups of the commercial sector, thedelivery system will have to be designed in such a way as to be. able to reachappropriately its beneficiaries. Providing facilitiesaccess to the programby conducting the beneficiaries into organization or associative type ofexperiences might reduce not only the burden of transaction costs for both thebeneficiaries and the institution but also it would save time. 

Another important aspect of the delivery system is its outreach capacity.
Since L[rkny o the beneficiaries will be located outside the city proper, there may oe some constraints in reaching them. As it has been mentioned before,micro-enterpriseShave low levels of organization and operate in an
individualistic manner. Centralizing credit operations in the principal
target cities may represent a discentive to beneficiaries of the area of
influence due not only to the cost of thie in going into the city but also thefinancial cost itself (transportation). A possible alternative to thisproblem could be to organize the beneficiaries in groups. Each group wouldelect a representative who would be the intermediary in the delivery system(ex: paperwork, collecting payments, etc.). This would also mean a lower cost
for the credit institution itself. 

Concerning disbursement, if the delivery system to the target cities'influence areas is not designed adequately, there may be certain constraintssucn as delays in disbursements which will represent a negative imp)act on the
eneficiaiy groups' productive activities. Disbursement facilities if
possible, should be made available not in the city itself but also in the
 
surrounding areas.
 

C. Graduation
 

One of the principal objectives of the FED and FEE credit programs has been to"graduate" the beneficiaries to the formal credit systems once they havereached the program's loan level top (around 1,200 dollars) (16).
Nvertheless, this has not been achieved basically for two reasons: one, theproblem of bank acceptance on a regular basis and two, the dependacy of the

beneficiaries on the micro-credit programs. 

The Credit Guarantee ,arporation guaranty loans through the bank system. Inthe case of the intermediate cities, greater opposition to this mechanism
might be found because of conservative banking practices. On the other hand,it has been said that the CGC's capital would come basically from the Chambermembers' monthly quotas. Two issues arise from this: own has to do directlywith eiwemership. most micro-enterprise owners, due to their poor levels ofsocial organization, are not organized at chamber levels but rather atassociation or gremio levels, or not at all. M1ost Ecuadorean small industrychaibers are in its majority integrated by Level 2 and 3 firms. Therefore,
is hignly doubtful that the micro-enterprise sector will be in this case a 

it 

(16) FaE has presented five candidates to the bank. In FED's case,there is no record at all of beneficiary graduation. 
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beneficiary of the CGC unless they are incorporated into these chambers.
Incorporation in this case might encounter serious social cotistraints due tothe uncapability of the organization's administrative and socio-economic andideological structure to incorporate this type of group. Therefore, conflict
of interests and objectives could appear. 

The other issue to be considered is that the chambers found in the

intermediate cities are so 
small and poorly organized that they are far frombeing able to assume the new administrative and financial roles and functions
required in the case of establishing a CGC. 

The beneficiary group itself could represent a social constraint for the
graduation program due not only to poor performance in handling actual loansbut also because of a lack of self-sustainability and sel1-sufficiency not
only in financial and economic terms but also socially and psychologically. 

D. Women 

As for technical assistance, there has been lack of accessa to credit forLevel I owned/operated firms in the manufacturing sector. According to
PROD 4's data, 89% of women nad never received credit from a formal credit
institution and therefore have been obliged to rely on informal sources of
 
credit.
 

Due to the difficulties for women to integrate themselves into the Ecuadorean 
economy, not only because of the lack of credit access and technical
assistance but bccause of socio-cultural values, this program should pay
special attention to the women of this For this component
sector. to be
socially feasible for women owned/operated micro-enterprises, the credit
 
program should seek to establish simple application records since women inEcuador are less literate than men, and have less time due to their dual 
responsibilities (home and production). It should also establish minimal andf!exible guarantees since women have more difficulties in fulfilling

collateral requirements (17). 

This program should also determine the loan structure according to the women
owned/operated firms production activities and should assist them closely withappropriate technical assistance in record keeping, marketing and managerial
skills rather than in traditional domestic skills. Women's savings have beenreported to be low compared to male borrowers; this program should try toidentify adequate mechanisms to stimulate savings among women borrowers and to 
prepare them for graduation. 

Finally, since it seems that most women are found in the commerce sectorrather than in the micro-enterprise one, it would be recommendable, for agreater social impact, that the design of the credit program include this 
sector, too. 

(17) PRODE4's survey also shows that women borrowers and have less
fixed assets than men. This could b( due to Ecuadorean socio-cultural valueswhich are such that private property ownership tends to favor men. 
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V. SOCIAL IPACTS 

A. ImLpact of Miqration 

Migration in Bcuador has become a serious socio-economic problem, especially
 
in recent last past years. 

