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PROJECT AUTHORIZATION
 

Name of Country: Bolivia
 

Name of Project: Micro & Small Enterprise Development
 

Number of Project: 511-0596 

1. Pursuant to Part I[, Chapter I, Sections 103 and 
106 of the Foreign
 
Assistance Act of 1961, as 
amended, I hereby authorize the Micro & Small
 
Enterprise Development Project 
for Bolivia, Involving planned obligations
 
of not 
to exceed Three Million United States Dollars (US$3,OO0,O00) in 
grant funds from the Section 103 account and Seven Million United 
States
 
Dollars (US$7,000,O00) in grant funds from the Section 106 account (the

"Grant") 
over a five-year period from the date of authorization, subject 
to the availability of funds in accordance with the A.I.D./OYB allotment 
process, to help in financing foreign exchange and local currency costs 
for the Project. The planned life of project is five years and five 
months from the date of initial obligation.
 

2. The Project will stimulate the long-term growth and development of
 
Bolivia's small-scale enterprise sector by improving the support

services, including technical assistance, training, and credit, provided
 
to the sector by selected Bolivian national and private sector
 
organizations such as PRODEM, FENACRE, and FEBOPI. 
 In addition to
 
strengthening these institutions and making funds available to them to 
provide credit to micro and small enterprises, the Project will promote

research concerning small-scale enterprise sector issues, impediments to
 
sector growth, and tralnig, needs. 

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

a. 
Source and Origin of Goods and Services
 

Commodities financed by A.I.D. under the Grant shall have their 
source and origin in Bolivia or the United States, except as A.I.D. may
 
otherwise agree In writing. 
 Except for ocean shipping, the suppliers of
 
commodities or services shall have Bolivia or 
the United States as their
 
place of nationality, except as A.I.D. may otherwise agree in writing.
 
Ocean shipping financed by A.I.D. under the Grant shall, except as A.I.D.
 
may otherwise agree in writing, be financed only on 
flag vessels of the
 
United States. Motor vehicles financed by A.I.D. under the Project

shall, except as A.I.D. may otherwise agree in writing, have their origin
 
in the United States.
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b. Conditions Precedent
 

Prior to the first disbursement under the Grant or to the
 
issuance by A.I.D. of documentation pursuant to which disbursement will
 
be made, the Grantee shall, except as A.I.D. may otherwise agree in
 
writing, furnish to A.I.D., in form and substance satisfactory to A.I.D.:
 

(i) a legal opinion of the Attorney General of Bolivia, or
 
other counsel acceptable to A.I.D., stating that this Agreement has been
 
duly authorized, or ratified by, and executed on behalf of the Grantee,
 
and that it constitutes a valid and legally binding obligation of the
 
Grantee in accordance with all of its terms; and
 

(ii) a statement of the name(s) of the person(s) holding or
 
acting in the office of the Grantee specified in Section 8.2 of the
 
Agreement and of any additional representatives, together with a specimen
 
signature of each person specified in such statement.
 

Date: __,,_,,..
 

I C. Reginald van Raaltee
 
Director
 

USAID/Boli via
 

PD&I:AMDfaz
 

CLEARANCES:
 
iCONT: JDavison c . i >4 

DP:AAFunicello in draft) 8/18/88
 
PD&I:ELKadunc (in subs.)
 
EXO:JJLiebnpr (in draft) R/16/88
 
DD:HRKramer _ 4 4
 
RLA:ADNewton ("n draft)
 
ECON:CJoel _ -L
 
PS:RMoyers _
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ACRONYMS AND DESCRIPTIONS OF ORGANIZATIONS
 

ADEPI 	 Asoclaci6n Departamental de Pequeffas Industrias. Department­
level associations of owners of small businesses affiliated 
with FEBOPI. 

ASPIPAC 	 Asociaci6n de Pequefios Industriales y Pequefios ArLesanos de 
Cochabamba. The department-level ADEPI in Cochabamba. 

CACEN 	 Caja Central de Ahorro y Pr6stamo para la Vivienda.
 
The central organization for savings and loan associations
 
(mutuales) in Bolivia.
 

CEDLA 	 Centro de Desarrollo Laboral y Agropecuarlo. A Bolivian
 
research organization which is working with the International 
Labor Organization on a program to provide technical 
assistance and credit to small enterprises in La Paz. 

CEPB 	 Confederaci6n de Empresarlos Privados de Bolivia. The
 
national confederation of private businessmen. Members of
 
this organization sit on the boards of both IDEA and PRODEM.
 

CNI 	 Cfmara Naclonal de IndusLrlaq. National organization of
 
industrial companies. Departmental Camaras are members.
 

CRS 	 Catholic Relief Services. The International relief and 
development organization of the United States Catholic 

Conference.
 

DDC 	 Departmental Development Corporations. The "Corporations"
 
project of USAID/Bolivia that established development
 
corporations and Unidades Crediticias Financieras (UCFs) in
 

each department. 

FEBOPI 	 Federaci6n Boliviana de Pequefias Industrias. A national
 
level federation of small businessmen. Departmental ADEPIs
 
are affillated with this organization. 

rENACRE 	 Fedrac16n Nacional de Cooperativas de Ahorro y Cr6dito. The
 
national system of private sector credit unions in Bolivia.
 

FTE 	 Fomento de Tnictativas Econ6micas. Bolivian private
 
voluntary organization that provides credit and training to
 

cooperatively owned and operated micro and small enterprises.
 

FUNDACION 	 The Carvajal Foundation of CALl, Colombia, operates credit
 
CARVAJAL 	 and training programs for micro and small enterprises. The 

Carvajal model requires enterprises to complete a training 
program before they can qualify t'o receive credit. 
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IBEE 	 Instituto Boliviano de Estudios Empresarlos. A business
 
training center associated with the Catholic University of La
 
Paz.
 

IDEA 	 Instituto para el Desarrollo de Empresarios y 
Administradores. A national training organization for 
business people and ma.lagers, supported by the CEPB and USAID. 

INBOPIA 	 Instituto boliviano de PequefTas Industrias y Artesanos. A
 
dependency of tile government Ministry of Industry, Commerce, 
and Tourism.
 

INASET 	 Instituto Nacional de Asistencia Social, Econ6mica y T6cnica.
 
A training institution established by and affiliated with 
FEBOPI.
 

MICT 	 Ministerio de Industria, Comercio y Turismo. Government
 
ministry responsible for industry, commerce, and tourism. 

PRODEM 	 Fundaci6n para la Promoci6n y Desarrollo de la Microempresa.
 
A La Paz-based private voluntary organization Ihat provides
 
credit and limited training to micro-enterprises.
 

SFM 	 Strengthening Financial Markets. A separate project in 
USAID/Bolivia that will be providing assistance to ASOBAN and 
other private sector Institutions. 

UCF 	 Unidades Crediticias Financlera. A dependency of the
 
departmental development corporations responsible for
 
promoting development projects.
 

UCP 	 Unidad de Coordinaci6n de Proyectos. Government agency 
reporting to the Ministry of Planning. It was established to 
manage USAID/Bolivia projects In agricultural organizations 
and market town capital formation.
 

UDAPE 	 Unidad de Anpalisis de Polfticas Econ6micas. A government 
center for the analysis of economic policy that is currently 
conducting a USAID/Bollvia-funded study of small enterprise 
policies. 

AMEP 	 Asociaci6n de Mujeres Empresarias y Profesionales. A private 
association dedicated to Increasing the participation of 
women in the busines:; activities of Bolivia. 
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I. SUMMARY 

A. Background 

The Micro and Smal I Enterprise Development Project

Identification Document was 
 reviewed by the DAEC and approved for final 
design on January 22, 1988. The Project Paper reflects the DAEC 
suggestions. A full. discussion of the relevant DAEC guidance topics is
 
contained in the Project Description, Implementation and Summary Analyses

Sections - Parts IV, V, and VIII respectively of this Project Paper. 
 The 
guidance and the Mission response are also summarized in Annex C. 

B. Summary Strategy
 

Several related economic conditions in Bolivia underlie 
the
 
Project:
 

Bolivia's current unemployment rate is at least 25% and
 
another 25% is considered to be underemployed. A significant portion of
 
this unemployment and underemployment is In urban 
areas.
 

-- The unemployment has been exacerbated by a drop in
 
international mineral prices. This has 
led to the closirg of a number of

Bolivian mines and the migration of unemployed miners to urban areas. 

Bolivia's formal financial institutions are in a state of
 
transition. After several years of severe 
retrenchment during a period

of hyperinflation, the majority of Bolivia's commercial banks have 

limited lending activities and are attracting only 

very
 
limited savings from
 

the general public. The banking system is currently undergoing
 
consolidation and the government is instituting a new regulatory system
where none previously existed. 
However, the formal system traditionally

has failed to serve micro and small entrepreneurs and is not expected to
 
change in a significant way during the 
life of this Project.
 

Studies in variouis developing countrIes indicate that micro and
 
small enterprises generate a relatively large number of jobs with
 
relatively little capital. 
 While such enterprises could help alleviate
 
some of Bolivia's unemployment, 
 the growth of micro and small entorprise:;

is hindered by: a lack of appropriate business training, limited access
 
to formal sources of credit, an inability to establish ongoing

relationship!; with formal financial Instittitons, and government
regulations which discourage the establishment and growth of enterprises. 

The Project will address these constraints so as to achieve two 
major purroses: (1) to stimulate the growth of micro and small 
enterprises in order to provide some relief from Bolivia's high
unemployment rate; and (2) to lay the foundation for the longer-term
development of a stable and prosperous small-scale enterprise sector by
fostering relationships between The enterprises and formal financial 
inst itut ions. 
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The Project will provide: (1) technical assistance to
 
strengthen existing institutions that work with small-scale enterprises;
 
(2) business management training for micro and small enterprises; (3)
 
credit for small and micro enterprises; and (4) research and analysis
 
concerning the impediments to the formation and growth of micro and small
 
enterprises in Bolivia.
 

The Project will provide these services by means of a
 
two-pronged approach designed to serve distinct segments of the
 
small-scale enterprise sector: (1) micro enterprises, and (2) small
 
enterprises.
 

C. The Project
 

1. The Goal. The Small-Scale Enterprise Development Project
 
will contribute to 
three Government of Bolivia (GOB) and USAID/Bolivia
 
objectives: (1) strengthened private sector institutions, (2) economic
 
development, and (3) more 
equitable income distribution. The Goal of the
 
Project is to promote rapid and sustained economic growth in Bolivia.
 

The Project addresses these goals by encouraging ehpanded
 
productive activity, output and profitability in micro and small-scale
 
enterprises. 
 This will have the effect of creating and maintaining jobs

for the poorer sectors of the society and of Increasing the real income
 
of owners and employees of small businesses participating in the Project.
 

The Project lays the foundation for long-run stabi Iity and
 
prosperity in the small-scale enterprise sector by strengtheni ,g

institutions that provide key support services to the sector and by
 
fostering effective relationships between businesses and formal 
financial
 
institutions. Because of 
the large number of women involved in this
 
sector, as owner-operators and employees of small-scale enterprises, the
 
Project also supports AID's commitment to women In development.
 

2. The Purpose. The Purpose of the Project is to stimulate the
 
long-term, stable growth and development of Bolivia's small-scale
 
enterprise sector. This will he attained by improving the support 
services -- specifically credit, training and technical assistance -
provided to thf, sector by selected national and departmental level
 
private sector organizations. Successful accompllshment of the Project
 
Purpose, therefore, will 
be measured both in terms of the establishment 
of self-sustaining, improved services in relevant private sector 
organizations and in the Improvements of small-scale enterprises 
benefiting from the Project. 

The Project will have three components Focussed Initially on two 
implementing institutions: (1) PRODEIM, a La Paz-based organization that 
provides credit and training to micro enterprises; and (2) FENACRE, the 
Bolivian national credit tinion system, which offers credit, training, and 
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other services to cooperative businesses and other small enterprises. Ifdeemed appropriate during implementation, the Project will involve otherrelevant private sector institutions over 
the Life of the Project, such 
as private banks. 
 The three Project components are as follows: 

I. Institutional Strengthening and Development. This will

include technical assistance and training for the implementing
institutions and their beneficiary enterprises. 
 If carried out asenvisioned, these activities will, in 
concert with the credit component,

lead to the sell-suificiency and sustainability of project activities by
the Project Assistance Completion Date (PACD) 1993. 
 These strengthening
 
actions are as follows­

* Micro enterprise sement: The Institutional Development

component will 
include technical assistance from Acci6n Internacional/
T6cnica (AITEC) for the Fundaci6n para la 
Promoci6n y Desarrollo do la

Micro Empresa (PRODEM). PRODEM will expand the 
 scope of its credit andtraining services to production-oriented micro enterprises in La Paz, andreplicate its program in other areas, 
tentatively in El Alto y Santa

Cruz. 
This will strengthen PRODEM's ability to offer services that will
 
help micro enterprises to 
grow and stabilize.
 

* Small enterprise segment: FENACRE, the National
 
Federatioc of 
Savings and Credit Cooperatives, will be 
given technical

assistance to expand the capacity of participating member credit unions
 
to 
channel credit to small enterprises. FENACRE will also assist the
FEBOPI and ADEPIs, which are departmental-level associations of small
 
businesses, to 
develop systems to identify beneficiary small enterprises,
monitor loans, 
and collect loan payments. FENACRE, in concert with the
Federation of small 
industry (FEIBOPI) 
will be largely self-financing, and
will also develop training programs for small enterprises. Theseactivities will enhance FENACRE's and FEBOPI's ability to offer servicesto small enterprises so that the enterprises can establish long-term

relationships with 
formal financial institutions a.d therefore grow and
 
stabilize.
 

The F'LBOPI will play a key role in the coordination/implementation of the research and analysis component of the Project.
This will lead to recommendations 
 to modify government regulations so asto make policies more supportive of the growth and development of

small-scale enterprises. This activity 
will be closely coordinated withrelated activities to be funded under the Strengthening Financial Markets
Project, which also has a policy research and analysis component. 

2. Credit. US.ID/Bolivia will make funds available to PRODEMand FENACRE to provide credit to micro and small enterprises. The supply
of credit available from USAID is expected to be very small relative todemand. Although methods of leveraging the funds will be explored, thefunds will contribute to 
the capacity of the small-scale enterprise
sector to grow and prosper, and will provide the impetus for long-termrelationships between the enterprises and formal financial institutions. 
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* Micro enterprise segment: Credit resources for PRODEM 
will provide loans primarily to production-oriented micro enterprises.
Credit may also be directed to micro commercial enterprises that sell 
or
 
otherwise commercialize products manufactured 
by local micro industries.
 
These commercial credits will be minimal.
 

* Small enterprise segment: Credit resources for FENACRE
 
will augment its current credit 
resources 
for small enterprises. Credit

will be made available to small enterprise beneficiaries through

FENACRE's affiliated credit unions. 
The departmental UC1s will support

the program in areas where FENACRE's presence is not yet fully

developed. One of FENACRE's goals will be 
to assist small enterprises to 
foster relationships with dther'if-imal financial institutions.
 

3. Policy Research and Analysis. This component will Include
research concerning small-scale enterprise sector issues, impediments to
 
sector growth, and training needs. As this component will affect various

organizations and other projects, the USAID Project Manager will 
assume

primary responsibility for its Implementation, which will be carried out
 
in concert with the FEBOPI. 
 This research will 
also be coordinated with 
the policy research and seminars scheduled to take place tinder the 
Strengthening Financial Markets Project. 

D. Project Funding
 

USAID Life of 
Project grant funding of t10 million will 
finance

Project activities for five years. The proposed Project budget for
 
USAID's contribution is estimated 
as follows:
 

PRODEM
 
Credit 
 11,800,000
 
Technical Assistance 
 400,000
 
Training of PRODEM Staff 
 105,000
 
Commodities 
 141,000
 
Project Operating Support 270P000
 
Subtotal PRODEM 
 $2,716,000
 

FENACRE System
 
Credit 
 $4,200,000
 
Technical Assistance 
 918,000

Training 
 186,000
 
Commodities 
 144,000

Subtotal FENACRE 
 $5,448,000
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FEBOPI/ADEPIs
 
Technical Assistance $198,000
 
Training 88,000
 
Commodities 42,000
 
Operating Support 300,000
 
Subtotal FEBOPI/ADEPIs $628,000
 

Research and Analysis 150,000
 

Other Costs
 
PSC Project Coordinator 600,000
 
Audits and Evaluations 130,000
 
Contingencies 328,000
 
Subtotal $1,058,000
 

T OTAL $10,000,000
 

The Covernment of Bolivia will contribute $1,850,000 to the
 
Proje, t for credit, and the Bolivian private sector will contribute
 
$2,270,000 in the form of owners' equity and institutional overhead of
 
participating Bolivian organizations.
 

E. Project Approval Factors
 

The Project design team which prepared the Project Paper has
 
concluded that the Project has sound financial, economic, institutional,
 
technical and social bases to be successful. This conclusion is based on
 
the various Project Analyses carried out by both outside consultants and
 
USAID/Bolivia Officers who participated in the design. The design
 
envisions that activities carried out through the main implementing
 
institutions - PRODEM, FENACRE and FEBOPI - will be self-sustaining after
 
termination of A.I.D. assistance.
 

The design team also determined that the Project will not have
 
an adverse effect on the environment, and, therefore, a categorical
 
exclusion has been recommended and approved by the LAC Bureau
 
Environmental Officer based on the provisions of Section 262.2(C) of 22
 
CRF Part 216 on environmental procedures.
 

F. Project Design Team
 

1. The USAID/Bolivia Project Design Team was composed of:
 

Angel M. Dfaz USAID/PD&I
 
Jaime Vizcarra USAID/PD&I
 
Clark Joel USAID/ECON
 
Oscar Antezana USAID/ECON
 
David Jessee USAID/PS
 
Ernesto Garcfa USAID/PS
 
Ra6l Pinto USAID/CONT
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2. USAID/Bolivia contracted the 
services of Development
 
Alternatives, Inc. 
(DAI) to assist in carrying out the various Project
 
Analyses. The DAI team of consultants was composed of:
 

John H. Magill Team Leader
 
Leni Berliner Institutional Analysis
 
Ivo Kraljevic AnthropologisL
 
Miguel A. Rivarola Financial Analysis
 

3. The Government of Bolivia counterpart was:
 

Fernando Cossio Stubsecretary of International
 

Cooperation, Mirdstry of Planning 

4. The local Bolivian private sector counterparts were:
 

Alberto Montero General Manager, FENACRE
 
Francisco Otero Director, PRODEM
 

'"Enrique Velasco President, FEBOPI
 

5. The Project was reviewed by the following USAID/Bolivfa
 
officials:
 

G. Reginald van Raalte Mission Director
 
H. Robert Kramer Deputy Director
 
Edward L. Kadunc, Jr. I'roject Development Officer
 
Anthony A. Funicello Program Officer
 
John R. Davison Controller
 
L. Reese Moyers Private Sector Officer
 
John J. Liebner Executive Officer
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I. BACKGROUND
 

A. Economic Background
 

1. The New Economic Plan 

From 1952 to 1982 Bolivia's economic policies favored state
 
involvement in the operation of productive enterprises. Many Bolivians
 
came to depend on i'he 
government for goods, services, and employment.
 
The private sector was tolerated, but was not supported by the government
 
or the poorer sectors of Bolivian society.
 

The economic policies of the 1982-1985 administration of
 
President HernAn Siles Zuazo resulted in economic crisis
an that further
 
weakened the private sector. The crisis was characterized by severe
 
inflation, decapltalization of the formal financial sector, seriously
 
reduced productive activity, and high unemployment.
 

During this period of hyperinflation Bolivia's formal
 
financial sector --
 comprised of public and private commercial banks,

savings and loan associations and credit unions -- recovered loan
 
repayments at only a fraction of their original value. took
Investors 

their money out of the country and/or placed it in deposits denominated
 
in dollars or other more stable currency. The banking sector responded
 
to the crisis by investing in real estate and other assets with
 
non-erodible valje, and by buying and selling foreign currencies 
to
 
increase short-term earnings. 
Very few loans were made to businesses and
 
Individuals outside of the relatively small gruups of owners of the major 
banks.
 

The Paz Estenssoro government, elected in 1985, embarked 
on
 
an ambitious economic recovery program known as 
the New Econom7c Plan
 
(NEP). The NEP includes austere economic measures and the stimulation of 
private2 sector enterprises. The main components of the NEP are asubstantial devaluation of the currency and the unification of the 
exchange rate. The NEI' has also eliminated most interest rate ceilings

and removed restrictions on imports and exports. 
 The program implemented
 
tax and tariff reforms, a wage freeze for public employees,

liberalization of labor laws, and 
reduction in credit expansion to the
 
public and private sectors.
 