The crisis in the agricultural sector plus the limited job opportunities,
occupational mobility, and productive activity diversification in the smallerurban areas have resulted in a diminishing labor force in the rural areas and a tremendous population growth in important urban centers, principally Quitoand Guayaquil (lately Quevedo). The inability of these urban centersefficiently absorb the migrant population has led 

to 
to the creation of marginalurban areas where the most precarious conditions of living cai 
be found.
 

The development of the small encerprise sector in some of these highly
populated centers bemay not the solution to this problem, but at least couldslow down the migration process. project has asThe defined the principalbeneficiary cities of the Quevedo,coast: Babahoyo and Esmeraldas, and fromthe hignlands: LMabura and Sto. Domingo. 

Migration in the Coast and Hiqhlands

(Percentages of population in Guayaquil and Quito which have 

migrated from various provinces)
 

rib Guaauil Men Women 

Wayas 20.4% 
 2.7%
 
Los Rios 13.7% 12.5%
 
- Quevedo
 
- bababoyo 
Esmeraldas 
 8.5% 9.9%
 

To Quito
 

Pichincha 
 18.5% 10.4%
 
Imbabura 
 10.4% 18.5%
 

According to the most recent data collected througi a survey of migration to
Quito and Guayaquil (18), the bigger the cities, the lower the percentage of
migration to Quito and Guayaquil. 
In the case of Quevedo, Babaoyo, Sto.
Domingo, Esmeraldas, and Ibarra the percentage of migration to Guayaquil andQuito is not great, which means that their productive structure still providescertain socio-economic opportunities. The development of the small enterprise
sector in these cities will have a positive impact on this migration pattern
for it will provide the population of these cities socio-economic incentives
tirough more job opportunities, diversification of 

(18) Inmigaci6n a Quito y Guayaquil. CEPAR, Quito, Nov. 1985 
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production, diversification of activities and therefore occupational mobility,

better incoine sources, social mobility opportunities, etc. Nevertheless, if

the efforts of this Project are exclusively focused in these cities the impact
could be negative. Lately, cities including Quevedo have been polarizing the 
inmigation of the whole region and as a consequence, new marginal areas are
 
starting to appear (19). 

The Project has decided to also work with the areas of influence of these 
cities. This would mean -that migration from the small urban areas could be
held back to a certain extent by developing the productive structure of these 
areas and therefore offering the population new or improved socio-economic 
opportunities "in situs". 

The negative social irqact of this Project could rather be at rural level.
Rural migration in the coast is still higher than in the highlands. In the 
case of Guayaquil the percentage of all inrigrants who came from rural areas 
is 65.5%, while for Luito it is 56.4%. The crisis of the agriculture sector
has pushed a great percentage of the population to search for "better" 
economic opportunities in the cities. In spite of all the social and cultural 
difficulties this displacement represents for rural people, expectations seem 
stronger. The implenentation of a credit program for micro enterprises in
secondary cities could reinforce the incentive for rural-urban migration. It
could represent an economic outlet or alternative for many of tixe rural
households. Even if these programs are to be restrictive, the concentration 
of programs and financial resources only in urban areas could become a strong
attraction to the rural population. The Mission should therefore also seek to
develop in the future the small rural enterprise sector (e.g.,

agro-industries) to avoid any future negative social impact which could result
 
from a polarized income distribution (rural-urban). 

(19) The percentage of total population which is immigrant in Los Rios
(Qxievedo, Babahoyo) is 15.54%, in the region of Esmeraldas 17.13%, Imbabura 
(Ibarra) 10.85%, Pichincha (Sto. Domingo) 27.6%
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t.on me n
 

There is not much data available to thoroughly analyze the impact of technical
 
assistance and micro-credit programs on employment within the small enterprise

sector. Nevertfeless, it is known that the small scale enterprise sector

provides eiiloyaent to a large part of the labor fcrce (20). 