The results of these policies have been encouraging. The
 
rate of increase in the consumer price index has been reduced from
 
22,256% in 1985 to Its ciirrent average of 10% to 12% annually. The
 
annual rate of bank credit expansion to the public sector declined from
 
17,000% in 1985 to 28% 
in 1986, with a parallel reduction in the rate of
 
credit expansion to the private sector.
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Two and a half years after assuming power the Paz Estenssoro 
government has thus achieved relative economic stability. 
Significant
 
progress has also been made 
toward restoring private sector confidence in
 
the government and its economic policies. However, full economic
 
reactivation has not yet occurred.
 

2. Dislocations of Economic Recovery
 

While the NEP is crucial to the long-term rehabilitation of
 
Bolivia's economy, it 
has a short-run negative impact on employment and
 
income among the lower classes. Unemployment in Bolivia is currently

estimated to be 
25%, and another 25% of 
the work force is considered to
 
be underemployed. Most of tile 
unemployment is in urban areas.
 

A drop in international mineral 
prices has exacerbated the

unemployment problem. This led 
to the closing of a number of Bolivian
 
mines and the migration of unemployed miners 
to urban areas. Stimulating

Bolivia's economic recovery by 
 creating employment and Income-generating

opportunities for low-income 
sectors of the population is, therefore, a
 
high priority of 
the Bolivian government and USAID/Bol[via.
 

The banking sector is a state of
in transition as a result

of the economic recovery program. Government policies are aimed at
 
consolidating the sector so 
that weaker banks will close or be acquired.

A new regulatory structure for the banking system will. place an upper

limit on the proportion of bank funds that can be lent to bank owners and 
managers. The sector thusbanking should begin to open up within the
 
next three to five years. Small-scale enterprise lending may become an

attractive business to certain banks as 
they position themselves in the
 
newly competitive financial market.
 

3. Role of the Small-Scale Enterprise Sector in the Economic 
Recovery
 

Studies in Bolivia and other Latin American countries 
substantiate the growing importance of the small-scale enterprise sector

for low-income groups and national economies. These studies show that
 
Lhe sector is an efficient 
 user of capital, and that small-scale 
enterprises create jobs more efficiently than do larger enterprises. 

In addition, because such businesses require little Initial 
capital and are relatively easy to establish, large numbers of
disadvantaged persons, Including women, work In the sector. Activities
which improve the productivity and output of the small-scale enterprise 
sector are likely to increase the employment and Income levels of the
urban poor. A stable and prosperous small-scale enterprise sector will 
also support the economic recovery efforts of the Government of Bolivia
and lay the foundation for overall growth in the private sector. 
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B. The Nature of tile Small-Scale Enterprise Sector
 

I. Definitions
 

Small-scale enterprises are 
the most common form of business
 
organization in Bolivia. 
 Over 90% of all businesses in the country

employ less than five workers.l/ Although often grouped together under
 
the heading "small-scale enterprise," micro and small enterprises have
 
different characteri stics.
 

In Bolivia, the majority of micro enterprises are comprised

of family-owned and operated businesses that employ only family members
 
or unpaid apprentices. The 
vast majority of micro enterprises operate in
 
the informal sector: they are not legally registered with the
 
government, do not pay Income taxes (although they may pay other taxes),

and do not provide social 
security to their employees. These enterprises

have very little experience with institutional credit, and need only

small loans to expand their production. The training needs of such
 
enterprises are also very fundamental and include basic skills such as
 
simple mathematics and accounting.
 

Although small enterprises differ little from their
 
micro-enterprise counterparts in terms of number of employees, there are
substantlal differences in organization, scale and operations. Small 
enterprises are more likely to operate In tile formal sector than are

micro enterprises: they are more often registered with the government,
 
pay taxes, employ non-family labor and provide social security to their
 
employees.
 

These enterprises have more experience with credit than do 
micro enterprises and their credit needs are larger. In addition, their
 
training needs are more specialized and sophisticated, as such
 
enterprises are at 
a stage where increased efficiency, expanded product

lines and strategic planning can spur their growth.
 

Because of these differences between the two sectors, a
 
two-pronged Project strategy has been designed to 
serve these distinct
 
segments.
 

2. Description of the Sector 

A 1985 AITEC study concluded that micro enterprises (a) are 
an important 
source of employment for urban populations, (b) provide

necessary services to the economy, (c) provide economic opportunities for
 
the poorest segments of the population, and (d) contribute a large
 
aggregate value of 
output to the economy.
 

1/ Sistema de Informaci6n Industrial Privado, Cuadros por Ciudad, segun

Tama de Actividad, La Paz, April 1988.**
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These characteristics describe Bolivia's micro and small
 
enterprises. The small-scale enterprise 
sector in Bolivia tends to be: 
(1) labor intensive; (2) involved primarily in providing basic goods and
 
services; (3) operated by relatively disadvantaged persons, including
 
women; and (4) characterized by the use of simple technologies.
 

A December 1986 worldwide conference of small-scale
 
enterprise development organizations summarized the experiences of a
 
number of programs in lesser developed countries as follows: 

Successful programs are based on: (a) small loans at full market 
interest rates for short time periods, (b) character-based 
rather than collateral guarantees, and (c) group guarantees and 
peer pressure rather than traditional collateral. 

* Technical assistance and training programs have generally failed 
to become self-sufficient.
 

* Private voluntary organizations, non-goverinent organizations, 
and other local groups have natural advantages in promoting 
small-scale enterprise development, Identifying and screening
 
applicants, and building local parricIpaLton into the programs.
 

These findings have been incorporated into the design of this Project. 

C. Government of Bolivia and Other Donor Activities
 

1. Government of Bolivia
 

An inter-institutional commission involving the Government
 
Ministry of Industry, Commerce, and Tourism (MICT) and the Bolivian
 
Federation of Small 
Industry (FEBOPI) have proposed measures to 
strengthen and promote Bolivia's small industrial businesses. Provisions
 
of the proposed law include: development of a special Registry of Small
 
Industrial Businesses; requiring the Central Bank to extend a specified

amount of credit to small industrial businesses; creating a technical
 
assistance fund for small Industrial businesses; and building industrial
 
parks for these businesses. The proposed law is now being debated and
 
redrafted in the national congress. 
The proposal will be monitored as
 
this Project is developed. 

2. USAID/Bolivia 

USAID/Bolivia is currently implementing or Initiating a 
number of programs designed to address the constraints to growth In the 
private sector, particularly for micro- and small-scale enterprises. 
These include: 



a. IDEA -- The Bolivian Confederation of Private 
Businessmen (CEPB) and USAID/Bolivia helped to establish the Institute 
for the Development of Business Leaders and Managers. IDEA has provided 
management training to a number of private businesses, including
 
small-scale enterprises.
 

b. FEBOPI/ADEPI -- FEBOPI is a national federation of 
Bolivian small businesses. Its affiliated departmental associations of 
small business owners are called ADEPIs. USAID/Bolivia has arranged for 
the ADEPIs to receive funds generated under the PL-480 Program for a
 
pilot effort to assist small-and medium-scale enterprises.
 

3. Bolivian Private Sector
 

In [985 eight members of tile CEPB each contributed $10,000
 
to create a Bolivian private voluntary organization called the Fundaci6n
 
para la Promoci6n y Desarrollo de la Microempresa (PRODEM) to channel
 
credit to micro enterprises in La Paz. In 1986 the CEPB and
 
USAID/Bolivia initiated a pilot project 
In which the seed funds provided
by the CEPB were augmented by a loan to PRODEM tinder the PL-480 Title III 
program. Although a relatively new program, a September 1987 interim 
evaluation concluded that PRODEM has achieved its objectives and should
 
be considered for future support. PRODEM and its experience 
 are an
 
integral part of this Project.
 

At the ;ame tLime, the national credit union federation
 
(FENACRE) loaned $250,000 of its own funds to newly-established credit
 
unions associated with the departmental ADEPIs. The purpose of these
 
funds was to 
provide initial capitalization for a small-enterprise
 
lending program. Ti addition, an estimated 10% of the credit union
 
members in Bolivia are micro-or small-scale entrepreneurs, and regularly
 
borrow from the credit unions 
to finance their business activities.
 

4. Other Donors
 

Several other organizations operate small-scale enterprise programs
 
in Bolivia:
 

a. FIE -- The Fundacion para Iniciativas Economicas (FIE) 
was started in 1985 to provide training and credit to cooperatively owned 
and operated small enterprises. It currently has nine projects in its 
portfoLio. Beginning in calendar year 1988, FIE will receive *500,000 in 
credit funds from tlme Interamerican Development Bank (BID) to expand its 
credit activities. 

b. Government of West Germany -- The West German government 
is holding discussions with FEBOPI concerning the creation of a special
Bolivian bank for small ndu.-'ry. The amounts of credit and other 
services that might be available are not yet known. 
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c. Several private voluntary organizations -- such as MEDA 
(the Mennonite Economic Development Agency), OFASA (an organization
associated with the Seventh Day Adventists) and others -- have 
independently initiated small programs to 
help micro-enterprises.
 

d. The IDB has indicated an interest in supporting a
 
micro-enterprise development project through the Carvajal Institute of
 
Colombia. Preliminary discussions have been held with IDEA, but 
a recent
 
USAID financial analysis of the program iniclates that 
IDEA should not
 
participate. The future of 
this project is uncertain.
 

e. The International Labotir Organization, Inter-American 
Foundation and World Bank have also held exploratory conversations with 
local organizations about the possibilities of undertaking programs In 
the sector.
 

f. PRODEM has received verbal commitment from the Fondo 
Social for $1.0 million in fund,;. These funds would be necessary to 
expand the PRODEM activity to more than two locations. PRODEM has also
 
submitted a funding request to the Small Projects Office of the IDB and
 
has held discussions with the World Bank.
 

USAID/Bolivia and the institutions involved 
in Implementing this
 
Project will coordinate with these and other entities to assure that 
programs are complementary. 

0733L
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[IT. TIHE PROBLEM, RATIONALE, AND STRATECY
 

A. Problems and Constraints
 

1. The Problem
 

As described earlier, Bolivia 
Is experiencing high levels of

unemployment. 
 At the same time, the Government of Bolivia 
is engaged in
 
an important and 
serious economic reactivation program whose short-run
 
Impact may exacerbate unemployment among the urban poor.
 

Studies in Bolivia and other Latin American countries show
 
that the small-scale enterprise sector oreates a 
relatively large number
 
of jobs for the poor with relatively 
little capital. Such enterprises

thus have the potential to alleviate unemployment in the short 
run and to
 
comprise a prosperous; and sustained 
sector of the economy in the longer
 
run.
 

TIhe growth of the small-scale enterprise sector, however, is
 
inhibited by a number of 
factors, Including limited 
access to training

arid credit and government policies which discourage the formation and 
growth of formal enterprises. The very 
limited relationships that these
 
enterprises have with formal 
financial Institutions also hinders their
 
ability to develop, grow, and 
become more productive on a long-term basis.
 

The immediate problems of high unemployment and low income
 
levels among Bolivia'.,; urban poor may thus 
be remedied in part by

addressing the constraints that Inhibit ofthe growth and development
micro and small enterprises. In doing so, laida foundation will also be 

to allow these enterprises 
to grow and develop into a sustained sector of
 
the Bolivian private economy. 

2. Constraints to the Dvvelopment of 
Bolivia's Small-Scale
 
Entormrl se Sector 

To provide one remedy for urban unemployment and lay a 
foundation for the 
long-term stability of small-scale enterprises, the
 
Project will address the 
following specific constraints to the grrwth of
 
the sector:
 

a. Financial Constraints 

The major impediment to the growth of 
micro and small enterprises is 
very limited access to creditformal. markets and an absence of long-term
relationships with formal 
financial institutions. 
Working capital is
 
essential to business growth and development. With the retrenchment of
 
formal financial Institutions, however, tile 
 amount of formal credit 
available for small enterprises has been reduced significantly since 
1982. As a result, small-scale enterprises have been forced 
to rely on
 
their own resources or the high-cost Informal credit 
sector. 
 The use of
 
capital in businesa has been severely reduced.
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Because small-scale enterprises lack affordable capital 
to finance expansion, they consistently have limited inventories and
 
products and low income levels. The lack of access to credit and limited
 
relationships with formal Financial institutions also constrains the 
potential for these enterprises to grow Into stable economic entities. 

b. Technical Constraints 

The owners and operators of enterprises In the 
micro-scale enterprise sector lack knowledge of basic business,
 
management, and technical operations. This is especially apparent in the
 
high concentration of enterprises In a limited number of sectors, with 
little product or market differentiation. Hligh levels of competition in 
constrained markets limit Income and expansion potential. Small-scale
 
enterprises, on the other hand, often lack the ability to prepare and 
implement realistic business plans that can be presented to banks and
 
other sources of investment capital. They usual ly lack the skills needed
 
to develop new product lines and enter new markets. However, few 
appropriate and affordable training programs exist In Bolivia.
 

c. Policy Constraints
 

There are numerous legal Impediments and disincentives 
to operating private-sector businesses in Bolivia. The lengthy process 
of formalizing businesses forces many enterprises into the "Informal" 
sector in order to avoid costly and time-consuming business registration
requirements. Most micro and many small enterprise owners limit 
employment to family members rather than pay wages to employees, as the 
tax and social security requirements of hiring employees can be 
financially onerous. Import and export policies raise the cost of 
manufacturing to the point where many industries cannot compete with 
imported finished products, much less in export markets. This Project 
will undertake efforts to assess and alter the regulations and policies 
that inhibit the establishment and growth of small-scale enterprises. 

B. Project Rationale
 

1. Size of the Beneficiary Population and Economic Impact of 
the Program
 

Bolivia's smrtl-scale enterprise sector Is estimated to 
employ 52% of the country's non-agricultural economically-active 
population (excluding domestic workers). In La Paz, micro and small 
enterprises account for 74Z of manufacturing jobs, 56Z of construction 
jobs, 43% percent of jobs in transportatL Ion, and 86% percent of jobs In 
commerce. 
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Throughout Bolivia there are estimated to be at least 
144,000 establishmenrs in the informal sector, employing 202,000 persons, 
or 48% percent of the non-domestic-service workforce. At least 90% of 
these establishments employ less than five people.2/ 

The table below shows the expected impacts of micro, small and 
medium-scale enterprises on various aspects of economic development. 

TABLE I 

Economic Development Impacts 
By Size if Enterprise 

S E (; M I N T 

Potential for: Micro Small Medium 
---------------------- ----------- ----------- ------------

Number of people 
Reached Very large Large Moderate 

Job Creat ion Iigh 
 High Moderate 

Efficiency of Job 
Crea LtI on High fligh Moderate 

Income Enha ncement Low-Mode rate High Unknown 

Working with l)i ,- High Moderate-High Moderate 
advantaged (;roups mainly as
 

laborers
 

Role of Women lligh Moderate Low 

(Source: Development Alternatives, Inc.) 

Small-scale enterprises reach a large number of people, and 
have high job creation and high income-enhancement potential. Micro 
enterprises also reach a very large number of people, create jobs 
efficiently, and reach a large number of disadvantaged groups and women. 

2. Characteristics of the Beneficiary Population 

The Project's beneficiaries will be the owners, operators,
and employees of Bolivia's micro and small enterprises. 

2/ CEDLA, El Sector Informal de Bolivia, La Paz, Bolivia, 
1986 pp. 151-160.
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Research shows that informal sector enterprises are heavily
 
representative of low-income people and women. A large percentage of
 
these business owners and operators -- 88% In the case of market vendors 
-- are women. In addition, the evaluation of PRODEM found that in 70% of 
male-owned small-scale production enterprises, the wives were as Involved
 
in the production process as the men.
 

There is currently a shortage of up-to-date Information
 
concerning the social and economic composition of the formal sector,
 
which includes many small enterprises. A survey of small-scale
 
industries 
being conducted by the Sistema de Informacion Industrial
 
Privado 
 (SLIP), with joint support from the Camara Naclonal de Industrias 
(CNI), FEBOPI and IDEA, will provide more current and specific
 
information concerning formally registered smaHl businesses In Bolivia.
 

Despite the shortage of specific Income information, the 
individuals engaged in micro and small enterprises are suspected to be 
below the median income for the country. This conclusion is based on the 
experiences of groups like PRODEM, which has worked with micro 
entrepreneurs in La Paz, and AITEC, which has worked with micro and small 
enterprises throughout Latin America. These beneficiaries are 
overwhelmingly low-income people engaged 
In marginal prodiuction, service, 
and vendor activities. A program aimed at micro and small enterprises
 
would thus reach one of USAITD's target beneficiary groups.
 

3. Demand for Credit 

Preliminary estimates of credit demand based on the
 
experiences of PRODEM and FENACRE indicate that there is more than 
sufficient credit demand to jus;tify the proposed scope of the 
USAID/Bolivia program. USAID's credit resources would, In fact, be very
 
small relative to total demand.
 

The small amount of credit reaching the sector through 
credit unions and other formal systems does not appear to be sufficient 
to meet the credit needs of the sector, and informal sources of credit 
are very expensive. Micro- and small-scale enterprises do obtain credit 
from informal sector moneylenders, for example, but only at interest 
rates of 50% or more per year. 

Section VIII E -- Financial Analysis -- contains additional 
information concerning the current supply of and demand for credit, 
including information from a credit supply study conducted by the Private
 
Sector Division of the USAID/Bolivia Mission. The USAID/Bolivia
economist's preliminary analysis of the apparent working capital deficit 
in Bolivia suggests that the demand for such crcdlt resources is great.
This analysis is contained in Annex 5. 
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* Micro enterprise segment: The best estimates of the 
demand for credit In the micro enterprise segment come from PRODEM. As 
of the end of November 1987 
(PRODEM's tenth month of operation) PRODEM
 
had extended loans totalling over $125,000 from its revolving fund. New
 
credit extended in November alone totalled $106,000. The majority of 
loans to date have averaged $150 each and have been extended to
 
micro-comerciantes such as street 
vendors. Of PRODEM's borrowers to date)

1,200 are micro-comerciantes, and approximately 500 are 
micro-producers.3/ Extrapolating from this experience, PRODEM can
 
expect 59% of its clients to be micro-coinerciantes and 41% to be 
micro-producers annually. 

Total loan demand among these two sectors is estimated to be 
in excess of $50.0 million per year. Thus, If all funds were allocated 
to the LTa Paz area, the Project would be capable of satisfying 6% of the 
existing demand. 

* Small enterprise segment: As of December 1986, 

FENACRE's loan portfolio totalled approximately $5.0 million, with a
 
value $500,000 on the small enterprise and artisan projects in the
 
portfolio. FENACRE estimates additional demand of about $1.5 million per
 
year in urban product ion projects through its membership promotion
 
activities alone. FEBOPI projects an immediate demand among its 
1,000

members for $5.0 million in credit and future demand of 
t2.5 million per
 
yea r.
 

C. Project Strategy 

The proposed Project is an integral component of USAID/Bolivia's 
overall private sector strategy. It is consistent with and supports the
 
USAID/Bollvia and COB goal of promoting economic reactivation by 
developing and strengthening private sector institutions. 
 While
 
IJSAID/Bolivia has Initiated programs 
 to support farmers and large
 
agro-lndustries, small-scale enterprises are not being supported 
 in a 
focussed way by USAID or other donor programs. Yet the growth of the 
small-scale enterprise sector is critical to the success of the Bolivian 
government's reactivation plan. 

Growth in this 
sector Is hampered by the absence of effective
 
support services. The Instltutionalization of support services
 
-- especially credit, technical assistance and training -- is nece,;r:ary to 
both reach immediate beneficiaries and to ensure that future 
beneficiaries receiv adequate support. Accordingly, the primary 
objective of the Project Is to strengthen institutional support to 
small-scale enterprises. By doing so, it will lay the foundation for
 
on-golng support survices to the sector, a necessary condition for the 
long-run stability and prosperity of the small-scale enterprise sector of
 
the Bolivian economy. 