In the case of the technical assistance component, its impact is indicated by
previous A.I.D. experiences with the small enterprise sector in other
countries. 
Such is the case of Panama (AP&AE) where it was found that

technical. assist nce improved the operating conditions of 92 percent of
beneficiary firms and also had an inpact on their employment generation 

the 

calacity. As to the micro credit prcxrams, isthere somewhat more reliable
data on inpact on employfent in the micro enterprise sector. 
The records of
FEE and 17UPINAR (21) shc J an average employment generation of about one jobper firm per year. Nevertheless, this figure could be higher if we consider

the fact that the Ecuadorea-n micro enterprises' emplcpnent generation is nothomogeneous, but rather varies according to the type of productive activity.
In the case of modern productive activities, such as electric machinery,
paper, drinks, chemicals, plastics, etc., micro enterprises only absorb 10% of
total employment of the manufacture sector. The more traditional productive

activities (clothes, shoes, wood products, etc.), 
on the other hand, absorb
 
more than half of total employment in those sectors, e.g., clothing 83.7%,

shoes 87.8% (22). In other words, some micro enterprises absorb even up to
 
over 80% of labor in some productive activities. Hence, the impact of these
credit programs could easily reach an average employment generation of two

jobs in firms with craditional productive activities and therefore it would be

recomrmendable to target these programs to these type of firms.
 

The impact on employment may be argumented by a "spill-over" effect conionly

observed in Ecuador. The pattern is as follows: 

Owner (maestro)
 

(apprentice) Employee -------------- Owner 

Emp oyee------------ etc. 

(20) It has been calculated that around 30 to 70% of the labor force is

found in this sector in many third world countries.
 

(21) FED's data on employment generation was found to be too
 
inconsistent for analysis.


(22) "Artesania y Modernizaci6n en el Ecuador" CONADE -
Banco Central,

1985. 
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That is,inmost micro enterprises there are enployees called "apprentices"

who after a certain period of time, once they have learned their skill ina

certain productive activity from the 5maestro" (owner), decide to becore
independent and establish their own business. T'hese programs, therefore, on 
one hand will stimulate this "spill over" effect, permitting a certain 
mobility within the micro enterprise occuptional structure (from employee to
owner) which generates new firms and thus expands the emwloqnent capacity of 
the sector.
 

rhe other important impact will be indirect employment generation which will 
result from increasing the purchase power of the micro enterprise sector. 
his will permit other productive sectors, especially within the informal 
sector (23), to expand and therefore generate more jobs.
 

(23) his sector is very important because it satisfies the basic needs
 
of the lower income levels of Ecuador.
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Environmental Impact Consideration 

I. Project Data 

Country: Ecuador 

Project Title: Sall Enterprise. Dvelopnent 

Project Ninter: 518-0056 

Life of Project 3 years 

II. Project Description 

The Project purpose is to expand and improve technica, assistance, credit, andrepresentational services to the small scale enterprise (SSE) sector. A.I.D. 
funding will support the expansion of technical assistance services through
private, caomrercial channels. With regard to the expansion of credit, A.I.D.
will help finance the development of credit programs aimed at very small,
productive enterprises in selected secondary cities. !Lhe credit funds will be 
administered by existing instit.tions and will be lent in relatively small 
amounts primarily for machinery artl working capital; A.I.D. will not reserve 
prior right of review and approval of the loans to be made under these 
programs. Finally, the Project will strengthen representational services by
assisting selected local and national organizations which represent SSE to
improve their services to members a=Z to increase thmembers' influence on
policy decisions affecting them. In this regard, A.I.D. will also fund a
series of studies on key policy issues affecting SSE. 

The total estimated cost of the Project is $6,200,000, which includes 
$4,300,000 A.I.D. Grant and the equivalent of $1,900,000 in counterpart. The

A.I.D. resources will finance: support through a grant with a private
Ecuadorean organization to expand its technical assistance programn for SSE 
($1,050,000); contracts with one or more U.S. nonprofit organizations to
provide tednical assistancd to the credit programs ($900,000); a long term 
contract with a U.S. consulting firm to provide technical assistance for
strengthening representational organizations ($1,400,000) and small grants to
the selected organizations to cover initial operaing costs ($120,000); short 
term contracts for the policy studies ($120,000); a project coordinator 
($450,000); expenses of an Ecuadorean Advisory Board ($80,000); and Project
evaluation ($180,000). 

III. Conclusion 

All of the above A.I.D. financed activities are included in the list set forth
in Section 216.2(c)2 of A.I.D.'s Environmental Procedures (Handbook 3). Such
activities are categorically excluded from the General Procedures contained in
Section 216.3. Consequently, an Initial Environmental Examination is not 
required. 
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METHODS CF IMPLEMENTATION AND FINANCING 

Small Enterprise Development Project (518-0056) 

(a) Summary Chart 

ApproximateProject Component an A.I.D. Fundi

Method of Imrplementation Method of Financing (US$000) 

I. Credit LeliverS Mechanisms 

A. 	HB13 Cooperative Agreement Direct reimbursement. 1,885 
to U.S. PVO - technical 
services, training,

commodities, operating
 
expense support for local
 
inplimenting agencies.
 

II. Technical Asisistance Services 

A. IB13 Cooperative Agreement Direct reimbursement. 
 840
 
to Ecuadorean PVO 
technical services,
 
training, comiodities.
 

III. Representational Services
 

A. 	Subgrant to PVOEcuadorean Direct reimbursement 370
under Cooperative Agreenent to subgrantee. 
described in II,above 
technical services, 
training, commodities.
 

B. 	Subcontracts to Ecuadorean Direct reimbursement 100 
entities under Cooperative to Cooperative Agreement

Agreement described in II, recipient.
 
above - policy studies.
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IV. Project Coordination and 
Evaluation
 

A. A.I.D. PSC for Project Direct payment. 250 
Coordinator, vehicle,
 
support services.
 

B. Local subcontracts under 
 Direct reimbursement 
 25
 
Cooperative Agreement to Cooperative Agreement

described in II, above recipient. 
expenses of Project
 
Advisory Board. 

C. A.I.D. direct contracts Direct payment to 400 
for Project evaluation 
 providers of evaluation
 
services, using funds services. 
under Cooperative
 
Agreement described in 
II, atove.
 

Contingencies One of methods described 630
 
above.
 

Total 

4,500
 

(b) Justification for Departures from Preferred Financing Methods 

None of the proposed methods of financing departs from the preferred
methods ot financing listed in I.A.3.Section of the Payment Verification
Policy Implementation Guidance, dated December 30, 1983. 

(c) Assessment of Host Country Capabilities 

The Project contemplates two host country inplementing agencies whichwill directly receive A.I.D. funds: the PVO recipient of an A.I.D.Cooperative Agreement; and a PVO which will receive a subgrant under that 
Cooperative Agreement.
 

A financial analyst from the Mission's Office of the Controller reviewed

the financial management systems of the proposed Cooperative Agreement
recipient. In addition, at the Mission's request, the proposed recipient
contracted a financial review by Price Waterhouse. These analyses
concluded that the proposed recipient's accounting procedures are
consistent with generally accepted accounting practices. 
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The Mission financial analyst also reviewed the financial management 
systems of the proposed subgrantee. The analyst reconimended that certain 
internal controls be improved. Mhe Cooperative Agreement will include 
the requirement that acceptable internal controls be ifvlenented prior to
disbursement of A.I.D. funds to the subgrantee. A.I.D. and/or an 
independent accounting/audit firm will verify the adequacy of the 
controls. 

Robert K. Clark 
Controller 
USAI D/Ecuador 



Vopuiation, Migration, and Unemployment Data by Provinces and Ci" 

Provinceb 
Net Migration Change in Net Migration Percent Increase Rate of 
 Rate of Unelrnploy-1 Rate of Unemployas a Percent over 1974-82 as a Percent 
in Population UnemlomTnent ment of Provinces' ment of Provinces'
of Population of Population Increase, of Major Cities of Major Cities Urban Areas1974 Urban Areas
1974-1982 
 1974-1982 1974 1974 
 1982
 

Ecuador 
4.39 
 6.87
 

Suayas 10.64 
 25.69 Guayaquil 46 Guayaquil 7.40
5.6 5.49 

Milagro 45 Milagro 5.0
 

Pichincha 18.23 
 35.97 Quito 45 Quito 
 3.2 3.2 
 4.49
 
Sto. Dgo. 119 
 Sto. Dgo. 3.8
 

,zuay - 13.50 
 5.96 Cuenca 44 Cuenca 
 3.7 3.53 
 5.6
 
U1 Oro 10.47 0.52 
 Machala 53 Machala 5.4 
 4.89 
 7.8
 
,anabi - 13.02 
 - 213.96 Portoviejo 71 Portoviejo 4.6 
 5.38 
 10.57
 

M~anta 56 Manta 6.5
 
Lhone 42 Chone 
 8.9
 

ungurahua - 9.46 
 - 6.31 Ambato 
 31 Ambato 
 3.5 3.52 
 5.3
 
:smeraldas 
 4.15 - 22.48 Esmeraldas 50 Esmeraldas 6.7 
 6.26 
 15.1
 
himborazo 
 - 14.12 - 105.17 Riobanba 26 Riobamba 4.3 4.30 
 6.14 
oja - 18.06 - 274.42 Loja 50 Loja 3.5 3.56 
 5.38
 
Os Rios - 3.75 
 - 34.78 Quevedo 54 Quevedo 
 4.1 3.92 
 8.71
 

Babahoyo 52 Bakahoyo 3.6
 
Iabura 
 - 8.72 
 - 17.65 Ibarra 28 ibarra 3.4 3.45 
 8.4
 
archi - 16.66 
 - 283.98 
 alc~n 27 Tulc~n 
 3.1 3.52 
 8.59 1
)topaxi - 13.75 - 19.31 Latacunga 31 Latacunga 3.2 3.31 6.17 ( W 

/ Cities for which unelnloyment rates available. 
/ Listed by size of largest city in 1982. 