3/ PRODEM began offering credit to mcro-producers in June 1987, while
 

Its micro-COu rcl Le program began in February 1987. 
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The Project design reflects the following development criteria:
 

a. It should place the highest priority on institutional 
strengthening and other activities that will lay a 
foundation for the long-term stability of the small-scale 

enterprise sector. 

b. It should 
training, 

reach the 
technical 

beneficiary 
assistance, 

population with a mix of 
and financial services. 

c. It shou'd strive to reach 
enterprises possible. 

the largest number of productive 

d. It should work through 
create new ones. 

existing Institutions rather than 

e. The full costs of credit and support services should 
eventually be covered by charges to the beneficiaries. 

f. Financial services offered should inclide both 
loans. 

savings and 

g. Traditional collateral requirements for loans should be 
relaxed. 

h. It should recognize the comparative advantages that 
organizations have in working with micro and small 
enterprises. 

local 

i. Project credit resources 
extent possible. 

should be leveraged to thl greatest 

Assistance provided through the Project is designed to help a 
limited number of private sector institutions develop and improve their
 
capability to provide needed support services to small-scale
 
enterprises. These institutions are: PRODEM, a private foundation that
 
supports micro-enterprises; the national credit union federation
 
(FENACRE) and its participating credit unions, which support both micro­
and small-scale enterprises; and the national association of small
 
industries (FEBOPI) and its departmental affiliates (ADEPIs). The
 
various components of the Project are designed to address the major
 
constraints these institutions face in trying to provide effective
 
support services:
 

Lack of liquidity in financial institutions and the
 

resultant inability to lend sufficient amounts to a
 
sufficient number of borrowers;
 

* 	 Need to expand coverage of PRODEM support services beyond 

the 	 La Paz area; 
* 	 Need to improve PRODEM's accounting and statistical record 

keeping and to train new extension agents; 
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* 	 Lack of experience in, and resources for, providing needed 
technical assistance to small business members on the part 
of the ADEPIs; 

* 	 Recent formation of the ADEPI credit unions, with the 
resultant need to develop trained personnel, establish 
effective operating procedures and policies


* 	 Need for specialized skills and procedures for funds 
management, liquidity management, credit worthiness 
analysis, business plan analysis, delinquency control and
 
financial planning in the credit union system;
 

* 	 Need for specialized skil [Is in analyzing policy and other 
constraints to small business development 

The Project incorporates three major components to address these
 
needs: financial services -- to address the liquidity issue; technical
 
assistance and training to develop needed skills and operating systems;
 
and operational support to fund program expansions, provide needed
 
equipment and office facilities, and cover short-term operating losses.
 
Alt assistance is grant funded.
 

The 	elements of the Project strategy are as follows:
 

1. 	To support long-term institution building by means of
 
technical assistance and training. The Project's technical
 
assistance resources will be used to strengthen the
 
capacities of PRODEM, FENACRE, and FEBOPI/ADEPIs as these
 
are potentially the key providers of services to micro- and
 
small-scale enterprises in Bolivia. Such
 
institution-building will further legitimize the
 
Institutions as developers of enterprises that can grow and
 
develop into viable businesses. Such institutional
 
reinforcement will also attract additional funding which
 
will, in turn, more clearly delineate and reinforce the
 
value of the small-scale enterprise sector as a viable
 
economic sector in Bolivia.
 

Targeted training for micro and small enterprises through
 
PRODEM, FENACRE, and ADEPI will also accomplish similar 
[nstitiLon-building goals. Training will help enterprif.
 
owners and operators to use more sophisticated managet:ent 
practices, Increase efficiency, and prepare realistic plan
 
for business growth. With such training, the enterprises 
will be better equipped to survive during downturns in the 
economy, and will be able to present themselves successfully 
to formal financial institutions for credit.
 

2. 	To provide Project credit resources to two distinct segments
 
of the small-scale enterprise sector. The Project will use
 
PRODEM to channel credit to the micro enterprise segment and
 
will use FENACRE in a similar manner for the small
 
enterprise segment. This element of the strategy recognizes
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the 	 fact that micro and small enterprises have different 
credit needs that can be served most effectively through
 
distinct Bolivian institutions.
 

The amount of credit available under the program is expected 
to be very small relative to total demand. The Project will 
look for ways to leverage these funds. Credit resources 
will be used to Illustrate that micro and small enterprises 
can grow and prosper with the proper mix of institutional 
support, training, and market-rate credit. This elemeoit of 
the strategy is expected to demonstrate that small-scale 
enterprises are good prospective clients and form the basis 
for ongoing relationships between small-scale enterprises
 
and the formal financial sector.
 

3. 	To address regulatory and other obstacles to the growth and 
development of small-scale enterprises in Bolivia. The 
Project will devote resources to the analysis of: Bolivian 
policies, regu.ations, and other obstacles affecting 
small-scale enterprises. This element of the strategy aims 
to recommend policy and other changes which will support the 
formation of new ente,.prises and the growth of existing 
enterpri ses. 

In the process of strengthening the service capabilittes of the 
participating intermediaries, the Project will have a direct impact on 
creating jobs for and increasing the incomes of the owners, operators, 
and employees of micro and small enterprises. These goals are an 
integral part of the GOB's and USAII)'s immediate goals in the current 
economic reactivation. 

The strategy will be implemented by providing resources through
 

two distinct institutions, PRODEM and FEBOPI, which respectively serve
 
the micro and small enterprise segments of the small-scale enterprise
 
sector. PRODEM, which is supported by the Bolivian Confederation of
 
Private Entrepreneurs, already serves micro enterprises with training and
 
credit.
 

FENACRE provides services to cooperative businesses and other
 
small enterprises. By channeling resources for small enterprises through
 
FENACRE, the strategy complements Government of Bolivia policies
 
concerning the development of cooperative businesses. An example of the
 
government's policy is the Cabinet's racent decision to assist mining 
cooperatives logistically and financially. The Social Reactivation Fund 
will provide $1,000,000 in loan funds to start new mining cooperatives. 
The recent creation of a subsecretariat for cooperatives within the Labor 
Ministry is also a strong Indication of the Government's resolve to 
stimulate cooperatives as a complement to private sector activites. 

728L 
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IV. PROJECT DESCRIPTION
 

A. Relationship of Project to GOB and USAID Goals
 

The proposed Project contributes to three of the GOB's and
 
USAID/Bolivia's development goals: (1) strengthened private sector
 
institutions, (2) economic development, and (3) more equitable
 
distribution of income.
 

The Project addresses these goals by encouraging expanded
 
productive activity, output and profitabilLty in micro and small-scale
 
enterprises. This will have the effect of creating and maintaining jobs
 
for the poorer sectors of the society and of increasing real income among
 
the owners and employees of small businesses participating in the
 
Project. The Project lays the foundation for long-run stability and
 
prosperity in the small-scale enterprise sector by strengthening
 
institutions that provide key support services to the sector. Because of 
the large number of women involved in this sector, as owner-operators and 
employees of small-scale enterprises, the Project also supports AID's 
commitment to women in development. 

B. Goal and Purpose
 

1. The Goals: The Goals of the Project are to promote rapid
 
and sustained economic growth in Bolivia (specifically among small-scale
 
enterprises in Bolivia) and to bring about a more equitable distribution
 
of income. The Project's contribution to these goals will be measured in
 
terms of the following:
 

Economic Development
 

* Expanded sales of participating businesses. Since most of 

the credit will be used for working capital, especially raw materials, it
 
is estimated that there will be at least a 1:1 increase in sales compared
 
to the amount of loans disbursed annually;
 

* Increased net income of beneficiary firms. Assuming a net 

income averaging 10% of sales, net income will increase by about 10% of
 
the annualized amount of loans disbursed;
 

* Increased demand for locally produced raw materials and 
supplies by participating small businesses. This is expected to result 
in secondary employment and income benefits. An estimated 50% of 
working capital credits will be used to purchase raw materials, of which
 
at least 70% should be locally produced;
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Employment and Income
 

* Increased number of jobs (both full- and part-time) in 

participating businesses. It is estimated that the Project will have the 
direct benefit of establishing some 6,700 full-time job equivalents in 
the micro and the small-scale enterprise sector. 4/
 

* Increase the income earned by small entrepreneurs and their 

employees working in enterprises assisted by the Project. Assuming that
 
50% of the loans extended through the Project cover labor costs and
 
residual income to the entrepreneurs, the Project will have the effect of
 
adding about $3.5 million to the annual wages and other income of the
 
beneficiary enterprises. 

The Project is expected to have additional impacts on these
 

goals that cannot easily be measured. These include: increased
 
contribution of small-scale enterprises to gross domestic product (GDP),
 
an increase in the amount of taxes paid by participaLing businesses, and
 
greater job stability and income continuity for the employees of
 

beneficiary businesses.
 

2. The Purpose. The Purpose of the Project is to stimulate the 
long-term, stable growth and development of Bolivia's small-scale 
enterprise sector. This will be attained by improving the support 

services -- specifically credit, training and technical assistance -­
provided to the sector by selected natlona l and d.ipartmental level 
private sector organizations. Successful accomplishment of the Project 
Purpose, therefore, is measured both in terms of the establishment of 
self-sustaining, improved services in the secondary associations and In 
the improvements of small-scale enterprises benefiting from the Project. 

The accomplishment of this purpose, in terms of the overall 
performance of the small-scale enterprise sector and changes within the
 
assisted enterprises, will be measured by the following End-of-Project
 
indicators (EOPs):
 

a. Strengthened Private-Sector, Small-Scale Enterprises
 

* Increased number of small-scale enterprises with 
effective borrower relationships with formal financial institutions. An 
estimated 2,000 additional micro- and small-scale entrepreneurs will have 
developed regular (non-subsidized or concessionary) savings and borrowing
 
relationships with the national credit union system;
 

4/ Including fuller utilization of labor of owner and family members.
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* Increased investments in inventory, handtools, etc., 
in participating enterprises. Financial records from the beneficiary
enterprises are expected to indicate a 25% increase in permanent business
 
investments during the 
life of the Project;
 

* improved business skills and practices (especially
 
in the areas of production technologies, product mix, inventory
 
management, production scheduling and marketing) among the small-scale
 
entrepreneurs assisted by the program. 
 Noticeable changes (measurable

in an evaluation) are expected to occur in at 
least 75% of assisted
 
businesses; and
 

* Increased ability to develop feasible business plans 
among the small-scale entrepreneurs assisted by the program. 
 At least
50% of the small-scale enterprises and 20% of the micro-enterprises
 
assisted by the program should be operating with some type of business
 
and investment plans.
 

b. Strengthened Private-Sector Support Services
 

Institutional Strengthening
 

* Increased, self-sustaining institutional support for 
small-scale enterprises in the areas of business planning, business plan
analysis, credit and risk management, technical support, training and
 
technical assistance, particularly through PRODEM and the departmental

ADEPIs. 
 These institutions should have financially self-sufficient
 
sections with full-time, paid staff providing on-going technical

assistance and training to beneficiary enterprises and should be capable

of coordinating and/or sponsoring a wide range of specialized training
 
and technical. assistance services;
 

* At least 5,000 micro-entrepreneurs will have 
received basic business management training through programs sponsored or

coordinated by PRODEM. 
PRODEM will be providing training to an average
 
of 2,000 clients annually; and
 

* At least 2,000 small-scale entrepreneurs will have 
received training in basic business and management coordinated by tho
ADEPIs. Each ADEPI will be sponsoring a minimum of 20 training courses
 
per year. 
 Each course will train an average of 40 participants.
 

Credl t 

* Stronger system for providing credit to micro- and 
small-scale enterprises established and effectively channeling credits tothe sector. The system will consist of a self-sustaining permanent
development loan program for small enterprises in FENACRE and up to 
five

self-sustaining ADEPI-level credit unions providing savings and loan
 
facilities to ADEPI members;
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* A permanent capital base of at least $7.85 million 
($5.4 million in the credit union system and $2.45 million in the PRODEM 
program) for small-scale enterprise lending. This capital base is 
expected to continue to expand in real terms through internal capital
 
generations;
 

* At least 5,000 micro-enterprises will be receiving 

credit through PRODEM; and 

* At least 1,000 small-scale enterprises will he
 
receiving credit through the credit union system.
 

Policy Analysis
 

* A clear sector position on and recommendations for 
improving government policies and other constraints to effective
 
small-business development in Bolivia.
 

* An institutionalized abiJlity to diagnose policy and 
non-policy problems confronting the micro and small business sector. 

C. Outputs
 

To attain the Project purpose, the following outputs will he 
achieved: 

Institutional Development
 

* PRODEM's La Paz program will have been expanded to the point 
that it is capable of effectively servicing 600 client groups (at least 
3,000 clients). It will have a full complement of trained staff, an 
effective accounting system, a functioning monitoring and control system, 
a functioning statistical information system, and effective loan
 
development and servicing procedures.
 

* In addition, PRODEM will be operating a new center In either 
Santa Cruz or El Alto, providing services to an estimated 2,000 clients. 

* FENACRE's services will have been expanded in scope and 
quality. This entails a specially managed small-enterprise loan fund;
 
trained personnel; well established operating procedures; effective
 
technical assistance to member credit unions In the areas of accounting,
 
loan servicing, business plan analysis, financial analysis, collections
 
and delinquency control; good accounting, delinquency control and
 
statistical reporting syscems; and a functioning computer system to
 
manage the funds and statistical reporting system.
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* Five ADEPI-associated credit unions will be staffed with 
trained, paid personnel, have functioning accounting, delinquency

control, collections, statistical reporting and other operational systems.
 

* At least five AT)EPI's will have functioning technical assistance 
sections with trained staff capable of (a) identifying, screening and
 
selecting small enterprise beneficiary businesses for possible credits
 
through the system, (b) conducting analyses of small business and
 
recommending improvements, (c) assisting small enterprises develop
 
marketable business plans, and (d) providing on-going technical
 
assistance and supervision to member businesses.
 

Research and Analysis
 

* A research and analysis capability will have been developed in
 
FEBOPI.
 

* A specific series of policy research studies will have been 
conducted In coordination with the Strengthening Financial Markets (SFM)

Project, identifying legal and other impediments to micro and small-scale
 
enterprise sector 
business operations and development, and recommending

improvements to 
the GOB through the mechanisms established by the SFM
 
Project. Another serleb 
of studies will have been conducted to determine
 
strategies in confronting non-policy constraints on the micro and small
 
enterprise sector.
 

Other 

* Monitoring and evaluation data will be maintained, analyzed, and
 
used to improve the effectiveness of the program.
 

D. Project Inputs
 

1. USA[D/Bolivia
 

USAID/Bolivia will 
provide $1O million in grant funds for
 
this Project. These funds will be allocated to the elements of the
 
Project strategy, as detailed In Part VI, Life of Project Cost and
 
Financial Plan of 
the Paper. The elements to be financed include:
 

* Training and technical assistance for the intermediary
 
institutions;
 

* Operating cost support for the intermediary 
institutions: This support will phase out during the life of the Project 
as loan volumes increase to the point that operating costs will be
 
covered by financial margins and commissions.
 



* Training and technical assistance for small-scale
 
enterprises: Training 
 costs of the PRODEM program are covered under the 
operational support grant. Of the $88,000 earmarked under the Project to 
support beneficiary training, approximately 50% wot.ld benefit PRODEM 
clients, either in the 
form of special seminars on marketing cr products
 
or in the form of partial scholarships for courses spon.sored by IDEA,
INASET or others. The balance will be allocated to partially offset the 
cost of training and provide scholarships for training courses for
 
small-scale entrepreneurs through the FEBOPI/ADIEPI system. It is
 
expected that these subsidies would be given to Individual. training
participants, and that they would gradually be removed as training costs 
were either paid for directly by the part Ic pants or Included in the cost 
of credit. 

* CredLt for small-scale enterprises: Approximately
 
$1,800,000 of the total will be allocated to credit resources for micro
 
enterprises through PRODEM, and t4,200,000 
 to credit resources for micro­
and small-scale enterprises through FE.NACRI.. The actual allocatLon of
 
credit resources will be revised periodically to determine whether the
 
performance of each institution 
 justif.es allocatlons at these levels. 

* Policy research: The Project-wide policy research and 
analysis function within FEBOPI will receive $150,000. Most of thes;e
funds will be used to fond special studies of competition, markets and 
products related to specific sector problems.
 

* Project Management Costs: The Project budget will support 
implementation costs, including the cost of the Project Coordinator,

Project audits and evaluatlons, and prioe/quantlty contingencies.
 

2. Bolivian Private Sector 

Owners' equity from the beneficiary businesses and the 
combined overhead and administration of participating Bolivian 
organizations will. contribute 
16.1% of total Project costs, and make up a
 
part of the 
private sector and GOB 29.2% contribution to the Project.
The private sector's contribution will equal an estimated $2,270,000 (in 
terms of owner's equity) over the life of the Project. The two Initial
 
participating institutions, PRODEM and FENACRE, will each provide the
 
staff and computer resources necessary to maintain data and statistics on 
the Project that can be used to conduct Project evaluations. FENACRE 
will provide regular training, technical assistance and auditing services 
to participating member credit unions. 
 Other Institutions which might
 
enter the program will be expected to make smbstLantial contributions. 

3. Government of Bolivi;a 

The Government of Bolivia will cont-ribtute $1,850,000 to the 
Project, which equals 13.1% of total Project costs. These funds, which 

http:justif.es
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will derive from local currency generations under the ESF and/or PL-480
 
programs, will be used exclusively for credit to micro- and small-scale 
entrepreneurs through the program. The GOB contribution, along with the 
private sector contributions indicated above, will make up the 29.2%
 
contribution t:o total Project costs.
 

E. Project Components
 

The Project is designed to Install three self-sustaining,
 
on-going services to small-scale enterprises in Bolivia:
 

(I) technical assistance and training for small-scale
 
entrepreneurs;
 

(2) a permanently capitalized loan fund for working capital and
 
investments in equipment; and
 

(3) a research and analysis capability within the small-scale
 
enterprise sector. 

Strategies and techniques for developing these on-going
 
capacities (which include technical assistance, commodities and capital
 
funds), are described in the implementation section (Section V) of this
 
paper. 

As mentioned previously, the design of this Project reflects a 
number of criteria, as listed in the Strategy Section of this Paper, that 
have been deemed important to success in the Bolivian context. 
Accordingly, the Project wi ll have three components that focus on thr 
micro and small enterprise segments of the small. scale enterprise 
sector. These components are as follows:
 

1. Institutional Strengthening and Development 

The Project will he carried out primarily through three 
distinct institutions: (a) the Fundacion para La Promocion y Desarrollo 
de la Mlcroempresa (PRODEM), (b) the Federacion Nacional de Cooperativas 
de Ahorro y Credito (FENACRE) and participating credit unions, and (c) 
the Federaci6n Bolbivana de la Pequeffa Industria (FEBOPI) and its 
departmental affiliates, the Asoclaciones Departamentales de Pequftos 
Industriales (ADEPIs). These Institutions will be strengthened both 
directly and indirectly through the process of implementing the other 
Project components, as discussed below and in the Strategy Section of
 
this Project Paper. Training and technical assistance will be provided
 
to micro and small-scale entrepreneurs through the two technical 
implementing institutions -- PRODEM and the ADEPIs. The purpose of this 
training and technical assistance is to ensure the development and 
upgrading of the entrepreneurial skills and practices needed for the
 
effective growth and stability of the assisted businesses.
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a. Micro Enterprise Segment (PRODEM)
 

Assistance to micro-empresas (family-based small
 
producers or vendors) will be supported primari ly through PRODEM, a La
 
Paz-based organization Implpmentin! TIrATD/Rolivia's micro-enterprise

pilot project. This element of the approach recognizes PRODEM's
 
expertise in working with 
informal sector micro-enterprises based on its
 
success to date in implementing the pilot project in La Paz.
 

PRODEM focuses exclusively on the smallest enterprises,
 
many of which have only one or two employees when they first approach the 
program for credit. PRODEM's methods of outreach, screening, training, 
and provitaing credit are based on the experience of similar organizations
in other Latin American countr!es. These methods have proved highly 
successful in the Bolivi-in context, as evidenced by the high demand for
 
services and low delinquency rates.
 

Under the Project, PRODEM will expand its promotion,

credit, training and technical assistance services to micro enterprises

in the La Paz area. In addition, PROIEM will establish offices in 
 other 
areas to 
service similar clients. This expansion will occur gradually,

with the first office to be established in El Alto and Santa Cruz._5 /
 
The actual establishment of offices outside of 
the Lit Paz area will he
 
determined following an evaluation of 
PRODEM's success and effectiveness
 
In replicating the La Paz experience in least area.at one 

The Project includes operational support to PRODEM to 
provide elementary business training courses to entrant-level
 
micro-enterprise beneficiaries. Every participant in
new the PRODEM
 
program Is required to take a basic orientation course, which explains
 
the nature of the program, the responsibilities of each participant and
 
tile solidarity groups, and tile mechanisms for repaying the loans. Under
 
the proposed expansion program at least 5,000 new clients wouild receive
 
this basic orientation training.
 

Host PRODEM "training" Is provided through the extension 
program, in which outreach agents have direct contact with the clients at 
their place of business. With one agent for 80 clients (the current 
ratio) this assistance is relatively limited. Under the expanded program

this ratio would improve, with the result that the extension workers
 
would be 
able to provide more personal attention to their clients. 

Y/ PRODEM has recently signed an agreement with business leaders In
Santa Cruz to establish an office there. It has also approached the 
World Bank for funding for the El Alto expansion.
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Training courses for beneficiaries who have received 
more than two loans would be specialized and voluntary, with costs 
covered by a training fee. These courses would be offered if they are in 
sufficient demand to recover a good portion of the cost of training 
through the assessment of a fee. The courses would focus on business 
management and administration, accounting, marketing, inventory
 
management, and other similar topics of interest to micro-scale
 
enterprises.
 