0 
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SCOPE OF WORK FOR COOPERATIVE AGREEMENT FOR THE
 
CREDIT DELIVERY MECHANISMS COMPONENT
 

A. General
 

The successful applicant will provide assistance to all
activities within the Credit component of the Small Enterprise

Development Project. 
 The successful applicant will also be
encouraged to seek innovative ways to coordinate with the other

Project components, particularly to the extent that those
components are implemented in the 
same geographic areas as 
the
 
credit activities. 
For example, a local representational

organization, which is be ing assisted under 
the representational

services component to aevelop its membership services, could help
promote the microenterprise credit program and serve 
as a
referral/screening agency 
for potential credit clients. 
 It is

also expected that in-country personnel of 
the successful
 
applicant will participate on the Advisory Board which will
assist in overall Project coordination. The successful applicant

is encouraged to 
promote the formation of similar coordinating

mecnanisms at 
tne local level in 
the various secondary cities
where the new microenterprise credit programs will be implemented.
 

The following four sections describe the expected
accomplishments, general parameters, and key implementation

matters, for each of the activities within the Credit Component.

The application must clearly show how the applicant proposes to
 meet (or exceed) 
the given targets within the framework described

for each activity, taking into consideration the detailed
 
oackyrouna information provided.
 

B. Activity 1: 
 Development of New Micro-credit Programs
 

1. Expected Accomplishments
 

New microenterprise credit programs will be

establisned in an estimated six secondary cities. 
 It is expected

that, by the end of the Project, these programs will have

attained, or be well on 
their way toward achieving, financial
 
self-sufficiency and will have established secure, 
commercial
 
sources of financing for 
their credit lines. Each program will
have established an 
ongoing monitoring and evaluation system
(including baseline data) 
to support program management and to
 measure the social and economic impacts of the program on 
the
 
client firms. 
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To develop these micro-creait programs and achieve
these goals, the successful applicant will execute 
a program of
institutional development. 
 The applicant will propose an
appropriate methodology for developing the new micro-credit
 
programs. The methodology should reflect lessons learned from
the two existing micro-credit programs in Ecuador 6s well as from
the experiences of the applicant elsewhere. 
 There is much that
 can be learned from the 
two existing micro-credit programs in
Ecuador and, whenever possible, the methodology should encourage

collaboration and learning exchanges. 
 The applicant should also
aadress the need 
to promote the "graduation" of micro-credit

clients to 
the formal banking system, and indicate how this will
 
be approacned.
 

2. Parameters.
 

a. Target group. The micro-credit programs will
be targeted on nonagricultural enterprises classified as 
Level 1
(5 or fewer employees and assets under US$7,000) which are
involved in manufacturing or productive services; purely
commercial enterprises are not included in 
the target group. It
is recognized that the structure of the small enterprise sector
in a given secondary city may require some deviation from these
parameters 
to ensure program viability. For example, it may be
 necessary to 
include some commercial vendors 
to achieve the
required portfolio size, or 
to admit some firms which exceed the
Level 1 size criteria. However, such deviations should be kept

to the minimum necessary.
 

b. Secondary cities. 
 The criteria for selecting
the secondary cities where the new micro-credit programs will be

developed include the following:
 

- Population growth trends 
(including migration)
 
- Unemployment trends
 
-
 Economic growth potential (in the context of a
 

balanced national development pattern)
 
- Degree to which credit needs are now being 

attended by formal sources 

On this basis, six secondary cities have been
selected: Manta, Portoviejo, Quevedo, Santo Domingo, Esmeraldas,

and Ibarra. 
 During the early stages of the Project the
successful applicant may propose changes (or additions) to the
cities identified above, based on 
further analysis of local
institutional capabilities, the structure of the micro-enterprise
sector, etc. 
 Any new secondary cities proposed by the successful
 
applicant must meet 
the above criteria.
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The coverage of the micro-credit programs need not

be limited to the city proper, but may extend into the

surrounding suburbs/hinterlands as deemed necessary or desirable.
 

3. Implementation Guidelines
 

a. Pre-implementation actions. 
 In preparation for

its institutional development activities, the successful
 
applicant will pertorm the 
following actions in-country:
 

Assessmenc of the two ongoing micro-credit
 
projects to ascertain essons for the new
 
programs and possibilities of using the former
 
as training models. (This assessment will be
 
in conjunction with Activity 2, "Strengthening

of Existing Micro-credit Programs", described
 
below.")
 