The goal of the training would be to develop a capacity
 
among PRODEM clients to manage a modern business enterprise and set the
 
foundation for future dealings with formal financial institutions. The
 
tratning could be paid for from a credit surcharge. However, the best
 
way to finance it will he deternined during the course of Project
 
implementation.
 

This project will support two other forms of training
 
for 	PRODEM participants: (a) special seminars or lectures designed to
 
disseminate information gained from the Project's research activities,
 
and 	(b) longer term business training for ,nlcro-entrepreneurs, such as
 
the 	6-week course offered by IDEA. In the first case, research studies
 
funded by the Project should generate valuable information on markets,
 
products and production that would benefit micro-producers In certain
 
fields. The Project would fund the cost of disseminating this
 
information to the appropriate beneficiaries, through seminars or special
 
courses. At least five such topics would be developed over the course of
 
the 	Project, with some 200 beneficiaries participating in each set of
 
seminars.
 

In the second case, the Project would subsidiz,- (through 
a scholarship or partial reimbursement mechanism) beneficiary
 
participation in the courses. Participants will be carefully selected on 
the basis of their leadership roles In the solidarity groups and their 
willingness to share their knowledge with other members of the group. 

Technical assistance in PRODEM consists of both loan 
supervision and business analysis services. These costs will gradually
 
be covered by income from the loan portfolio.
 

h. 	Small Enterprise Segment (FENACRE and the Credit Union
 
System)
 

(1) 	The FENACRE System.
 

The BolIvian credit union system will participate In 
the program as a financial intermediary, channeling credit primarily to 
small-scale (as opposed to micro-scale) enterprises. 
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Bolivian credit unions have traditionally provided 
production credit to their members for working capital and equipment 
purchases for use in their small-scale business activities. In spite of 
the severe retrenchment that has characterized formal financial
 
institutions during the period of the hyperinflation, the credit union 
system has continued to attract savings from and make loans to low income 
sectors of the population, including their small business clients. This 
is in sharp contrast to the commercial banking sector, which has totally 
curtailed lending to the sector and, to date, has indicated no interest 
in promoting either small-scale savings or small-scale lending. 

Presently there are [00 functioning credit unions in 
the country, with a plan to reactivate another 50 during the next year. 
Of the 100 active credit unions, 23 are located in urban areas and have 
an estimated 3,800 small-scale business owners as members. In addition, 
the departmental small industry associations (ADEPIs) have independently 
chosen to establish credit unions as a means of generating access to loan 
capital for their members. The credit union system Is thus 
well-positioned to be a "window" into the formnal financial sector for new 
and existing small enterprises. 

(2) The FEBOPI and the ADEPIs.
 

The Federacion Boliviana de la Pequefa Industria 
(FEBOPI) was organized as an interest group association for smll-scale 
entrepreneurs, who felt their interests were not being adequately 
represented by the Cdmara Nactonal de Industrias (CNi). Departmental 
ADEPIs (Asociaciones Departamentales de Peqieflos Indstriales) affiliated 
to FEBOPI will have direct contact with the beneficiary entvrprises. The 
ADEPIs will be responsible for (a) identifying, selecting and supporting 
local beneficiaries, (b) providing technical assistance for operational 
and financial analysis for their members, and for preparing business 
plans in support of loan applications, and (c) coordinating other 
training, technical assistance and technical loan servicing support. 

The training and technical assistance requirements 
of the small-scale enterprises that belong to the ADEPIs are 
substantially different from those of the micro-entrepreneurs. 
Generally, small-scale enterprises have formal accounting systems, 
understand the financial ImplJcations of inventory management, and 
understand the issues of competition, pricing and market segmentation. 
Their needs for training and technical assistance tend to be more 
specific and refined than those of the PRODEM-sporsored 
micro-entrepreneurs. 

Accordingly, the ADEPIs would be responsible for 
identifying training needs of their memnhers and coordinating (if not 
actually offering) training courses to meet those needs. Tn some cases 
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the ADEPIs would themselves sponsor the courses. In others, training for
 
small-scale entrepreneurs would be provided by the National Institute for
 
Social, Economic, and Technical Assistance (INASET), the ADEPI's, IDEA
 
and others. Attendance would be voluntary. 
 Funds from the Project will
 
probably subsidize specific training courses, if 
deemed appropriate,

during the 
first year of the Project, but eventually the training courses
 
would be self-sustaining from fees charged. 
 Each ADEPI is expected to
 
sponsor or coordinate a minimum of five 
courses per year, with at least
 
40 participants per course.
 

As appropriate, the ADEPIs will coordinate and
 
subcontract with existing local 
training organizations such as IDEA and
 
INASET to 
provide training to beneficiary businesses. The training
 
courses will include basic accounting, finance, inventory management,

working capital management, production improvements, marketing,
 
administration, personnel management and investment project development.
 

Training can also consist of special fellowships to
 
IDEA courses, or to bring specialized services from abroad to 
participate

In courses of interest to particular sectors -- such as export market
 
expertise.
 

Technical assistance for small-scale entrepreneurs

will cover: 
 business analysis, assistance in preparation of business
 
plans and loan applications, technical supervision (monitoring) of
 
production and marketing under the loans 
to assure that the business
 
plans are being executed properly, and particular technical assistance as
 
requested by the individual entrepreneurs. Each of the ADEPIs will be
 
encouraged 
to establish a technical services capability to perform these
 
functions. Costs will 
initially be partially subsidized by the Project

If deemed appropriate during Project implementation and on a case by case
 
basis following analysis of each situation. As the program grows, a
 
commission or fee charged on the credit will be used 
to reimburse the
 
ADEPI's for these services. An estimated 720 beneficiaries (240 in each
 
of tihe major ADEPIs) will receive assistance each year.
 

The Project will provide technical assistance and
 
related support to the FEBOPI/ADEPIs to strengthen their capability to
 
carry out 
the above support activities to small-scale enterprises. This
 
assistance is discussed in the implemention arrangements section of this
 
Project Paper. 

2. The Credit Component
 

This component of the Project is intended to develop a
 
permanent capital base for lending to small-scale enterprises. With the
 
$6.0 million in credit 
funds provided through this Project, the $1.85 
million In COB counterpart funds and projected capitalization and savings
mobilized in the credit union sector and PRODEM, this fund should exceed 
$1O.O million by the end of the Project. 
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a. The Approach for Channelling Credit
 

Participating Intermediaries. Credit to participating
 
enterprises will be channeled through two institutions -- PRODEM and
 
FENACRE. PRODEM will work exclusively with micro enterprises and FENACRE
 
will serve small-scale enterprises through its existing credit union
 
network. FENACRE's involvement in the ml ro-enterprise ,ctor will be
 
carefully coordinated to avoid duplication with related RODEM activities.
 

PRODEM has been selected as one of the institutions to
 
manage the credit portfolio because of its success In developing and
 
administering a credit portfolio under a 1ISAID/Bolivia pilot project.
 
In less than one year it was able to extend loans totaling US$260,000 to
 
approximately 2,500 recipients, with a delinquency rate of less than 0.1 
percent. FENACRE has been selected as the second financial Intermediary 
because FENACRE: 

* has been operating for 25 years and has established 
national credibility with cooperatives and other small-scale enterprises; 

has nationwide coverage through its 100 affiliated 
credit unions;
 

* provides credit, marketing, training, technical 
assistance, insurance, audits, and savings mobilization services to its 
member cooperatives, and thus offers the necessary breadth of experience 
needed to manage a major credit operation; 

* has had extensive experience managing donor agency 
--including AID and TDB -- loan funds; 

* has been recognized by the Bolivian Central Bank as 
an ICI since 19'2; and 

* has the auditing and internal control systems 
necessary to act as an accountable project holder. 

Tn addition, the departmental associations of small 
industries (ADEPIs) have selected the credit union system as a financial 
partner, and are in the process of establishing credit unions that are 
affiliated with FENACRE;
 

Although private commercial bank participation in the 
Project is a desirable goal, especially from the standpoint of leveraging
funds, no bank in the country has indicared an interest in attracting 
small-balance savings accounts or placing its own funds at risk in loans 
to micro- and small-scale enterorlses. The Project will, however, 
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continue to explore mechanisms for involving the private banking system,
and the mid-term evaluation will Include an examination of the 
feasibility of doing so. 

b. General Credit Considerations
 

Credit Uses. The greatest credit demand among
 
small-scale entrepreneurs in Bolivia is 
for working capital. Working

capital loans are of two types. 
 In some cases working capital loans are
 
extended for short periods of time to 
cover operating expenses such as
 
salaries, rent, and purchases of production inventory. Such loans
 
provide a financial "bridge" between the time that goods 
are produced and
 
sold, and the time that payment is received for these goods. In other
 
cases (especially among larger enterprises) the need is for 
a constant
 
level of credit that is rolled over 
at regular intervals to sustain
 
levels of production and employment. Credit for fixed asset 
purchases
 
are larger, and require a longer repayment period.
 

Most of the credit extended by this program, in the
 
short term at 
least, will be for working capital. Most of the businesses
 
appear to be operating with excess capacity. 
Although much equipment is 
obsolete, it Is doubtful that businesses will invest in renovations or
 
equipment upgrades until their sales and 
income levels are stabilized.
 

Repayment Period. 
 In keeping with the experience of
 
other micro- and small-scale enterprise credit programs working capital,

loans will be extended for rciatively short time periods ranging from one
 
month to six months; such loans may be renewed for a maximum period of
 
four years. However, the number of such renewals is expected 
to average
 
two 
to three years and will be subject to a case-by-case analysis by the
 
participating agencies on 
the financial situation of each client. 
 The
 
lending period must be long enough to reflect the cash cycles of 
tLe
 
borrowers, while being short enough to allow PRODEM and FENACRE to
 
receive repayments and 
relend the credit funds. PRODEM will follow its
 
traditional program of gradually extending the period of credits for
 
established members. 
 The average term of PRODEM loans is expected to be
 
four to 
six months when the program reaches maturity. Working capital
 
loans under the FENACRE program will have a repayment term ranging from
 

six months, while fixed asset
one to loans under the program will have a
 
maximum amortization period of about three years.
 

Interest Rates and Terms. Consistent with good lending

practices and local conditions, interest 
rates and associated fees will
be high enough to maintain the value of the fund, cover all of the costs 
of making and servicing the loans, (including origination, supervision
and collection costs), provide for a bad debt reserve, contribute to the
 
on-going capitalization ot the 
fund and provide some revenue to the
 
implementing Institutions.
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c. Credit to the Micro Enterprise (PRODEM) Sector
 

Approximately $2.45 million ($1.8 million from
 
USAID/Bolivia and $650,000 from the COB) in credit resources will be
 
provided to PRODEM to expand its capacity to offer credit to
 
production-oriented micro enterprises. PRODEM will manage these funds
 
following a model similar to the one it has used under the current pilot
 
program in La Paz.
 

PRODEM will identify, screen, and orient candidate
 
enterprises. Production-oriented micro enterprises will be the majority
 
of the beneficiaries of PRODEM's credit resources. Commercial
 
enterprises that are vertically integrated to local productive
 
enterprises will also be considered for credit. In general, however,
 
loans to productive enterprises will receive priority over loans to
 
commercial establishments. Loan recipients will initially provide
 
guarantees through solidarity groups of four to seven borrowers who agree
 
to guaranteL individual loans as a group. As the system matures,
 
individuals with a positive repayment record may be granted loans
 
directly on their own guarantees.
 

An intermediate credit institution (PRODEM currently
 
uses the Banco Boliviano Americano) will be PRODEM's credit
 
administrator. Funds will be released by USAID/Bolivia to the PRODEM
 
account in this bank on the basis of an approved loan disbursement
 
schedule and PRODEM's historical disbursement rate. This scheduling will
 
be reviewed periodically to ensure that excess funds do not accumulate in
 
the bank account. The bank will hold the credit funds on deposit; PRODEM
 
disburses the loan funds by check to its borrowers. Loan recipients will
 
go to the bank to make their payments. Payments will be documented by
 
the bank, which will forward copies of all documentation to PRODEM.
 

Although all of PRODEM's loans to date have been for
 
working capital, the organization expects to start extending short-term,
 
fixed asset investment credit to production-oriented micro enterprises by
 
early 1989.
 

Loan sizes will range from $200 to $2,000, with an
 
expected average loan size of $300 in the first year, and 1,000 1:. 

third year, with an average maturity of six ronths. The program will
 
thus extend approximately 15,000 individual loans during the life of the
 
Project.
 

PRODEM's credit program will include a savings
 
mobilization component for its clients. Due to the unlikeliness that
 
commercial banks will be prepared to lend to micro-enterprises after the
 
clients graduate from PRODEM's loan program, it is essential that these
 
businesses capitalize themselves in order to continue their expansion
 
after graduation from PRODEM assistance.
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Expansion to areas outside of La Paz will depend on the 
availability of additional 
resources, the preparation of adequate

feasibility studies and budget projections and demonstrated demand for
 
the service.
 

d. Credit to the Small Enterprise (FENACRE) Sector
 

App:omimately 15.4 million in credit ($4.2 million of
 
AID funds and $1.2 
million of COB funds) will be channeled to the
 
small-scale enterpri ,cc.eeter 
 through FENACRE and its affiliated credit 
unions. FENACRE will act an an int.rmediate credit Institution (ICI)
between the program and po rticipat in g credit unions, as further explained 
be low. 

Som.e f th. lo nr funds Lhat are to be channeled through
FENACRE will be earm:r.kad for disbursement thru gh Fl; NACRE affiliated
cooperatives and credit imons affiliated with the departmental ADEPIs.
 
Initially, though, FEN.CRE wili dishurse all loan funds directly 
 to theend-users. Once th, ADEPI credit unions are strengthened and certified 
by FENACRE USAID being capable ofand as administering the credit
 
component, they 
 will receive ciedit funds from FENACRI; for disbursal 
the clients. At the present time there 

to 
are five such credit unions In
 

the seven ADEPIs, although only two are legally Incorporated -- have
"persona juridica". The othbers are in the process of incorporation.

Access to credit through thesc credit unions, which 're only for ADEPI
 
members, should prove to he a powerful incentive for affiliation to the
ADEPIs. Loans to ADEPI rnmbers will he Plosely .upervised, from both a
 
financial and technical standpint.
 

For the most part, credit rectpiens In the ADEPI credit
unions will be larger economic units than the micro-entrepreneurs
assisted through the PRODEN port ion of Project,the with larger
requirements for working capital and fixed asset Investment credit. All 
ADEPI members are 
legally registered businesses; most have been in
 
business for several years; 
and while the number of employees per unit
 
may not appear significantly different from the PRODEM client base they 
are nonetheless more substantial economic units. Many, If not most, of

these enterprises establisled
had borrowing relationships with the formal 
banking system prior to the 1985 crisis. 

Other (iion-ADI:PI) credit unions will be eligible to 
access funds under the program for lending to existing members for
small-scale business activities. These will be non--supervised loans to
established (or new) membhers unider esta,-bl shed credit union lendi ng
policies which will have tL comply with the projects eligibility 
criteria. It Is expected that. recipients of these loans will more 
closely approximate the micro-enterprises supported under the PRODEM 
sector of the project. 
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Because of liquidity constraints in the credit union 
system, funds will be disbursed to FENACRE onl the basis of a projected
schedule of disbursements to participating credit unions. This schedule 
will be determined oi the basis of demand forecasting in the credit
 
unions from loan applications they have received.
 

Funds for the ADEPI credit unions will be disbursed to
 
FENACRE by USAID/Bolivia on the basis of an approved schedule of
 
disbursements to the ADEPI credit unions, 
based on projections submitted
 
by the ADEPI's to FENACRE. The ADEPI credit union projections will be
 
based on valid loan applications and internal loan approval cycles.
 

Qualified non-ADEPI credit unions will also have 
access
 
to FENACRE credit lines, if they are certified by FENACRE as having the
 
required financial systems, controls and personnel to participate

effectively in the program, through a simple rediscount mechanism. Valid
 
loans can be pooled and piesented to FENACRE, with appropriate

documentation, at periodic intervals for reimbursement at FENACRE's 
established loan ternis. Because of the liquidity crisis in the credit 
unions it might be necessary to provide credit advances based on valid
 
loan application. and the credit union's internal credit approval and
 
disbursement procedures.
 

Loans to small enterprises are expected to range in size 
from $2,000 to *LO,0. Actual loan amounts will be determined by good 
credit union financial practices, which include: 

* amount of loan limited to a multiple of the
 
individual's 3avings in the credit union;
 

* 
 amount of loan limited to a certain percentage of 
the cred'.t union's net worth; and 

* the trade-off between providing large loans to a few 
members and providing smaller loans to a larger percentage of the 
membership. 

Because the issue of guarantees is such an impediment to 
formal sector lending to micro- and small-scale enterprises, innovativre 
methods of dealing with the guarantee problem are required. These will 
be explored during project implementation. However, FENACRE has 
experimented already with a system of cross-guarantees that is similar to 
the solidarity group guarantees of PRODEM, only on a larger scale. Other 
suggestions include mindatory insurance on the borrower's life and assets
 
in at least the amount of the loan, with the credit union as 
the
 
beneficiary. A third option is to create a guarantee fund within
 
FENACRE; if a borrower cannot provide the necessary guarantee from
 
his/her own resources, FENACRE would provide the guarantee charging an
 
additional fee on the amount of the loan. 
 This option will be carefully
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Although tile Policy Research Component of the 
Strengthening Financial Markets (SFM) Project focuses on 
the formal
 
financial sector and does not duplicate the equivalent component of the
 
Micro and Small Enterprises (M&SED) Project, special care will be taken
 
during Project implementation to assure complementarity. Policy analysis
 
seminars would be directed by personnel of the SFM Project, while policy

research related to identified (M&SED) policy topics will be carried out
 
by technical assistance provided to FEBOPI in collaboration with INASET
 
and 	PRODEM for small-scale enterprises and FENACRE for credit unions.
 
Policy research contracts could also be awarded to Bolivian research
 
centers, such as CEDLA or SlIP or 
other qualified organization.
 

Policy seminars conducted under the direction of the SFM 
Project will identify and prioritize the major legal and other policy
impediments to the growth of the private sector. This will establish the
 
private sector's policy agenda, and provide a framework to guide policy
 
research efforts affecting the various subsectors of the private sector
 

banks (ASOBAN), savings and loan associations (CACEN), credit unions
 
(FENACRE), large-scale enterprises (CEPB), and small-scale enterprises
 
(FEBOPI-TNASET).
 

Policy research and analysis through FEBOPI will take
 
the form of determining the impact of the various elements of 
the policy

agenda on the specific institutions (credit unions or small-scale
 
enterprises in this case), identify actions that would mitigate the
 
negative impact and develop policy recommendations reflecting the
 
interests of the subsector. Assistance will be given by the Project for
 
training staffs within the two institutions for carrying out the specific

analyses required by the policy agenda. The Project will also provide

funds to contract specific studies through other local research
 
institutions. The results of these studies will be used by FEBOPI,

PRODEM, FENACRE and other relevant institutions to dialogue with the GOB
 
on policies which should be implemented or modified to promote the
 
sustained development of the micro and small enterprise 
sector.
 

Among the policy-related topics that have been
 
identified as requiring special attention are:
 

* 	 the amount of time and cost required to register new
 
businesses in Bolivia;
 

* 	 the number and purposes of regulations pertaining t,) 
small-scale enterprises; 

* 	 import and export policies, including duties on raw
 
materials;
 

* 	 application of the IVA (value added tax) on imported 
raw 	materlals;


* 	 labor laws and their impact on the cost of business; 
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1. 	Macro-economic Benefits
 

- Contribution to 
GDP growth and the economic reactivation 

process. 

- Increase in micro and small enterprise employment. 

- Contribution to the growth of the private sector. 

- Increase In private sector investment.
 

- Increase in the number of micro and small 
private sector
 
enterprises.
 

-	 Decrease in the number of poor, unemployed urban
 
Bolivians.
 

-	 Increased stability of the small-scale enterprise sector. 

2. 	Micro-economic Benefits
 

- Existing micro and small enterprises will become more
 
efficient, profitable, and competitive.
 

- New micro and small enterprises will be started.
 

-
 Wealth of employees of micro and small enterprises will
 
increase and/or become more stable. 

- Increased number of small-scale enterprises will form
 
relationships with formal financial 
institutions.
 

7291,
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V. PROJECT IMPLEMENTATTON, MONITORING AND EVALUATION ARRANGEIENTS
 

A. USAID/Bolivia Arrangements with Participating Institutions
 

An umbrella agreement will be signed with the COB Ministry of 
Planning and Coordination which will provide the bas is for detailed 
grant, cooperative agreement, or other mechanism for implementation of
 
the Project through ':he panrL ClpaLing pivaLte sector institutions: 
PRODEM, FENACRE and FF.BOP[. Theme locments will contai n specific 
details about the commin:ment: of ;aclh participating Ilnt ttution as well 
as related implomelnenaa Li on l t r.v,. 

Assi sta1nce to PRODFM vi I 1, through an inst I tut ional contract 
with AITEC, a US PVO. Becaue. of A.LTEC'; exlert:ise In the field and 
successful experi,.n, wi I h thp Micro Ent erpri ,e segme, of this Project, 
AITEC will he , cc Led oU,a ,i.omi- ipeti ve basis to provide technical 
assistance to PRODHM (So J,.. ifiaLion, Page 71). 

to ENAC RE 
Services Cntract (PSC) and an In;Lir Li ional contract. The PSC will 
provide the overall Pronj:vct coord inat ion for all the iarticipating 
institutions, will he housed primarily 


Assi .ane I, and. IBOPI./ADiEP Is will Include a Personal. 

in FERI)I and will co-manage with 
FEBOPT the Proje:t's Research CQmpormnt. Tho inltiltiOtial conitr-act will 
include a long--term (3--ya rs) finimial/crodiL ,management advisor to 
FENACRE and approximitely 36 erson-:.ont h.15of short-term technical 
assistance. 

USAI!) coo,!in.'tinn of tLbe Pr. ..t will he provided through a FSN 
direct hire and th. Chief oF the rivl. Sclor Office.
 

FENACRE and FEBI:OPI/AIDII'Is will si gn an agreement by which the 
credit union system will collect a technical assistance fee (currently 
estimated at 
2.5Z,) on each loan. These funds will he transferred to the 
ADEPIs to cover the technical assisr:lnce costs of busi ness plan
preparation, financial analysi.-, of the busineses and other technical 
assistance provided to Loan partivip nts. The percentage to be charged
will be subjected to periodic review. The USAII) will explore the 
participation of commercial 
banks, depending on the performance of the 
FENACRE system to attain the piurpotse of lie Pro jec 

B. Implementation of Projert iom]nonentk;
 

1. Inst I tut [,n;l ISt ri'nglhei ng and Development Component 

a. 'rechnical Assi ;talle 

The Pro jet will provide technical assistance, training 
and operational. support to parl iIipnttn, intermed iaries supporting
small-scale enter)rises i Bolivia. itH purpoe is to strengthen the 
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abilities of these implementing organizations to offer effective support
 
and services to micro- and small-scale enterprises, as discussed below.
 

PRODEM. Technical assistance to PRODEM will be provided
 
to strengthen PRODEM's work with micro producers, expand its program in
 
La Paz, and establish/replicate the La Paz pilot program in at least one
 
location, initially in El Alto and/or Santa Cruz. Assistance to PRODEM
 
will include expansion planning, marketing, determining staffing and
 
overhead requirements, and strategies for attaining self-sufficiency.
 
This aspect of the institutional development component will allow PRODEM
 
to offer needed services to micro enterprises, and also increase PRODEM's
 
ability to obtain support from other donors.
 

The technical assistance will consist of an extension of
 
the current institutional technical assistance contract with AITEC,
 
providing one long-term advisor and short-term technical assistance. The
 
primary objectives of the continued technical assistance activity are to:
 

* Recruit and train a permanent executive director 

(gerente administrativo) for PRODEM; 

* Improve PRODEM's internal operating procedures 

(especially the accounting system, control of guarantee documents,
 
budgeting and financial management and analysis);
 

* Design and install an automated information system 
consistent with the general monitoring and evaluation system planned for 
the program, including the improvement of PRODEM's client data base and
 
statistical reporting system;
 

* Plan and implement the expansion of PRODEM 

activities to El Alto, Santa Cruz and other cities; and 

* Recruit and train staff for the new centers. 

Specific short-term technical assistance required for PRODEi- 01i1
 
include:
 

* Accounting systems and automated accounting 1,r 

-- two person-months; 

* Information system planning and design (this 

assistance is expected to be provided by the technician overseeing the 
general statistical information system design for the program) -- two 
person-months; 
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* Financial management and planning (including 
budgeting, financial analysis, financial projections and financial
 
management) -- three person months; and
 

Other (to be determined during the course of the
 
Project).
 

The length, scope and type of short-term technical
 
assistance may change based on implementation experience. Such changes

will be determined and agreed upon between USAID/Bolivla and PRODEM.
 

FENACRE and the Credit Union System. FENACRE and
 
participating credit unions will 
receive technical assIstance to enrich
 
the capacity of the credit union network to offer credit 
to small
 
enterprises. The purpose of the technical assistance will he to ensure 
the ability of tLhe credl.t union system to manage the funds efficiently
and effectively, to assure the development and use of effective Internal 
procedures and policies and to develop the operating systems and skills
 
necessary to deal with small-enterprise credit. A successful technical. 
assistance program will. enhance the Image of the credit union system's 
legitimacy as an 
intermediate credit institution specializing In
 
small-scale enterprise training and lending.
 

Planned technical assistance to the credit union system 
corresponds with tire identified weaknesses and problems of the system.
At the FENACRE level assistance would be provided primarily to develop,
 
install and administer the funds-management system related to the
 
program. Specifically, long-term techimi.cal assistance 
will be provided
 
(one long-ter credit management/fInancial, advisor) to assist In:
 

* Developing funds management procedures; 

* Supervising Lhe planning, selection and installation 
of the computerized accounting system for tire fund; 

* Training key federation and credit union personnel 
in funds management concepts and procedures;
 

* Developing and installing appropriate credit 
procedures in FENACRE; 

* Developing and installing appropriate credit 
procedures in the participating credit unions, particularly those
 
associated with the ADEPIs. This includes procedures for analysis of
 
credit applications, credit supervision, delinquency control, savings
mobilization and financial management; 
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* Auditing and qualifying participating credit unions; 
and
 

* Savings mobilization. 

This long-term advisor would be assisted by

approximately 18 person-months of U.S. or TCN short-term technical
 
assistance. This short-term technical assistance would cover new service
 
identification and planning, promotion and marketing (of the credit union
 
system), savings mobilization, strategic planning, market positioning,

administration (including personnel management, Job descriptions and
 
salary administration), member analysis and financial management

(development of budgets, financial projections, cash flows and liquidity
 
management). Information system support for the design of the
 
statistical reporting system will be provided as a project-wide
 
consultancy.
 

Training and technical assistance will be provided by
 
FENACRE to the managers and staffs of the credit unions participating in
 
the Project. Special attention will focus on developing an adequate
 
staff and operating procedures in the three to six new ADEPI credit
 
unions that will channel credit funds. 
 This entails intensive initial
 
training for the new credit union managers and staffs of the ADEPI credit

unions and training in the computer-based accounting programs. Managers
 
and loan officers from all credit unions participating in the program

would receive training in business loan appraisal and management.
 
FENACRE will also be responsible for providing regular supervision of the

credit program to be sure that proper procedures for loan approval,
 
accounting, loan supervision, collections and delinquency control are
 
exercised by the credit unions. 
 This would facilitate FENACRE's
 
commitment of certifying the capability and readiness of each credit
 
union which would participate in the credit program of the Project.
 

To carry out this training and technical assistance
 
FENACRE will rely primarily on its existing education and field staffs.
 
Internally, FENACRE will need to increase its technical 
supervision staff
 
by two persons to provide backstopping and assistance in small-enterprise
 
credit to the participating credit unions. Computer training will be
 
provided by the supplier of the data processing system.
 

All managers and loan officers of the participating

credit unions would be given a specialized course in small-entL-prise

lending provided through IDEA or other contracted financial institution
 
specialist. With an estimated 25 participants per course, four such
 
courses would be required.
 

FEBOPI and the ADEPIs. The Project's overall technical
 
advisor is expected to be detailed to work mainly assisting FEBOPI and

its affiliated ADEPIs - at least 80 percent of the time through the
 
FEBOPI office in La Paz. 
 In addition, short-term technical assistance to
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FEBOPI and the ADEPIs will be provided on specific subjects. The idea is
 

to develop a technical capability to provide needed business analysis and 
other support services to member businesses within a specialized 
technical assistance department in each ADEPI. Specifically, the 
objectives of the technical assistance would be to develop the following 
capabilities and services within the ADEPIs: 

* Operational and financial analysis of businesses; 

* Business plan development assistance; 

* Technical assistance skills and capabilities in 

financial management, inventory management, marketing, product planning,
 
market analysis, etc.;
 

In addition, limited technical assistance would be 

provided to the ADEPIs to assist In improving their Internal accounting, 
financial planning and operating systems.
 

Finally, technical assistance resources will also be
 

used to help FEBOPI and the ADEPIs conduct policy research and analysi.s 
in coordination with policy analysis activities of the SFM Project. This 

would include formulating a research plan consistent with the strategy of 

the SFM policy analysis activities and identifying appropriate experts 
(either inside or external to the credit union movement) to conduct the 
studies. 

Total short-term technical assistance to FEBOPI and the 

ADEPIs is estimated at 18 person-months. 

b. Training
 

The training activity is designed to complement 

technical assistance so as to increase the skill levels of intermediary
 
employees. The following formal training progr,'ms are envisioned for the 

various intermediaries: 

PRODEM
 

* Program management course for the general manager of 

PRODEN and the manager of each center, possibly in IDEA; 

* Supervisors course for all extension agents employed 

by PRODEM -- a Carvajal-type training course conducted by IDEA; 

FENACRE and the Credit Unions 

* A course in managing small enterprise loan 

portfolios, for the managers and chief loan officers of FENACRE and all 

participating credit unions. 
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FEIP0 11 /AI)EIP"s 

* Iinancial and operational analysis of businesses, 

for technical department staffs; 

* Business plan development techniques, for technical 

department staffs. 

Ii addiLlon to formal training for staff members of the
 
institutions Involved, the Project provides for Invitational travel to
 
permit learning from similar experiences in other countries. This
 
experience is particularly Important for the ADEPT staff members, as 
there is no cadre of experienced individuals in the organizations. 
Besides offering an opportunity to learn from established programs, the 
participant training for ADEPI personnel will offer the opportunity to 
explore export market possibilities and requirements. Four trips per 
year Are scheduled for each year of the Project. 

Invitationll travel for PRODEM would permit the new
 
general administrator and other center managers to examine similar
 
programs In Peru, Colombia and 
other Cent-ral and South American
 
countries. Two roiund trips are scheduled each year.
 

Invitat lonal [ravel for FENACRE would have two 
purposes examine smal I-eterpr ise lend i ng opera t ions (whether credit 
union or bank oriented) iii othe-r con ntries and to learn from savings 
mobilization, central credit union operations, guarantee programs and 
other sLrategic cre,:it inion service ef forts. Two round trips per year
8re programmed, witrh at least two of the 10 scheduled trips to the United 
States to examine the operations of II.S. Central credit union, evaluate 
potent ia l new credit unilon services and study the possibility of such 
prograns as tile shar, insuirane prograiin and stabilization fund. 

c. Opera t onal Support 

Operational support funds will help tile participating
 
IntormedLiaries estahillshm service CapaiIlIties, offset operating losses
 
during Projct start-up (inttl income from loan activities is sufficient 
to cover operating expens' s), a nd to f[un1d special activities necessary 
for the success of the Project. Specifically, operating support will 
cover: 

PRO1)FM 

* Continuied oper;attng support for the LA Paz office; 
and other offices nilt|!PRODEM becomes self-sustaining, expectedly by tile 
Project. Assistance Completion Date. 

* Setup and operatling costs for expansion centers in 
El Alto and Santa Cruz until revenues from credit operations cover these 
costs.
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FENACRE and the Credit Unions
 

Some operating expenses of the central office in 

FENACRE;
 

* Operating expenses of the five ADEPI credit unions 

until they are self-sufficient;
 

* A computer for the central management of the fund; 

* Computers and software for the ADEPT credit unions; 

* Office equipment and supplies for the fund 

management unit; and 

Office equipment and supplies for the ADEPT credit 

unions.
 

FEBOPI and the ADEPls 

* Operating expenses until revenues for the loan
 

programs cover the costs of the technical units;
 

* Office equipment and supplies for FEBOPI and ADEPT 

technical units, estimated at $4,500 per ADEPT; 

* Subsidizing, at least initially, training costs for 

ADEPT members. 

Other Costs
 

The Project will fund specific studies related to policy
 
and other constraints to small enterprise development.
 

The Project will also fund special workshops or other 
forms of disseminating tihe resuilts of market studies and others to small 
entrepreneurs. 

2. Credit Component
 

The credit fund will be channeled through two separate 
Institutional mechanisms -- PRODEM for micro-enterprise clients and the 
credit union system for a combination of micro- and small-scale 
enterprise clients. While the exact ratio of: funds to be channeled 
through the two mechanisms will depend on disbursement schedules, 
absorptive capacity and rate of demand, at tlie )resent time $2.45 million 
is scheduled to be channeled tlrough PRODEM and *5.4 m ilion through the 
credit union system. Project evaluitions will determine the need to 
adjust these ratios. 
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Micro-Enterprise Sector (PRODEII) 

Credits to micro-enterprises through PRODEM will continue to 

operate as In the earlier pilot program. Based on availability of funds,
 
scheduled disbursements and a demand schedule prepared by PRODEM,
 
USA'D/Bolivia wit] disburse funds at periodic intervals to PRODEM's local 
bank account for on-lending to PRODEM clients. Further disbursements 
will depend on PRODEM's continued good record of placing and recuperating 
funds on a timely basis. Conditions precedent for providing credit funds 

to PRODEM are listed In Part VTT of this Pap-r. 

Small-Scale Enterprises (FENACRE and FEBOPI/ADEPIs); In 
complement to PRODEM's activities, the Project will provide approximately
 

$5.4 million for lending to micro-and small-scale entrepreneurs through 
FENACRE and the credit Inion syst em. Part of these funds will be 
earmarked for lending to small-scale entrepreneurs through certified, 
qualified new ADEPT credit unions. The other part would he channeled to 
a comninnation of micro-anl small-scale entrepreneurs through existing
 
credit unions. At the present time 23 urban credit unions, with an 
eligible membership of 3,800 small-scale entrepreneurs, have tentatively 
been identified as possible intermediaries for this portion of the credit 

program. The levels of credit resources through the credit union system 
will he determined during the early stages of Project implementation and 
will be based on a certification by FENACRE about the institutional and 
financial capabIlity of each participating credit union. 

The credit funds would be made available to the credit union 
system on a grant basis -- subject to no interest or principal payments. 
As a condition for this grant the credit union system would have to 
present an investment plan that would guarantee the maintenance of value 
of the fund, including an interest rate and fee structure that would 

cover all costs and risks of administering the credit. The investment 

plan would also provide a mechanism for increasing the fund's 
capitalization from Internal sources. FENACRE will certify the 
capability of each credit union to effectively participate in the program. 

The small-scale enterprise credit fund will he managed as a 
separate fund within the credit union system; credit unions participating 
in the program must have the ability to segregate funds. The fund will 
he maintained in FENACRE as a permanent capital base for small enterprise 
lending. Individual credit unions will benefit from internal 
capitalizations resulting from use of the funds. 

FENACRE can on-lend the funds to its member credit unions in 
two wayn: as dlret.: (redits (either in advance or is discounts ot 
eligible loans), or in the form of guarantees. As discussed earlier, 
credit advances may be necessary due to the lack of liquidity in the 
member credit unions. Thme rate structure would be established in such a 
way as to encourage the se of guarantees by credit unions with 
sufficient liquidity to meet the credit demands from internal capital. 
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During the first year of the Project, FENACRE would lend directly to
 
individual entrepreneurs or small enterprises, until the ADEPIs are
 
strong enough to do it themselves. In the latter part of the Project, it
 
is anticipated that all funds would be channeled through FENACRE's member
 
credit unions to the end borrowers.
 

Disbursements to the credit union system would depend on:
 
(a) the existence in FENACRE and the participating credit unions of a
 
system to segregate these funds from other funds, (b) a set of approved
 
credit regulations, including loan eligibility criteria and loan
 
appraisal procedures, (c) certification of FENACRE and the credit union
 
accounting systems, and (d) presentation and approval of an investment
 
plan to maintain the value of the funds, cover all costs and risks
 
associated with managing the funds and stimulating savings mobilization
 
in the credit union system. 

3. 'o licy RU-search Component 

Implementation of thi s component will he managed and
 
coordinated by the USAID Project Manager and the overall advisor who will
 
be located mostly in tlho FEBOPI Office. lie will also be assisted by the
 
long-term advisor who will be assinned to FENACRE. As dliscusseld in the 
Project Description and subsequent sections of this Paper, this component 
will be coordinated closely with similar activities under the SFM Project. 

C. Project Management and Coordination 

Management and ci rdination of the technical assistance 
activities under the Project is complicated because technical assistance 
is being provided to three different types of institutions, two of which 
(FENACRE and PRODEN) have historical ties to providers of approprlate, 
specialized technical ass i stance. Also, two separate iprojects have 
responsibility for policy research and analysis for the private sector. 
These factors have been considered in the desi gn of the management and 
coordination plan, discu.sse' below. 

All technical assist ance for tie Project would be under the 
responsibility of the Overil Project Advisor/Coordlinator, who would have 
responsibility for coordinati g technical, financial and operational 
support assistance to all institutions participating In the Project. Two 
other long-term positions a re required: (a) the credit management 
long-term advisor for FENACRE to assist in the development and operatlions 
of the smal-business credit line, and (I) a lon;-terum advisor for I'ROI)En 
to assist in developing and implem;eniting expainsion plans, training a 
general manager and implementin, PlRO)l;li's development program. Briefiy, 
personnel requirements arc as follows: 

Overall Pro je*ct l!e/sh, ',I II spend most of tie time coordinating 
Avisor/Cknordinator project act ivitles through le FI",IOPI tiffic.. 

lh,'/sh,, wll be tlhe. maLn ink with thle hJSAID 

dii Ict-Iir,' Pr,)jtrt l.,;;g r. Briefly, uhis 
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person w II be responsible for overall project 
admi ni stration, coord nat ion of financial and 
technical activities of the project, planning 
and management of short-term technical 
assi stance. 

Credit Specialist responsible for assuring the proper 
Management implementation and management of credit under 

FENACRF's various special credit lines. 
Assesses the operating procedures and 
recommends training and technical assistance, 
at both the FENACRE and credit union level. 

Hlcru- Long-term advisor to assist PRODEI in 
E'nterprise implementing the expanded program, training a 
Advisor general manager, recruiting and training staff, 

conducting feasibility studies on future
 
expansion sitrs and implementing recommended 
Improvements in PROI)EM's operational and 
managerial systems. 

Short-term technical ,assfistance would be required in the
 
following areas:
 

PIRODEI
 
Accounting and financial management
 
Data processing for accounting system-

Informatlion systems design
 

FENACRE/Cred it In ions 
Central credit union operations
 
Business plan analysts
 
Savings mubilization
 
LIqu li ty nanagement and planning
 
Information system.- design
 

Fi:BOPI ADEPsl
 
Operatlonal analy ,is of small businesses
 
Business plan preparation
 
Technical assistance
 
Policy analysis
 
In formation systems design
 

As can be seen :uhove, the information system design activity Is 
project-wide and would be handled as a single consultancy for the 
Project. Other short-term technical assistance needs would be identified 
and scheduled dluring the start-up phases of the Project. 



---- ---- ---- ---- ----

-52-

The technical assistance will be provided through two separate 
Institutional contracts in addition to the Overall Project Advisor/ 
Coordinator who will be contracted as a PSC: one with AITEC to cover the 
PRODEM expansion and the other to cover all othe r activities under tire 
Project. 

The Overall Project Advisor/Coordinator will have direct
 
responsibility for the technical assistance provided to PRODEM, FJ.NACRE
 
and FEBOPI/ADEPIs. Hie/she should he an expert In smnali-business credit 
programs, preferably with a strong banking background. This advisor will 
coordinate all short-term technical assistance activities and will serve 
as liaison to the policy analysis activities of the SFM Project. le/she 
will be responsible for implementing the project monitoring system and
 
providing regular reports to the USAITD.
 

This advisor would be located in la Paz, possibly in the FEII()PI 
office, and will require a secretary/assistant, an office an] a 
micro-computer for word-processing and statistIcal data analysis 
management and analysis. 

D. Implementation Plan 

The steps listed below cover the first six months of activity 
under the program. This is essentially a planning and prequalification 
period leading to the disbursement of funds. Although the steps are 
listed sequentially, most will be occurring simultaneously. Exact dates 
and scheduling will be developed during the first month the consultant 
teams are active. Implementation after the first six months will depend 
on action plans developed during this phase. 

Step Responsibility Action
 
-------..------------ - --- - ----


Step 1. USAID, GOB Sign Project Agreement
 

Step 2. USAID, PRODEM, Negotiate and sign Grants, Cooperative 
FENACRE, and Agreements and other document specifying the 

FEBOPI commitments and responsibi lities of each Party. 

Step 3. USAID Bid and sign technical assistance contract. 

Step 4. Contractors Initiate technical assistance activities. 

Step 5. Contractors, Develop work plans and schedlmes for the 
USAID, PRODEM first phase of activities.
 