Identification of probab*e implementing
 
institutions in each secondary city.

Preliminary investigations have already been
 
conducted in the targeted cities, but further
 
investigation is required. The applicant's

proposal will include specific institutional
 
selection criteria.
 

Surveys of the microenterprise population in
 
each secondary city to determine, with greater
 
accuracy, the size, composition* and
 
socioeconomic characteristics of the
 
enterprises and their demand for credit and
 
other services. The successful applicant will
 
use this information to design appropriate
 
programs for each city. The applicant's

proposal should include 
a brief description of
 
the proposed survey methodology, including thp

variables to be measured.
 

Assistance to 
the proposed implementing

institutions to develop detailed workplans to
 
establish their micro-credit programs and
 
specific targets. The applicant's proposal

will include an outline for these workplans.

A.I.D. will be given the opportunity to review
 
and comment on the workplans prior to the
 
initiation of implementation.
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b. Timing of program start-ups. The
pre-implementati-onactions described above are 
expected to take
place, for the most part, during the first 6-9 months following
signature of the Cooperative Agreement. 
Support for initiating

the new programs will begin immediately thereafter'and continue
for the remainder (approximately three years) of the Project.
Applicants are strongly encouraged to plan to 
initiate all of the
micro-credit programs simultaneously, or nearly so. 
 This is
considered necessary in 
oraer to provide each program maximum
time to develop within the life of 
Project. Any proposal for 
a
more staggered start-up pattern should be fully justified in the

proposal.
 

c. inputs The applicant will describe the size,
structure and qualifications, of its proposed staffing for the
 new microenterprise programs. 
 Applicants are encouraged to
develop an 
in-country staffing organization which is

geographically decentralized to 
the program areas and which

emphasizes the training and use 
of Ecuadorean nationals.
 

The applicant will describe the types and estimated
amounts of training (in-country and abroad) which it proposes to
provide to 
the local implementing institutions.
 

The Cooperative Agreement will also include funding for
a limited amount of commodities needed for 
the successful
applicant's in-country staff. 
 The applicant's proposal should
present a proposed commodities list and budget. 
 The successful
applicant will be responsible for directly procuring these
commodities in accordance with the standard provisions of the
 
Cooperative Agreement.
 

Finally, the Cooperative Agreement will provide funds
for initial operating expenses of the implementing institutions

(staff, equipment, services, etc.) 
 The operating subsidy is
expected to decrease each year. 
 The applicant's proposal will
aescribe the procedures for controlling and disbursing these

funas, including procurement responsibilties.
 

In 
addition, the successful applicant will be expected
to control and allocate seed capital funds 
to the various

implementing institutions. It is expected that local currency

funds will be made available through the Ecuador ESF local
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currency program and disbursed directly to the successful
 
applicant for 
this purpose. The application will describe the
proposed arrangements for controlling and disbursing 
these funds
 
to the local implementing institutions.
 

C. Activity 2: 
 Development of Existing Microenterprise
 

Credit Programs
 

1. Objectives
 

The Project will seek 
to improve the performance of
tne 
two existing A.I.D. supported micro-credit programs (FED and
FEE). 
 The following specific objectives have been identified:
 

- Develop access to, ana the capacity to manage, 
a variety of capital sources, including the 
commercial oanks. 

- Develop the internal program and financial 
management capacity needed for effective
 
portfolio management and financial controls,

thereby ensuring smooth lending operations and
 
permitting an 
increased volume of operations.
 

- Further develop lending and technical
 
assistance methodologies, to accelerate the
 
volume of lending while increasing development

impact. As a corollary to this objective,

monitoring and evaluation systems to assess
 
program efficiency and impact should be
 
improvea.
 

- Strengthen mechanisms for promoting the 
"graduation" of program clients. 

The successful applicant will conduct an 
initial
 
assessment of the existing programs which may suggest additional
needs and objectives, or modifications tp the objectives listed
 
above.
 

2. Implementation Guidelines
 

a. Key activities 
As described above, the successful
applicant will be expected to conduct 
an initial assessment of
the existing institutions and programs. 
 The purpose of this
 
assessment will be 
to betcer understand the situation, problems,

needs and prospects for each program, as a basis for developing,

if warranted, a detailed 
technical assistance workplan for each
 

2A
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program. The applicant's proposal will include a detailed
outline of the areas 
to be covered by the assessment and the
methodology for carrying it 
out. On the basis of the assessment,
and if the program's prospects so warrant, the succesful
applicant, in collaboration with the staff of each'program, will
pr-opose 
a detailed workplan with specific objectives and targets.
 

b. Timing It is recommended that this Activity be
initiated as early as 
possible under the Cooperative Agreement.
 

c. 
"Iputs The successful applicant will provide
technical assistance and possibly training for the staff of the
existing programs, financed under the Cooperative Agreement.
structure, level of effort, and duration of the technical 
The
 

assistance will be determined by the successful applicant in
light of its assessment of the needs and prospects of each
program. No long 
term advisors should be proposed for this
Activity. The Cooperative Agreement may finance a modest amount
of commodities for the existing programs. 
No credit
capitalization funds will be provided through the Cooperative
Agreement or 
from other A.I.D. sources for the existing programs,
nor 
is it expected that local currency funds Will be available
 
for this purpose.
 

D. Activity 3: Development of Financial Bridge Mechanisms
 

1. Expected Accomplishments
 

The successful applicant will provide technical
support for the strengthening of two types of financial
mechanisms which could potentially facilitate the graduation of
microenterprises to commercial financing.
 

First, the successful applicant will seek 
to
establish the viability of the Credit Guarantee Corporation
mechanism for providing -redit to small enterprises. Specific
objectives for the life of Project include:
 

The operation of the CGC's for small enterprise

credit in Pichincha and Azuay provinces.
 

- The participation of at least six commercial 
banks and/or private financieras in the 
guarantee system. 

- Delivery of loan guarantee and technical
 
services to 
an estimated 350 small enterprises.
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Second, the successful applicant will support the
increased effectiveness of FOPINAR in channeling credit to
smaller enterprises. 
Expected accomplishments include:
 

- An increase in the number and am6unt of FOPINAR 
rediscounted credits for smaller enterprises,
particularly fot those enterprises "graduating"

for the new micro-credit programs established
 
under the Project.
 

- Improved efficiency of FOPINAR's administrative
 
systems.
 

2. Parameters
 

a. Target group. 
The financial bridge mechanisms
 are intended to increase commercial bank lending at the 
lower end
of the SSE sector (Level 2 and, to some degree, Level 1) where
 access to 
formal credit has been highly constrained.
 

b. Linkage to micro-credit programs. Efforts will
be made, to the extent practicable, to establish linkages between
the bridge mechanisms and the micro-credit programs in order
facilitate "graduation". In the 
to
 

case of the CGC in Pichincha
Province, the Project should promote the 
movement of clients of
the FED program to the CGC system. 
 With regard to FOPINAR, th
Project will encourage in increased allocation of resources
(primarily from the IBRD) 
to the secondary cities where the 
new
micro-credit programs are 
being developed. 
 At the same time,

efforts will be needed 
to motivate both FOPINAR and the
participating 
financial institutions in 
those cities to increase

the volume of lending to 
the target group enterprises. Direct
relationships between the participating financial institutioa and
the micro-credit programs should be promoted to 
facilitate

referrals of 
"graduating" microenterprises to the FOPINAR
 
rediscount lines.
 

3. Implementation Guidelines
 

a. 
Inputs. The successful applicant will propose
a program of snort-term advisors and possibly short 
term training
to the existing CGC technical team and FOPINAR to 
meet the
objectives descrioed above. 
The proposed assistance program
should be flexible in responding to the needs previously

identitied and others whicn may arise 
in the course of
implementation. As 
a general guideline, it is expected that
areas 
of assistance will include financial analysis, management,

promoti,,n, 
and others suggested by the applicant.
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The Cooperative Agreement will include funding for
the CGC technical team (salaries, official travel) during the

life of the Project. This funding will be managed by 
the

successful applicant. 
No funding for commodities or
capitalization will be provided under the Cooperative Agreement.
 

Prior 
to A.I.D. approval of technical assistance to
FOPiNAR under the Cooperative Agreement, A.IoD. will seek the
 
following written commitments from FOPINAR
 

- To modify its promotional prograin directed at 
participating financial institutions to place
greater emphasis on lending to the target group
clients in the selected secondary cities. 

- To ensure the availability of sufficient credit 
to the targeted cities to meet the commercial
 
credit demiands of enterprises "graduating" from
 
the micro-credit programs and other target
 
group enterprises.
 

b. L-ans. As the initial step under this
Activity, the successful applicant will develop, in collaboration
 
with the CGC technical team and FOPINAR, detailed first year

workplans, including specific targets and a budget.
 

c. 'Evaluation. 'he successful applicant, in
coordination with the implementing agencies and the Project

evaluation advisor, will develop a monitoring and evaluation
system (inluding collection of baseline data) 
to assess the

institutional and beneficiary impact of the Activity. 
 if deemed
appropriate, these systems should be institutionalized in the
 
implementing agencies.
 