FENACRE,
 
FEBOPI/ADEPIs
 

Step 6. ADEPI, ADEPI Hire staff, develop regul at.ions and pro-

CUs, FENACRE, cedure:s, eqip facilities.
 
PROD EM
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Step 	 Responsibi I ity Act ion 

Step 7. 	 ADEPIs Ilire staff, equip facilities. 

Step 8. 	 Contractors, Plan and procure commodities for the program.
 
Intermediaries
 
USAID
 

Step 9. PRODEM, TA 	 Develop qualified accounting system,
 
graduation plan, financial projections for the
 
expansion program, and investment plan for the
 
savings program. Arrange additional space.
 
Plan personnel needs. 

Step 1O. 	 PROI)EM Develop eligibility criteria, monitoring 
FENACRE system design, disbursement procedures, 
Consultants interest rate, capitalization and fee 
USAID structures. 

Step Ii. PRODEM 	 Arrange in-depth training for extension agents 
in Carvajal-type training program. 

Step 12. 	 USAID Approve PRODEM's accounting system, internal
 
procedures, graduation plan and expansion plan. 

Step 13. 	 Contractors Develop and approve work plan and short-term 
USAID technical assistance plan. 

Step 14. 	 USAID, PRODEM Initiate lending activities. 
FENACRE
 

Step 15. FENACRE 	 Train ADEIPI credit union staff; arrange 
training of other credit union managers and 
vredit officers in IDEA or other suitable 

management training institute. 

Step 16. USAID 	 Certify eligibility of ADEI credit unions and 
other participating organizations. 

Step 17. 	 PRODEM, FENACRE, Develop and submit to USAID a realistic,
 
Consultants 	 feasible graduation plan of the Project's
 

credit beneficiaries. This plan will be
 
prepared within one year from the date of
 
signing of the cooperative agreements with
 
PRODEM and FENACRE and will be based on a 
study of the Project's crcdit beneficiaries. 
(See Section on evaluation and audits). 

Subsequent activities are dependent upon the work plans and 
schedules developed In Step 13, with the exception of scheduled 

evaluations and audits. 
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E. Evaluations and Audits 

There will he at least two independent evaluations of the 
Project. The first: eval uation will focus on prelilninary imp)act and 
performance indicators, and will he used to validate the hasi(v strategy 
and approach of the program and t( rerommen( modlifications in lhe 
strategies during the latter part of the Project . Ii will take place at 
mid-term. An evalal ion specialist will he hired early In tlhe lroject to 
assist in developing ,apriject evaluoation mothod(h logy. Other tvalation: 
of the whole Project or of spec ific l'ro ject ('cmponents will i, cai'rried 
out as needed based on implement at ion experience. 

Data requ ired for the e,v, liat inns will be plnned during the 
first semester of the Project. Stindard record keepigi, forms will he 
designed, and relevant ,,v,lallt ion data wl I I he col Il.rLpd and maintained 
by PRODEM, FENACRE and .EIOPI /AIuEP Is concernin lleir respect ive elements 
of the program. The Project mnonitring plan, di:sc.u;ssed iin Section F 
helow, has been de;i;gned to facilitate the collrlion or diita and the 
implementation of meaningfiI evil ,tin i . 

Irnportant dat i a ndmon Itoring inf orna ion to he (ol Ictvl 
inc l ude: 

Changes in employment; Ilvest ment s i n assets, working 

capital ind invnt ory; net protfIta hiliLy; sales; sal ariePs 
and wages paid; cost of p)roduction. 

* Employmnt of Wou)n and sul )rt ol women--owned, maiaged r 

operated ent err is es. 

Distrihution of loans hy size of lon, i:'e of ftrm, I urome 

of loan rec pi nt, etv. 

Financ ial performance of the Intermetiaries in terms or 

spreads, deliiqienctevs , capitaliIzation, e'. 

Accomplishment of Projoct ohject iyes of self-sustatnlinfg 

capital fund, self-suirciency ot tihe intermediary 
Instit utions, and aidequacy of ins titt ional support for th 
activity. 

Accompl ishment of output targets I" terms oh I inIig, 

technil aqsislaiice and Icredits tiinlted. 

Specif'ic conicerin:s to h, .iildressd by lie mi i-lero eva luatl iol 

include: 

'* I'erfnrmance ofIlt, in:tI lin nl In;p h Project;itt iiistlte the 

* 'Progres: towarl acon)l1 I sliMew of out lii s and )uri)se,; 
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* Possibility of leveraging the funds with major banks;
 

Terms and conditions of srbloans, and adequacy of interest
 

rates and fees;
 

Degree of self-sufficiency of the participating
 

Intermediaries;
 

Feasibi 1i ty and desirability of incorporating other 
financial Institutions into the program; and
 

Feasibility and desirability of
* incorporating other
 

non-financialIntermedi aries into the Project.
 

The second evaluation will be an end-of-project evaluation
 
focussing on lessons leairned, Project impact, and the sustainability of
 
Project result.s. It will take place four months prior to the scheduled
 
completion date of the Project.
 

In addition, a special study will be conducted within the 
12-month period after the signing of the Cooperative Agreements with
 
PRODEM and F'ENACRE. This study will focus on the impact of the credit
 
component of the Project as a basis for developing a feasible graduation
 
plai for micro and small entrepreneurs participating In the Project.
 
Among other things, the study will assess the trade-off between reaching
 
a large number of beneficiaries during relatively short periods of time
 
(of say, two years of p;rticipation in the program) versus longer
 
graduation periods and improved prospects for higher capitalization, self
 
sufficiency, or access to the formal banking system by participating
 
entrepreneurs. The study will provide the basis for a plan that will
 
present alternative graduation schemes which Include detailed criteria
 
for the termination of assistance to PROI)EM's and FENACRE's beneficiaries
 
once they reach a c,.rtain level of self-development and/or qualify for 
alteruative financing mechanisms.
 

There will also be two externa l audits duri ng the life of the 
Pro ject. These will be contracted to local auditing firms. The first 
audit should take place during the second half of the second year of the 
Project. The second audit would be performed during the fourth year.
 

v'. I)eI:ailed Project Monitoring Plan 

The Project Monitoring Plan discussed in this section has been 
designed to: (a) ;issuie USAIT/Bolivbu of the timely progress and 
accomplsl ,hm"Lents ol Irhe Project, and (b) collect the dat.a that is 
necessa;ry for effect ive evalutlat ion of Pr(oject success and impact. It 
will serve as an effective early warning system, alerting Project 
management and the ISA II)of any problems that need to be addressed. 
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1. Management of the Monitoring Functioln
 

The Project monitoring function wi ll he coordinated by a FSN 
direct-hire Project Coordinaror who will work in the IISAIDl/BolIvia Off ice. 

Direct responsibility for developing, installing and
 
administering the Project Monitoring System will he with the Overall 
Project Advisor/Coordinator (IPSC) for the major tec'hlni cal assistance 
Project. This individual will, in coordination with the IISAII)/Bolivi;, 
Project Coordinltor, design Lvt nonitoring inst rumenti , ensure tlhe 
development of vomplter-hased data base managemelnt prograns to cilllc 
and manage the mOnitoring infiorma t ion, train applropriate, stflft In 'he 
participating organizations in tIh correct appl it Ioil of the monitoring 
process, slpervise the implemelnt tion of thP moni torinig system in all 
entities, and prepare reglar ripr-Lts on the status and arci'mpl i shmnis 
of the Project.
 

Implemnting the lProjvect Monitoring Systm will be Ihe 
responsibility of th, individual Itn Ititions engaged in thl Project 
PRODEM, FENACRE, trhe local c're(dit uinions aund FEHOPI/AIWPIs. 'lTWOe 
Institiitions will iave responsihiility for the acv'rat, and vomplete 
collection and processing,of the inlor-naltion. 

2. I)e,;ign and ID..velopmente
 

lhe project monitoring system should he dlesigned 
as an 
integrated information system, Implementation of the system would he 
decentralized among the participating institt ions, willie overall 
management, analysis anld uise of tlie system would he centralized In tihe 
office of the Overi I Project Advisor of the technlical .as:sistance Projec t 
and the USAID/BI ivia l'roject Coordlinatr. 

The sysLteim won lI providie infornatiln ol immedlate benel iL.to 
the Institution that ciill l, ;id processes it. Information used by 
consolidating institutions -- FENACRE for tIle credit unions, FEROPI for 
the AI)EPIs, and USAII)/Bol i via -- wllld derive fromi Informat ion I hat i; 
useful to the institutions Lhat have primary respons ihilitles for 
interacting witli the ci lent s. 

toinililters will he neessary for managi lg tre vol,,me of data 
collected effectivly and elficient Iy, hut the success of the activity 
lies in the desig8n of the inli'atir; nmd proceses for annlyzing and 
utilizing them. 'llhe conpiuiteor Iinu)8r;.ii ireSSifry ti piri('os ; this 

0nformation is N I tand ar il iftli,-o' Pry,r im ( ;lrh as dase -IIl, R- Iase, 
Orarle, qr any of mI rlilmher "Ii ini hIr proulfiil); i)'xlvslive or unique, 

programmi ig is ither required nor desir.lhl.. 

Short-te.erm technicafi sistincp i" Into:rmn li l ;ystem dhesi grn
for monitoring systems will he nec.ssau ry Lo help dies ino and lvi' (1p lhe 
specifir';Itions In"r tlie system, plai thie illntelts: ;ind Iurri;it il I lie lata 

http:Iinu)8r;.ii
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crollcLion forms that will he "sed and assist in monitoring the
 
in.stallation of the systems in the va rious entities. The short-term
 
technical assistance will also assist in planning the integration of the
 
data col lection forms with data from the financial data systems of the
 
Intermediaries, and to develop the external design of the computer 
programs necessary to support the monitoring :activity at each level. 
Actual programming of the data bases, ineluding tihe report program;,
 
would be contracted to a well-established local software firm with past
 
successful experience In deve]loping such programs. Programmers would not
 
be hired internally by the Institutions to develop the initial programs,
 
although operation and maintenance of the systems may require in-house
 
progralnmmlng staff.
 

3. 	Data Rquirements
 

The 	monitoring system requires the regular and systematic
 

collection of data on a series of key Indicators for the Project. These 
Inc lude: 

ParticIpating Businesses 

Identification dat a (including name, address, RUC or 

carnet no., type of business, etc.) 

* 	 Assets (including total assets, investment in fixed 

assets and equipment, investment In inventory, working
 
capli 	ta I);
 

* 	 Income and Expenses (including salaries and wages paid, 

gross sales, taxes paid and net Income) 

* 	 Number of employees (f17ll-time and "eventuales") 

* 	 Persona l data (sex of owner, role of spouse in business, 

rolc of other fam ily memhers in business) 

Finlancial Operations of the Intermediaries
 

* 	 Number and amount of loans granted 

* 	 Number and amount of loans outstanding 

* 	 )el i nquency 

* 	 Income (financial and non-financ al) 

* 	 Expenses (finanetal and non-financial) 

* 	 Net Margin 

* 	 Current value of le small-enterprise fund 
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Financial Statements - Balance Sheet, Income Statement, 

Cash Flow. 

Non-Financial Operations
 

* 	 Project statistics (such as number of people trained, 

number of new applications received, etc.) 

4. 	Reports 

Each month the monitoring syst-!r should produce a standard 
set of reports suminarizing the progress of and problems encountered by 
the Project. 

An output file will be produced each month by each 
participating intermediary and sent to the Overall Project Coordinator of 
the technical assistance team for consolidation and analysis. 

G. 	 Inter-Institutional Relationships and Communications Requirements 

Because of tile number of insttitutions Involved in implemienting the 
Project it is important to understand the relationshi Ip among them and tlhe 
responsibilities that each has vis-a-vis the others: PROI)EM, 
FENACRE/ADEPIs, FEBOPI[, Project Management. 

PRODEM 

The 	PRODEM system consists of PRODEM, its clients and the bank 
that services the account. PRODEIM has the responsibility of gathering 
sufficient information on beneficiaries to meet loan appraisal and 
project monitoring objectives. It has the responsibility of llsbursing 
loans to the beneficiaries and collecting those loans. The 
beneficiaries have the responsibi lity of repaying loans promptly and of 
guaranteeing the loans of members of their group. Tle bank has tlhe 
responsibility of processing loans and repayments promptly, maintain!ng 
accounts, remitting funds to PRODEM and notifying PRODEM immediately of 
any delinquencies. 

The Information flows needed to sul)port this sub-system have 
been reasonably well developed. PRODEM needs to improve its statistivael 
records on clients, both to improve project monltoring and l)lan training 
and support services. PRODEM also will provide training to the borrowers. 

FENACRE/ FEBOP I 

The re lat Ionsh Ips and information f lows in the FEINACRI/ FEB01' I 
subsystem (in fact, the ADEPIs wIll I nter actL with l'ENACRE in Iliei of 
FEBOPI) are complIex amd di fIilt to (lese ri1h. ent It Itesinore 1fl Tlese w1 II. 
provide t raining,, to the particilpatln inelmmbers., 
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FENACRII - Credi t Inions 

FENACRE is responsible for disbursing monies, collecting loans
 
due, supervising and audiLing the credit unions. To fulfill this role it 
needs to have Information on planned disbursements from the credit 
unions, detailed loan and financial Information on the credit unions, and 
statistical information on borrowers under the program. FENACRE is also 
responsible for maintaining and reporting program statistics; for this it 
will need to receive copies of all loan applications and statistical data 
from the credit unions. 

Credi t Unions - ADEPIs 

The ADEPIN have the responsibility of identifying eligible 
borrowers, providing assistance to these borrowers In the preparation of 
busi ness plans and loan applications and providing technical supervision 
of credit recipients. To do this they must provide the credit union with 
lists of qualified members. They must also supply the credit union with 
business analyses and loan applications/husiness plans for beneficiaries
 
requesting loan assistance. They must also notify the credit unions of 
technical problems with businesses that have borrowed funds. 

The credit unions have the responsibility of maintaining access 
to s"ufIi(nt funds to meet member loan demands, evaluating loan 

- ialppl icat ns, extending loans to qualified borrowers, collecting 
payments, controlling delinquencies and reimbursing FENACRE on schedule. 
The c redit: union must know the availability of funds and the scheduling 
of IENACRE disbursements for micro- and small-scale enterprise lending. 
This requ ires sufficlent advance notification of funds needs on the part 
of the credit union and a notification from FENACRE of its ability (or 
inability) to meet that demand. The credit union must be able to provide 
the AI)EPI with lists of delinquent borrowers. It must also reimburse the 
ADEI for technical assistance services according to a pre-established 
s(c hed Il e. 

Credit Union - Borrower 

To receive a loan the borrower must present adequate 
documentation -- a valid loan application, statistical information, 
business pian ;mmnd guar-ntees -- to the credit union. The credit union 
must present the borrower with an accurate repayment schedule. 

7301.
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VI. 	 LIFE OF PROJECT COST ESTIMATES AND FINANCIAL PLAN
 

The Life-of-Project (LOP) for the Project will be $14.12 million. Of
 
this amount, USAID/Bolivia will contribute $10.0 million, the Government of
 
Bolivia $1.85 million and the Bolivian private sector $2.27 million in the
 
form of institutional overhead and owners' equity. USAiD/Bollvia's funding
 
will 	covcr technical assistance, training, operational support and credit 
funds. The GOB contribution, which will come from local currency generated 
under ESF and/or PL-480 Programs will be used exclusively for credit
 
purposes. A total of $400,000 have been already earmarked under the [987 ESF
 
Program (511-0593) as part of the GOB counterpart contribution.
 

A. USAID Funding
 

Funding provided by USAJD Bolivia will cover technical assistance to
 
the intermediary institutions charged with implemlentlng the Project and
 
providing services to micro- and small-scale enterprises, training for
 
intermediary institution staff, funding for a specific number of policy­
oriented studies and operational support for the intermediary institutions.
 
USAID/Bolivia funding will also provide $6.0 million in credit funds for the
 
program.
 

The tables and notes on the following pages detail these expenditures. 

1. Technical Assistance 

Technical assistance will be contracted through two separate 
contracts -- one with AITEC on a sole-source procurement basis, the other by 
open competition. The ALTEC contract will cover a local technical advisor for 
60 person-months and 18 person-months of TCN short-term advisors, for a total 
amount of $400,000. Under the other contract there will he 36 person-months 
of a long-term credit management advisor for FENACRE, and 36 person-mnonths of 
US and TCN short-term specialist advisors for FENACRE and the ADEPI Credit 
Unions as further detailed below (a four year PSC for tihe Overall Project 
Coordinator is included under other Implementing Costs): 

TECHNICAL ASSISTANCE (TA) YEAR 1 YEAR 2 YEAR 3 YEAR 4 YEAR 5 TOTAL 
(in $000's) 

AITEC (*) 
-	 LT Local Technical 
 64 64 64 64 64 320
 

Advisor (60 pms)
 
- TCN ST Advisors (10 pros) 32 32 16 - - 80 
INSTITUTIONAL CONTRACT(**) 
- LT l'ENACRI Advisor (36 pins) 240 240 240 - - 720 
- ST FENACRE Advisors(18 pros) 66 66 66 - - 198 
- ST AD'PI/lEIbOPI Advisors 

(18 plns) 66 66 66 - - 198 
Sub-total' TA cost! 468 468 452 64 64 1,516 

* 	 The average cost per person molth Includes salary, benefits, travel, per 
diem, other direct costs and overhead. 

* * 	 The average cost per pecsou mont. I Includes all dirct and indirect costs 

assuming a US IT Advisor arnd an average of TCN and US ST specialists. 
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2. Commodities 

Commodities consist primarily of computer equipment to process 

the accounting an(d statistical records associated with the program, office 
furntiture ind equipment (including desks, chairs, filing cabinets, desk 
calculators, typewriters, and photocopying machine, etc.) for technicians and 
personnel hired by the various institutions to implement the Project, one 
vehicle for PRODEM (Santa Cruz) and 8 motorcycles (3 in La Paz and 5 in Santa 
Cruz). 

COMMODITIES (In $OOO's) YEAR I YEAR 2 YEAR 3 YEAR 4 YEAR 5 TOTAL 

PRO DEM
 
- Central office Expansion 

(Includes El Alto) 
- Computer System (4 units) 32 -.. 32 
- Office furniture & Equip. 20 .. - 20 
- 3 Motorcycles 10 - - - 1 

- Replication Office (Santa Cruz) 
- Computer System (3 units) 24 - - - - 24 
- Oif Ice equi pment 20 - - - - -" 
- I Vehicle 20 - - - - 20 
- 5 Motorcyo ls L5 -- - - 15 

FENACRE 
- Computer System (CPU 

with 8 terminals) 50 - - - - 50 
- Office furniture and 

equipment (4 additional 
posit ions) 24 - - - 24 

ADE' I Cred I t tin ions 
- Computer System (5 units) 20 20 - - - 40 
- Office furniture and 

equipment (5 additional 
positions) 15 L5 - - - 30 

ADEPIs and FEBOPT
 
- Office furniture & Equlp.
 

(7 additional poslt ions) 22 20 - - - 42 

Sub-Total Commodities Cost: 272 55 0 0 0 327
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3. Training
 

The Project finances two different forms of training -- one for 
the personnel of the intermediary institutions to prepare them to implement
 
the Project, the other directly for the end beneficiaries. The PRODE cost 
estimate includes funds for all of its internal training activities, so these 
are not presented in this table. 