E. Cooperative Agreement Administration
 

1. A.I.D. Supervisory_ Relatioships
 

A.I.D. oversight of the Cooperative Agreement will
be provided oy 
the Chief of the Office of Private Sector
 
Development in the A.I.D. Mission in Ecuador and by the Project

Coorainator contracted by A.I.D.
 

A.I.D. reserves 
the right to prior review and
 
approval ot:
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Professional personnel assigned by the
 
successful applicant.
 

Workplans for 
the various activities, and
 
significant changes thereto.
 

Selection of the secondary cities and
 
micro-credit institutions, and changes thereto.
 

.Reports
 

The 	successful applicant will provide consolidated

quarterly progress reports to A.I.D. which detail, 
for 	each

Activity under the Cooperative Agreement, physical progress
toward targets, financial status, and major problems and

corrective actions.
 

F. 	Technical Selection Criteria
 

Included below are 
the 	technical selection criteria and
their relative weights whicn will be used to evaluate
 
applications.
 

1. 	Qualifications and Experience of Proposed Personnel
 
(40 percent)
 

Note: The applicant is 
required to make assurances
that tne personnel whose bio-data are 
included in the application

will, in fact, be available to staff the Project should the

applicant's organization be chosen. 
 If USAID/Ecuador has not
 maae its selection of an applicant with sixty (60) days of the

closing aate for applications, approved substitutions of
 
personnel by the applying institutions will be considered.
 

a. 
Experience in the development and
 
administration of credit and assistance programs for 
informal and
 
small-scale sector enterprises.
 

b. Experience with the design and 
use 	of program

monitoring and evaluation techniques.
 

c. 	Experience with Latin American small business
 
enterprise development programs.
 

d. 	Fluent Spanish.
 

e. Availability of personnel at the earliest
 
possible date.
 

f. Experience of the home office staff in the
 
management of overseas programs.
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2. 	Capabilities and Previous Experience of Applicant

Oganization (20 percent)
 

The 	applicant should describe its institutional

capacity and experience to undertake this Cooperative Agreement.

In evaluating the capabilities and experience of the applicant,

the 	selection panel will consider the following:
 

a. Experience with similar types of programs aimed
 
at improving the small enterprise sector.
 

b. Successful and relevant experience with the

administration and implementation of U.S. Government grants,

Cooperative Agreements or contracts.
 

c. 	Administrative support capacity, including the
management of finances, personnel and the orderly carrying out of
 
program requirements.
 

3. 	Applicant's Understanding of the Project

Re uirements and the Soundness of its Technical
 
Approach (40 percent)
 

The 	applicant should provide a demonstration of its
understanding -of the purposes and requirements of the project.

In evaluating the quality and responsiveness of the application

the 	selection review panel will consider the following:
 

a. Demonstrated understanding of the project and

the context in which assistance is to be provided.
 

b. 	Proposed methodology for implementing the three
Activities which satisfactorily addresses the specific objectives

of eacn Activity as well as the cross--cutting issues of

institutional strengthening, sustainability, and "graduation"

mechanisms.
 

c. 	Presentation of a management plan for the
Cooperative Agreement which is responsive to the concerns of this
RFA and sufficiently flexible to encompass the different sectors,

cities, and institutions of the project and to allow smooth

adjustments to change in circumstances during the project.
 

Drafted by O/DR:RRoser:MJSviercovich (3336G)
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SMALL BUSINESS COORDINATOR 
POSITION DESCRIPTION 

A. Basic function of position
 

The contractor is a small enterprise development advisorwho will assist the Mission with the coordination andimplementation of activities related to small business 
development in Ecuador. 

B. Major duties and responsibilites 

a. Develop and maintain close working relationship withEcuador private small business organizations providing
advice and guidance to them as appropriate. 

b. Coordinate USAID program development efforts in the

field of small enterprises, including the design andsupervision of studies as appropriate. 

c. Analyze prepareand reports on activities andopportunities for the development of small business. 

d. 
 Monitor and advise on Mission activities under the
Smali Enterprise Development Project. This will
 
include preparing drafts of all documents required for
the orderly financial and programmatic management of
 
the Project by Projectthe Manager. 

e. 
 Work closely with INSOTEC, CIPTE, 
U.S. contractors,

relevant ministries, the advisory board, the
financial-banking sector and other private and publicinstitutions involved in the small business sector to
 ensure coordinated development of Project activities.
 

f. Prepare periodic summary reports for the ProjectManager covering the financial and programmatic status
of Project implementation and the isentification ofis.ues to be addressed by the Project Manager. 