TRAININC (In $O00's) YEAR 1 Y1AR 2 YEAR 3 YEAR 4 YEAR 5 TOTAL 

PRODEN 
IDEA/Carvajal-type exten­

sion agent training courses, 
(tlO,00/course x 4) 10 20 10 - 40 

Invitational travel, 
(2 RTs/yr x 5) 8 8 8 8 8 40 
In-country on the job train­
ing (15 RTs/yr x 5) 10 5 5 5 - 25 

FENACRE 
In-country training for 
Credit unions manager &
 
loan officers with 25
 

attendees each (3 courses/ 
year x 2) 30 30 - - - 60
 

Invitational travel,
 
(2 RTs/yr x 5) 8 8 8 8 8 40
 

ADEPIs 
In-country training seminars
 
(I year x 2) 4 4 - - - 8 
Invitational travel, 
(4/year x 5) 16 16 16 16 10 80 

DIRECT PROJECT BENEFICIA.R '." 
Special seminars, (5/yr x 5) 10 10 10 10 1O 50 
Special TCN instructors 
(2/year x 3) 12 12 12 - 36 

Sub-Total rra ii ng Cost: 108 113 69 47 42 379 

4. Operational Support 

All activities under the Project are designed to be self-financing 
by the end of the LOP. For the institutions implementing the services under 
the Project, however, there is a need to employ additional staff and incur 
other operational expenses in advance of the ability to generate sufficient 
revenues through [he loan portfolio. These advance operating cost,; will be 
met under the Project by operating grants based on the cash flows shown In the 
Financial An alysis Section. 
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5. PoLicy Research Studles 

USA)/Bollvia will provide funding for a specific number of 
poLicy-oriented studies to he carried out by the ADEPI/FEBOPis using local and
TCN specialized contractors during the first three years of the life of the 
project as follows: 

POLICY RESEARCH STUDIES 
(in $000's) YEAR 1 YEAR 2 YEAR 3 YEAR 4 YEAR 5 TOTAL 

2 studies/yr x 
3 50 50 50 - ­

6. Other Implementation Costs 

Under this category, USAID/Bolivia will finance the A.I.D. U.S. 
Project Coordinator to he recruited locally for four years, and the project
ex-post evaltiations i amidits as detailed below: 

OTHER IMPLEMENTATION COSTS 
(in $050's) YEAR I YEAR 2 YEAR 3 YEAR 4 YEAR 5 TOTAL 

AID Overall Project Coordinator 
lJocal U.S. I'SC, (48 pros) 150 150 150 150 - 600 
Outside Experl: Evaluations 
(3 l)lfs/ev:i at in x 2) - 45 - 45 - 90 
Audits (2/O1) - 20 - 20 - 40 

Sub-Total Other Impi. Costs [50 2L5 150 215 - 730 

7. Credi t Funds 

Based on the projected loan portfolios for PRODEM and FENACRE,
IJSA[D)/Bolivl[a funds are expected to be diIshursed as follows: 

CREDIT FUNDS (in $000's) YEAR I YEAR 2 YEAR3 YEAR 4 YEAR 5 TOTAL 

PROD)EN 1,000 500 300 - ­ L,800
 

FENACRE. 
 1,656 944 800 512 288 4,200 

Sub-Total Credit Disbursements 2,656 1,444 1,100 512 288 6,000
 

These cost estimates will be reviewed, as necessary, based on Project 
Implementation experience. 

B. GOB Funding
 

The GOB funding will be used only for credit. PRODEM will receive 
$650,000 and FENACRE $1,200,000 as follows: 

150 
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1. Credit Funds
 

Based on the projected loan portfolios for PRODEM and FENACRE,
 

COB funds are planned to be disbursed as follows:
 

CREDIT FUNDS (in $000's) YEAR I YEAR 2 YEAR 3 YEAR 4 YEAR 5 TOTAL
 

PRODEM - 350 300 - -

FENACRE 200 400 600 - - 1,200 

Total Credit GOB Credit 
Funds: 200 750 900 - - 1,850 

C. Private Sector Funding
 

The implementing agencies (PRODEM, FENACRE and ADEPI/FEBOPIs) will
 

contribute a total estimated amount of $2,270,000. This contribution includes 
mainly institutional overhead, owner's equity, building 
maintenance/depreciation, furniture and equipment, utilities, and porcentage 
of salaries of personnel assigned to the project.
 

The following tables summarizes the financial plan and cost estimates
 
for the Life of the Project by inputs and implementing agencies and by funding
 
source.
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Enterprise
Micro4 Stall Deelopsent
 

OFF'ROJECT COSTESTINATESAND PLANIINTAKLEI(A: LIFE SUMM1ARY FINANCIAL Us$0001
 
.......................
.....................................................
.....
 

F IN A N C I N 6 SOURCES
 
..............................................................

A 1 9 6 A A OB0 D PRIVATE 1 T A L
SECTOR 0 


IN PU T S F! LIC L/C L/C F1 tIC
 
............. ................ ---­........ ........
.................. 


1,TECHNICAL 1,516 0 1,516 0
ASSISTANCEITO) 
 0
 
.......................... 
 ......... ..............z......... ..............­

lfAITECIPPODEM( 400 0 0 
 0 400 0
 
1)LocalTechnical
Advisor160psi) 320
 
21TCNSTAdvisorIllO
pas) 60 

bI INSTIIUTIONAL 1,11 0 0 0CONTRACT 
 Im 0
 
1)USLTFENACAE Advisorl(3 ro
Credit pail 

21US/TCNSTFEACREAdvisorsul| 19
pail 

3)US/TCNSTADEPICred:tUnionsAdvsrsill
pail 199 

NI.COARITIES 144 181 327 0 0 
............... 
 ......... ..............l.......... 
 .............. 

a)PRODEM(includesLaPat expansionI Santa Cruz) 56 05 0 0 56 85 
I)ComputerSystes(?unitsincludingioitare) 56 
2) Office Furniture andEquipment 40 
I Vehicle(lunit) 20 
41Notorcycleif6units! 25 

b)FENACRE 50 24 0 0 50 24 
11ComputerSystnsICPU ./6 terminals) 50 
2iOfficeFurnitureI EvipaentI4 newposts) 24 

c€ADEPTCreditUnions 40 50 0 0 40 30 
1)ConputerSystem(5units) 40 
2)OfficeFurnitureI Equipsentl5nemposts) 30 

d)ADEPI$ 0 47 0 0 0 42 
11OfficeFurnitureI Equipauntl7rn postsl 42 

IlI.TRAINING 196 83 379 0 0 
............. ......... ...............=.......... .............. 

a)PRODEM 40 65 0 0 40 65 
Trdining(4 40 

21 Invitational RI/yr x 51 40 

1)In-country STcourses/LOP) 

Travel(? 

3) In-Country Training1l5 25on-the-job Rlt1yriS) 

b)FENACRE 40 60 0 
 0 40 60
 

IIIn-country Stcoursenlyr
Training(3 z 21 40
 
2)Invitational Rl/yr g 3) 40
Travel(2 


ciADEPis 
 80 9 0 0 80 8
 
I)In-country Seninarsl21yr
Training a 21 8
 
2)Invitational
Travel(4klTyr x 51 80
 

d)DIRECTPROJECT 36 50 0 0 36 50
BENEFICIARIES 

ItSpecialSennarns5/yr x 3) 50
 
2)Special 1 3)
TCNInstructors(2/tr 36
 

IV)OPERATIONAL 0
SUPPORT 
 570 570 0 700(it1
 
....................... 
 -......... ..............s.......... ..............
 

ci PRODER 0 270Isi 0 iSO 0 420
 
bhFENACRE15 ADEPICreditUnions 0 0 Ill 0 350 0 50
 
0 FEBOPII ADEP16Syite. 0 
 300 0 200 0 500
 

V)POLICYRESEARCH
STUDIES 
 15 73 10 0 75 75
 
--.......- - ...----...... ......... .............
an
 

VIIOTHERIMPLEM COSTS 690 40 730 0 0 690
ENTATION 
 40
 
.............................. ......... ..............l.......... ..............
 

41AIDProject pail
Coordinitor)4R 600
 
6)Outside Evaluattonl3 pAS/ava. 90
Es-poit 1 21 

ciAuditi(2/LTPi 40
 

VIIICREDITFUNDS 0 6,0006,000 1,150 
 0
 

i PRODEM 0 1,800 650 0 0 2,450
 
biFENACRE 0 4,200 1,,00 0 0 5,400
 

VIII)OWNER'S
EQUITY 0 0 
 0 0 1,570
 
.................... 
 -........... ......... 2z.......... . ......... ....
 

a)PRODE 
 0 0 0 490 0 490
 
i1FENACRE 
 0 0 0 1,080 0 1,000
 

IllPRICEI/UANrTITY 80 248 320 0
CONTINGENCIESI(1O1 
 0 80 248
 
...... . .......................... ..............................sl ......... ............
.. .. 
 ........................
 

T 0 1 A L Si 2,703 7,297 1,850 2,270 2,703 11,417
 
."...2l880,000a,,..., esgs.... 4,120,,,e,, , 141120sass,,,,a
 

PERCENTAGE COSTS: 1 70.1311 16.11,
OFTOTALPROJECT 
 I0;;)
 
....... .*-.. . ..........
....... -------.. I 29.721
 
itlthisecalculations on theoperational budget forPROOCAi FENACRE.
arebased support analysis 
fillMostlyinkindcontributions. 
lioW Approu.STreservetofinanceuniorseevariations quinltseu is included fortheAIDsrmnt.In prices/ 
F1hJ1
 



---- --- 

mcrcLP V 4 t;.110MI II 

-66-

US!000)
SUMMARY ANDFNANCIAL PLAXIIN
TABLEltIWLIFEOFPROJECT COSTESTIMATES 

................................................................................
 

F I N A N C I N G S 0 U R C E S
 
..............................................................


SECTOR
A I D G R A N T G 0 B PRIVATE 	 T 0 T A L 

F1 LIC
IMP L AE NT I N A G E NC IF S F1 LIC LIC LI 


496 2,2202,716 650 640
I.PRODEM 
 ......... ..............
.. . .......... -------
. .
 

0 400 0
ASSISTANCE(AITEC) 


1DLocalTechnical 160pcsi 32U
 
a) TECHNICAL 	 400 0 0 


Advisor 

2)ICN $7 Advisorsi(O 80
pas) 


0 0 5) 05
LiPatEdtension 


1)Coeputer units software) 56
 
t1C01MODITIESiIncludes a.,JSantaCruil 56 05 


Systeel7 including 

2) Office Furniture 40
andEquipuent 


unit) 


41NMotorctcles(G 25
 
3)Vehicle(I 	 ?0
 

units) 

40 65 0 0 4
 

I In-cointry STcourses1LCP) 40
 
c)TRAINING 


Training(4 


21Invitational RTs/yrx 5) 40
Travel(2 
3) In-Cjiuntry onr-the-job Rl~s/Irs5 25Training(iS 


d1OPERATIONAL 
 0 270 0 150 	 0 420
 
0 2,45)
 

SUPPORT 

0 1,800 650 0 


0 0 0 490 0 496

a)CREDITFUNDS 


I) OWNER'S EQUITY 


1,430
I1.FENACREKt) 	 1,064 4,3645,446 1,200 

- - -- - --.. 	 . . . -- - - - . . . . ..- - - - - - ­

0 0 918
ASSISTANCE(INSTITUTlONAL 


I!US LT FENACqECreditAdviscr(:6 120
 
a)TECPNICAL CONTRACT) 919 0 	 0
 

posl 


2)US/TENST FENACRE pis) 198
Advinsrs(l8 

0 90 5410 54 0
b) CCMODTITIES 


SysteaIFENACRE CUs) 


2)OfficeFurniture 54
 
1)Coaputer k ADEPI 90
 

IEquipeent(FENACMEIADEPIsl 


c TRAINING 76 110 0 0 76 110 

I)In-countryTraining(3 STcourseslyr1 :1 60 

2)InvitationalTravel(2Rls/yrx 5) 40 

1)SeeinarsforDirectOenvicaaries(5/yr 1 5) 50 

4) TCNInstrutors forSeainarsi2/trz 31 

11OFERATIONALSbUPPOFTF[NCR[ t 5 ADEPTCU%) 

01CREDITFUNDS 

i OWNER'SEQUITY 

36 
0 
0 
0 

0 
4,200 

0 

0 
1,200 

0 

35o 
0 

I,00 

( 
0 
0 

350 
5,401) 
I,2o0 

III.ADEPIsI FEKF:s 353 425 778 0 200 

... .. .. .. .... ........... ..........t : = ......... .............. 

a) 1ECHNICALASSIS!ANCEIINSTIIUTIONALCNIAClT 
1) USITCN STADEPI/FEWOTIAdvirsil pm) 190 0 0 '1 1;0 0 

b)COMMODITIES 
1)OfficeFurniture& E;uipaeti7 rcivpcsts) 

c) TRAINING 

0 
60 

4? 
N 

0 

0 

0 )4 

80 

L) In-countryTrainingSemin4rs[2/yra 21 6 

2) InvitationilTravel(4RTs/yr1 51 
dlOPERATIONALSUPPORT 

r) POLICYRESEARCHSTUDIES 

s 
0 
75 

300 
75 

0 
0 

200 
0 

0 
75 

50o 
75 

IV)OTHERIMPLENENTATIONCOSTS 690 
-----

40 730 0 
....... ..... 

0 
....... 

690 40 

.............................. 

a)AIDProjectCoordinator40 pis) 600 

b)OutsideEu-postEvaluationW3 pus/eva.1 2) 90 

c Auditsi21LOP) 40 

VIPRICEIDUANTITYCONTINGENCIES .. 
so 

.. .......--------
246 326 0 

......... 
0 

.............. 
80 246 -

......................... 

A 5: 2,703 7,297 
,*......O,000 ."..... 

1,050 
. 

2,270 
4,120.......s., 

2,103 
uu,.,,120 

11,417 

PERCENTAGEOF TOTAL PROJECTCOSTSt ..................................... 70.9).............. 
I 13.111 I

29.214 
16,111 1 100.01 

5 ADEPI(f)Includes CreditUnionsaspartof the FENACREsystem.
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TABLEI: FROJECTIN. YEARIIN 


FINANCING EIIKTISEAGENCIES .........................................................................................................................
SOURCES/INP 

........................................ Y E A k 2 Y E A R 3 Y E A R 4 Y !
Y E A I I 

1.AID GRAhT rI LC IF LC FO LC 1I LC F1 

A.PRODEM
 

aiTechnicalAssistance 
b)Coaoditiesilnciudet Ld Paz extensionI Sta Cruti 
clTraining 
dlOperatingSupport 
tlCreditFunds 
B.FENACRE 

96 
56 
a 
0 
0 

0 
65 
15 
t25 

1,000 

96 
0 
8 
0 
0 

0 
0 
25 
145 
800 

at) 
0 
6 
0 
0 

0 
0 
IS 
0 
0 

64 
0 
a 
0 
0 

0 
0 
5 
0 
0 

US 

6 

0 

aITechnicalAssistaoce(institutionatContractl 306 
hiCoelodities 70 

clTraino 20 
diOperationalSupportfFenacte1 5 ADEPI CUs) 0 

eICreditFunds 0 

C. ADEPIsI FE0OPIs 

0 
39 
40 
0 

1,656 

306 
20 
20 
0 
0 

0 
15 
40 
0 

744 

306 
0 
20 
0 
C 

0 
0 
10 
0 
0 

0 
0 
e 
0 
0 

0 
0 
IC 
0 

512 

0 

C 
6 

&ITechnicalAssistance(InstitutionalContract) 

blCocodities 
cl Training 
d)OperatingSupport 
i PolicyResearchStudies 
D.OTHERIHPLEHEHTATIONCOSTS 

66 
0 
16 
0 
25 

0 
22 
4 
60 
25 

66 
0 
16 
0 
25 

0 
20 
4 
60 
25 

66 
0 
16 
0 
25 

0 
0 
0 
60 
25 

0 
0 
111 
0 
0 

0 
0 
0 
60 
0 

Is 
£ 

i AIDOverallProjectCoordinator 
biOutsideEs-postEvaluations 
c)Audits 
E.Price/OuantityContingencies 

ISO 
0 
0 
20 

0 
0 
0 
48 

ISO 
45 
0 
20 

0 
0 
20 
50 

Iso 
0 
0 
is 

0 
0 
0 
50 

150 
45 
0 
10 

0 
0 
20 
!0 

C 
0 
A 
15 

TOTALAIDCONTRIBUTION: 

YEARLYTOTALS: 
!. HOSTCOUNTRYCO410BUTION 

633 3,1lq 

.,
3,952 
saa.., 

772 2,146 

.
2,920 
,su:nu 

666 960 

*u

1,646 
..sn,. 

301 657 

936 

I. 606 

Al PRODOI 

aiCreditfcnds 0 0 0 350 0 300 0 0 
I. FENACRE 

a)CreditFunds 0 200 0 400 0 600 0 0 
.................. .... o ....... ........... ..... ................. ............
 

TOTAL008 CONTRIBUTION: 0 200 0 750 0 900 0 Q 

2.PRIVATE
SECTOR
 

AN PRODEN
 

&IOperationalSupport 0 s0 0 30 0 40 0 30 

b)Owner'sEquity 0 80 0 100 0 120 0 10 
B.FENACRE
 

&IOperational 0 60 0 hO 0 70 0 BO
Support 

h)Owner'sEquityI Institutional 0 140 0 250 0 300 0 250Overhead 

C.ADEPIstFE[OPI 

i)OperationalSupport 0 40 0 40 0 50 0 40 C 
.................. .................. .................. .................. ............
 

SECIOR'COiIRIBUTIOM: 350 460 500 500TOTALPRIVATE 0 0 0 0 0
 
.................. ............ o...... .................. .................. ............
 

CONTRIBUTION:
TOTALHOST COUNTRY 0 550 0 1,230 0 1,400 0 500
 
..................... ...................................................................................o.............
 

MICROi SMALL OVELOPMENT
ENTERPRISE 


GRANOTOTALS: 933 3,669 772 3,376 606 2,440 301 1,157 I1 
..IJ..10101 




-68-


D. Project Accounting and Disbursement System
 

The disbursement system includes measures to assure the systematic
 
and timely flow of project funds. The system will provide for advances of All)
 
local currency funds, and counterpart local currency funds to be deposited as
 
they are generated into special project bank accounts to he maintained by 
PRODEM and FENACRE. Both PRODEM and FENACRE will he responsible for 
disbursing funds from the special accounts in accordance with quarterly budget 
approvals by USAID. PRODEM and submit a 12FENACRE will month implementation
 
plan setting forth the administrative costs in Bolivianos including salaries,
 
office rent, office equipment and materials, etc. AID will approve the plan
 
through a PIT. This Plan should contain all information necessary to
 
implement the Project. As a minimum it should include: (I) monthly schedule
 
of salaries and other recurrent costs by source of funding i.e. All) and 
counterpart contribution and (2) a procurement schedule for the purchases of 
office equipment, supplies, etc. USAID/Bollvia dollar payment for technical 
assistance, international training, purchase of vehicles and computers will 
not be made through the special accounts, but directly to suppliers. In order 
to implement the new disbursement system, USAII)/Bolivia and the Grantees have 
agreed on detailed disbursement schedules for the Project. (Table II). 

AID funds for the project will be channeled as indicated in Table I1 
below. (Method of Implementation and Financing for All) Pesotirces). 

TABLE I II 

METIIOD OF IMPLEMENTATION AND FINANCINC FOR All) RESOURCES 

(InUS$ 000)
 

MAJOR PROJECT TYPE OF 'IETIIOD OF METHOD OF ESTIMATED 
ELEMENT ASSI STANCE IMPLEMENTATION Fl NANCI NC AMOUNT 

Technical (AITEC) Non-Profit [)irect Payment 400 
Assistance H1ost-Country Institutional 

Con t rac t Cont factor 

Technical Direct AID Prof it making Direct Payment 1,116 
Assistance Contract I'stitutional 

Contractor
 

Commodities AID direct Profit making Direct Payment 146 
(computer & Procurement Internat ion:a 
vehicles) Contractor 

Commodities liost Country Profit making Direct 181 
(office furni- Contract Local Instltti- Reimbursement 
niture, equip- tional Contractor 
ment and 
motorcycles)
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MAJOR PROJECT 
I-IEME NT 

Training 
(Local) 

TYPE OF 
ASSI STANCE 

Inter-
Instltutional 

Contract 

METIIOD OF 
I MPLEMENTAT I ON 

Profit making 
Local Instltu -
tional Contractor 

METIOD OF 
FINANCING 

Direct 
Reimbursement 

ESTIMATED 
AMOUNT 

100 

Training (Short 

term interna-

tional courses 
and instructors) 

Place by 

Mission 
Invitational 

Travel 
Direct Payment 196 

Training (Local 
seminars on the 

job training) 

Operational 
Budget Support 

(PRODEM, FEBOPI, 
and ADIEPIs) 

Implementing 
Agencies 

Implementing 
Agencies 

Provided by the 
Inplementing 

Agencies 

Subsidy Financing 

Direct 
Reimbursement 

Direct 
R be 
Reimbursement 

83 

570 

Policy Research 
Studies 

Direct AID 
contract or 

Host Country 

Con tract 

Profit Local or 
TCN Institutional 

Contractor 

Direct Payment 
or Direct 

Reimbursement 

150 

Other Implemen-

tation Costs 
(AID Project 
Coord ina tor) 

Direct AID 

Contract 

PSC Direct Payment 600 

Other Implemen-
tation Costs 
(Outside 

eva lua tions) 

Direct AID 
Contract 

Profit making 
Institutional 

Con tractor 

Direct Payment 90 

Other Implemen-
tation Costs 
(Aud its) 

Implementing 
Agencies 

Profit making 
Local Insti-
tutional Contractor 

Direct 
Reimbursement 

40 

Credit Funds 
(FENACRE) 

ICI 
Arrangements 

Loan Financing Direct 
Reimbursement 

4,200 

Credit Funds Arrangement 
(PRODIM) with I'RODEl 

Sub-tota 1e9,672 
Contingencies in price and 
Total AID Contribution 

Loan Financing 

quantity 

Direct 
Reimbursement 

1,800 
1,800 

9,672 
328,00 

0732L 
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E. 	Procurement Plan
 

Acquisition of goods and services will follow All) Procurement
 
Regulations (HiB 15, HB 14, Jib 11). Eligible geographic codes are the
 
United States (000) and Bolivia. Waiver; approved by the Mission
 
Director will be required for the procurement of goods and services from
 
outside these geographic areas.
 

J. 	 Procurement of Commodities 

Computer Systems
 

Computer systems will he acquired for PRODEII , FENACRE and 
ADEPI Credit Unions. The computers source and origin will be U.S. and 
Boll via and will be purchased by AID urder RI"P pro(edures (li 14) whether 
in the U.S. or locally, depending on delivery time, maintenance svrvi'(­
and 	needs of tir imp]enhlnting agency. Procurement is expected to take 
place by the end of the fourth quarter of FY ]qRP. Specifications will
 
be prepared by PRODEM, FENACRE and ADEPIs under the guidance of tihe 
Overall Project Coordinator and thie U!S AII) ADI' Spec i alist. 

Vehi cl es/Motorcyc les 

Source ind o giin o vlvhiclts will he Code 0(00 an, will be 
purchased in the U:.S. unless there are I.S.-manufactured vehicles in 
stock in Bolivia. The motorcycles will IQe purchased in Bolivia, and will 
be of Japanese manufacture because there art' no known motorcycles of U. ;. 
manufacture of the type required by tLie Proj.Ct.
 

Office Furnishings
 

Office furnishin:,s will he procured directly by the 
participating entities usin g at least three competitive quotations (per
FiB 11). Contracting procedures (advertisi g, evaIluat ion, award) will he 
reviewed and approved by USAID hefure the contracts are signed. The 
following entities will purchase office furnish]ings. 

- PRODEM for expau;ion of La Paz office and the 
estahlishment of an office in Santa Cruz. 

-	 FENACPE for th' unit that will manage the project. 

- FEBO'I and ADEPI for Lstablishment and/or expansion of 
seven offices 

- ADEPI Cr.,dit Union; for tie establishment and/or 
expansion of five AIDEPI credit unions. 

2. 	Procurement of Services
 

Technical Ass istaince to P'INODIE1 

Tecl nica';l rs n;iprr'will In ('0o nlrai, ,,l biy I'RODIm (HiR 1I) 
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with AIT.C/Acci6n Internac tonal under a sole source procurement 
selection. (A sole waiver will be required). The AITEC/Acci6n 
lnternaclonal will cover both long- (36 pm) and short- (10 pin) term 
assistance. The contract is expected to be signed during the first half
 
of FY 1989. The contract document will be prepared by PRODEM and
 
approved by USAJI). 

Technical Assistance to FENACRE/FEBOPI/ADEPIs
 

Long- (36 pm) and short- (36 pm) term technical assistance
 
to FENACRE will be procured under full and open competition procedures 
(1iB 14). If available, the assistance could also be procured under 'a) 
pr,)cirement procedures (Gray Amendment). This assistance will be 
contracted by All). The PIO/T will be prepared by September 31, 1988 and 
sent to RCO for necessa;iry action. 

The provision of technical assistance is expected to start
 
by .January 1989. 

Tra inIng
 

Training will be provided at two levels-- to the entities 
involved in project Implementation and to the project-end beneficiaries. 
rhe Iralili ,h will he provided directly by the participating institutions, 
of if necessary contracted (JIB 11) In Bolivia or 941 Code countries by 
PRODEM for the mi-ro enterprise segment and by FENACRE for the small 
enterprise segment of the Project. 

F. Waivers 

A Sole Source Waiver (less than full and open competition) is 
required to allow the contract with AiTEC International to provide
 
technical assistance to PRODEM. There are three major reasons to 
contract AIFC on a non-comptitive basis: 

-- AITHC has a unique expertise In the design and 
implementati on of micro enterprise development projects in Latin Americi: 

-- AlTrEC developed and successfully worked with PRODEM in the 
Imjl ementat ion of tile existing pilot Micro Enterprise Development 
Project; and 

-- Ihplement,'tti on of the micro enterprise component of Lhis 
Project rel)reF'nts a continuatlon of the current pilot project with 
PRODEM. [1 (,mplpeted, ATEC will most: likely be selected again on the 
basis of its unique cai)ability, 'xperlence in tile field, and the 
advantage of being able to continue to assist PRODEM with its expansion 
and re plication plans withoit Interruption. Thus, the continued use of 
AITi.C will safe valuable thline and will further the development objectives 
of tile USAID program in Bolivia by expediting Project implementation. 

Th is waiver will be approved by the Mission Competition 
Advocate,, Per FAR 6.303-4. 

0732L
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VII. CONDITIONS PRECEDENT (CPs) AND COVENANTS 

The Agreement to be signed with the GOB Ministry of Planning will
 
have two CPs:
 

(1) 	a legal opinion of the Attorney General of Bolivia, or other
 
counsel acceptable to A.i.D., sLating Lthit this Agreement has been d,,ly 
authorized, or ratified by, and executed on hehlmif of the Grantee, and 
that it constitutes : valid and legally binding obligation of trhe Grantee 
in accordance with all of its terms; and 

(ii) a statement of the name(;) of the person(s) holding or acting 
in the office of the Crantee specified in Section 8.2 of the Agreement 
and of any additional representatiyes, together with at specimen signature 
of each person specified in s;cl statement. 

The Cooperative Areements to be signed with FENACRE and PROI)EM will 
have the following CPs: 

A. 	Conditions Precedent to First Disbursement uider the Credit
 
Component (FENACRE)
 

Pri':r to the first dishursement tnder the Grant or to the 

issuance by A.I.D. of documentation pursuant to which dishursement will
 
he made for the credit component of tie Project, FENACRE will, except as
 
A.I.D. may otherwise agree in writing, furnish to A.I.)., In form and 
substance satisfactory to A.I.).: 

(a) a plan on how FENACRE and the participating credit unions of 
the system will segregate these funds from other funds, (b) a set of 
approved credit regulations, incliling loan eligibility criteria and loan 
appraisal procedures, and (c) an investment plan to maintain the vatlue of 
the funds, cover all costs and risk associated with managing the funds 
and stimulating savings mobilizattion In the credit union system. 

Prior to the disbursement of funds by FENACRE to the
 

participating credit unions, FENACRE will certify that the credit union 
has all the necessary controls and accounting systems to effectlvely 
account for the use of such funds. 

B. 	Conditions Precedent to First Dsbursenent under the Credit: 

Component (PROI)EM) 

le dishitrsement the 
Issuance by A.I.1). of doctmentatlion purstiant to which diblr.sement will 
he made under tle credi t component of the Projecl, lROI)EM will, except as 

Prior o th first 	 under tie Grant. or to 
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A.I.D. may otherwis, agree In writing, furnish to A.1.D., 
in form and
 
substance satisfactory to A.TD.:
 

(a) evidence.of the installation by PRODEM of a new accounting
 
system, audited and approved by USA)D/Bolivia, in addition to a
 
computerized portfolio control, (b) pr)jections for the expansion of the
 
program that separates operating fr-a establishment costs and
 
non-financial from financial costs, and 
(c) an investment plan that would
 
guarantee the maintenance of value of the funds, including an 
interest
 
rate and fee structure that would costs and
cover all risks of
 
administering the credit. The Invstment plan would also provide a
 
mechanism for increasing the fund's capitalization from internal sources
 
(savings) that leverages the funds by at least [0%.
 

0744L
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VIII. PROJECT ANALYSES SUMMARY
 

A. Institutional and Administrative Analysis
 

The rlicro-and Small-Scale Enterprise Development Project is 
designed to channel credit, technical assistance and training to 
micro-and small-scale entrepreneurs ill Bolivia through several existing 
Bolivian institutions: 

PRODEM--	 A local non-profit foundation that: provides credit, 
training & technical isslstanve to mlcro-enterprtses. 

FENACRE --	 The national ajssociatLon of credit unions, wh ich 

provides interlending services, auditing and 
training support to its affiliated credit unions, 
anid loans directly to end users. 

CREDIT-- The affiliated members of FENACRE, which provide 
UNIONS credit and savings services to their individual 

members, many of whom are micro- and small-scale 
entrepreneurs. Part of the funds channeled lthrough 
the credit union system will be managed by five 
newly created credit onl on, associated with the 
ADEPIs; the other part will1 be managed by 23 
exist.ng urban credilt unions. 

FEBOPI -- Tie national association of small-scale 
Industrialists, which was organized to represent the 
interests of this sector of the economy. 

ADEPIs --	 Departmental (state) level a;ssociations of small­
scale indtstrialists that are affiliated with 
FEBOP [ . These inst[totins will be expected to 
provide and/or coordinate training and technical 
assistance to small-scale enterprise credit 
reciplent:s. 

The ultimate success of the project, in terms of Its 
socio-economic Impact on the Intended beneficiaries, depends on the 
implementation abilities of these institutions. 

1. PRODEIM 

PRODEM has comnpi led an Impressive track record during its 
first year of ol)erations, reachlg .i large nmlber of client.s wi th credit 
and basic training whilie experiencing a very low delinquency rate. Tile 
credit component of PRODEM is welf-managed, particularly with reg.irI Lo 
rapid signalling and follow-up of Loan delinquencies. As a result, 
delinquency rates for the program have heoer very low. 
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The financial a(minlstration of PRODEM, however, is weak in
 

a number of significant areas. PRODEM does not have a formal budgeting
 

process, does not project Its cash flows, and has an accounting system
 

that permits commingling of funds. Financial reports produced by
 

PRODEM's accounting system do not entail a rigorous examination of the
 

financial status of the institution. PRODEM needs to improve its
 

financial administration by InstalLing a better accounting program
 

(including budgeting and financial projections modules) that can manage
 

separate credit lines and cost centers without commingling funds. For
 

these reasons, PRODEM will be asked to consider purchasing (and, if
 

necessary, modifying) a commercially produced savings and loan package. 

At the present time two such small-system packages, custom-developed for
 

the Bolivian environment, exist in the country -- one produced by SEINCO
 

of Cochabamba, the other by Alpha Systems of La Paz.
 

Under the proposed program, PRODEM's volume of business
 

would increase at least 1000%. It has not demonstrated fully the
 

institutional capacity to manage a program of this magnitude. It would
 

need increased staff and office faciitles just to handle this increased
 

volume of business, Including, most Importantly, a general manager (the
 

contract p)roject advisor should not perform administrative staff
 

functions in the organization).
 

At present, PRODEM does not kee l) sufficient information on
 

businesses to enable a reasonable evaluation of project impact; the basic
 

client record maintalned by PRODEM is inadequate for this purpose.
 

PRODEM also does not presently have the means to determine the impact or
 

value of its training program. Basic Improvements in statistical
 

recordkeeplng would bye required to manage PRODEM's responsibilities under
 

the monitoring plan. For this purpose, and to handle the expanded loan
 

volume, PRODEM will need additional computer equipment.
 

The PRODEM )rogram does not serve to establish effective 

[:,mages between Its clients and formal financial Institutions. There is
 

no effective graduation mechanism to help Long-term clients obtain
 

financing and services from other institutions. During the
 

Implementation process, PRODEM should consider of establishing joint or
 

allled operations with credit unions, to save money and facilitate 
graduation of c[lents. During Project implementation, consideration will 

be given to establishing a credit union for La Paz clients, or to 

affiliating those clients with existing credit unions. 

Replication of PROI)EM offlices in other cities will be 

careful ly I)lanned in coordination with other USAID priorities and 

objertives. No expansion will take l)lace until a plan for the 
self-sufficiency of the La Paz Office is carefully developed. 
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Disbursements under the program will be carefully monitored
 
(through the proposed monitoring plan) to ensure that the rate of
 
increase in PRODEM's portfolio does not exceed Its ability to manage the
 
funds. Likewise, technical assistance to PRODEM will be planned to
 
facilitate PRODEM's ability to handle a larger volume of business.
 

2. FENACRE
 

FENACRE is fully capable of implement[ng a credit fund of 
the magnitude contemplated by the Project. FENACRE has 25 years of 
experience as a financial intermediary and as a source of training and 

technical assistance to cooperative credit unions. I has a large, 
experienced staff. It has a well-developed accounting and audit.ing
 

system, and has had past experience in managing large amounts of donor
 
agency funds. The credit union system has approximately 100 viable
 

credit unions nationwide, 23 of which operate In urban areas. Al
 
estimated 10% of the members of these credit unions are small-scale 

entrepreneurs who would be eligible for credit under the program. 

FENACRE will need to hi re relatively few new staff members 

(a funds manager, two specialized small-business credit officers and a 
secretary) to manage lie fund. It will also need new office equipment, 
including a new computer system, to handle the accounts and reporting
 
rquirements of the Project. The entire credit union system needs to 

develop a set of operating standards acceptable to Alt) prior to the 
disbursement of funds. 

Exist ing extension agents, both In Cochabamba and the
 

regional offices, should be able to meet the regular technical assistance 
needs of the participating credit unions. They will need to receive 

further training in technical credit union/banking sobjects -- savings 
mobilization, development and introduction of improved services,
 

competitive positioning, promotion, liquidity management and delinquency 
control --to be able to provide effective sup)port to local credit 
unions. This training will he arranged either under the SFM Pro.ject, or 

under this Project. 

FENACRE has a well-developed accounting and internal
 

auditing system and maintains an accurate, up-to-(ate set of accounts. 
Interest rate policies are adequate, though there Is still a tendency to 

support low interest rates on loans over fair Interest rates to savers iin 

the system. To mati Mlze the Impact of this Project it will, bp necessary 
to manage the fund as a separate c redit line, ensuring that all reflows 
are ledicated to additional smalI--srale enterprise lending. Also, 

FENACRE is not, at present, ablp to dlistinguish its administrative costs 

by i)rugrim. A .nosL-center acoC)Cnti rg system that accurately ;tt ributles 

program costs is essential to efrr,(tive mna;gement of te fmd 
especiall y In the determinat ion of Inlv rest rales. 
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IUS;AM;/80tlivia's p!lans 
to provide technicnl assi stance to
 
FEVACIRE will he coordinated with any future IPB loan that would also
 
rontain a tecEhnlcal assistance component.
 

In summaniry, IENA(IY!, in iaddition to br ing aible to reach
 
ent re'treneurs dIre t Iv, i; a Iso capaleIv of managilng the production credit 
lines to Its nomber crefdit iiflruisn. It will ihiave to add a minimal number 
of staff , instail : iiw computer syst ei to manage the account s anIl 
nii intaiin required statistical d<at a and simplify its lan procedures.

FENAC., will serve ;s an intermediary credi t institution 
in this piocess,

cliainnei fundsing to member eredit unions for 
on-lendfinri, to small
 
enLerpr ises.
 

3. Credit Uinions 

'le small-g-.le enLterprise component of the Project is
 
designed to 
channel credit througl two different type< of credit unions:
 
(1) i limited numher of newly-formed credit unions that are associated
 
wit h thtie departmental ArPIs, and (2) otter urhan credit ':niOuis that wish 
to aCcess the credit line. Part of the funds chnneled through FENACRIE 
will he earmarked for the ADJEP'T credit unions; the other part will he 
available for 
use by nthuvr crtit unions in the system. The ratio will
 
depend (n the actual lperfo rl'ance of eavh n,c hanism, as assessed dunrign
 
projeIc Iim ] lementat ion.
 

6. ADEPTI Credi iins5 

Thu varioils departlelntal issoEi atIions of small inodustry :Lave 
estahliIshed, or are in thIn process of e.stabli.shing, credit unions by
wl ichli to attract and provide fi nauin , to their memlbership. All of these 
credit unions will he iffiliatve' with I'IAC, Mt.nbershii, is limited to 
lilembers of ItIe ADEPI. At t '(,lpresent t if, lhree such creeit unions -- in 

a Paz, (oclihabim, and ';ti Cruz -- h,ive been estahlIishe,, and have
 
rvv'e Id sinall afloilnts if fund'i m 
 from FUM2A( PE to fnitite lmmdir:',
 
activities. inly one of 
ttiese credit ilnions has aitiii lyi ceived it:s
 
peiso na .liiridica. Two other AD.PI:s 
are il lie init ial .tap s. ,I 
estihl ihng, . credit union. 

Th, principal strengt h oIf the ALM1P] 'rvit unions lips in 
the phi iloso)y of the AP'PI mnbvrs; whin estahl stied them, and Wrei r 
evident responslvenss to those who would 
seek to assist them. The close
 
bond of 
 as.'-; iaLion anmon meLbe rs, the hWard and ttie AI)EPI, provides a 
good iechnil Ism for e'vi IintI ii tie credit worthiness of the applicant and
 
retiup'rn, credit risk. 
 T(, fart tiat atl ptotelltial Ionihers own legally
regi x Leret bnist nesses and iave )ul)IsI ha lance sheet m and 
ln come-expeise nt atv('Ient s also sie rves to reduce cred it ri sks.
 

Tlh primary waklns of tlie,.e (refit unions lie in their 
inexperieic'e -- all iive the fP-been clateO in 1;ias' i'ontlhs. .one have 
palid Mtarrs oi fuarni stied ofrces. Nona have budget s or Frnrinc'iml 
fire) ii.Zi, L.iiaiM'antalfppraisal, o'll ,e-Iloln,, d l liqinioy v' lii rol a€c oth r
 

http:small-g-.le
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operating procedures are not well developed. The current practice of
 
granting loans in excess of five times the amount of a member's savings
 
(one of the credit unions is reportedly lending at a ratio of 10:1) 
greatly increases the risk of delinquency. The membership development 
process of the credit unions is either In very early stages oc has not 
yet begun. Thus, with the result that membership loyalty has not had 
time to mature. The Project contemplates strengthening these 
organizations. 

At the present time these credit unions do not have the 
ability to handle the funds of this Project, and major improvements need 
to be made in advance of disbursing large amounts of credit. However, 
FENACRE will certify and USAID will approve the capability of each credit 
union to participate in the Project: 

The imprcv.Ae, :s needed include: 

* Staffing -- the large ADEP] credit unions each need a 

Rad staff of at least seven individuals (manager, credit officer, credit 
analyst, cashier, accountant, secretary and messenger); smaller credit 
unions could operate with a reduced staff; 

* Training -- this ;;.aff require training In both credit 
union operations and small-enterprise lending procedures (especially 
business plan analysis and loan :ppraisal); 

* Office -- the credit unions need an office and basic 
office furnishings and sul)plies; 

* Equipment -- because of the large volume of credit these 

new credit unions are expected to handle in a short period of time, a 
computerized accounting system should be inst:alled at the beginning; and 

* Policies and Procedures -- the credit unions need to 
have a well-defined set of policies and procedures. 

Both FENACRE and the Project Coordinator, in concert with 
the technical assistance to be provided, ensure that the above conditions 
are met before significant amount of credit is made available to these 
credit unions. The Project initially concentrate on achieving these 
conditions, while advancing smal I amounts of credit funds to develop 
needed experience in credit olerations. Only when project management Is 
satisfied that credit unions are capable of managing large amounts (f 
credit effectively will credit Ibemade awilable. 

5. Other Credit IJno 

There are aplproximately 100 ictive credit unions In 
Bolivia. Twenty-threr of these are located In urban areas and could be 
eligible to participate In time Small-Seale Enterprise Pro:ject. 

http:imprcv.Ae
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Approximately 3,800 credit union members are estimated to be involved in 
small-scale productive enterprises that could qualify for credit under
 
the project. At least 50% of credit union members are women.
 

The principal strength of the credit unions is that they 
have a history of providing savings and loan services. Many are
 
strategically located within the different cities. Those that have
 
managed to survive the period of hyperinflation -- although with reduced 
membership and capital -- are financially sound institutions. 

The major weakness of Bolivia's credit unions is their lack
 
of liquidity. Their capital base declined significantly during the past
 

few years and, as a result, their lending activities have been severely
 
cut back. Many managers lack the financial sophistication necessary to
 

operate the credit unions as competitive financial institutions in the
 
current environment, although the experience of the past few years has
 
forced significant changes on credit union management as well. Few of
 
the credit union managers have adequate experience with small-enterprise
 
credit, which involvs larger loan amounts and greater risks (because the
 
aility to repay is based on the earning power of the investment rather 

than the personal assets of the borrower). Finally, while all of the 
vredit unions have functioning accounting systems, these are not very 
sophisticated, and do not provide for the management of separate credit 
lines. Again, the Project will provide strengthening assistance in the 
are:i.. 

In general, FENACRE needs to increase the level of training 

and support to credit union managers In the areas of finance, liquidity 
management, new services, delinquency control, competitive positioning 

and promotion (marketing). Directly related to this project, managers 
and loan officers of participating credit unions will undergo a special 

training program In analyzing business loans and managing small business
 
oredi ts.
 

Becau:se of the continued Lendency of credit mnLins to
 

underprice loan services, the financial terms used by the participating
 
credit unions need to be reviewed to ensure that the credit unions do not
 
lose money on the loans; that is, interest rates must be planned to cover 
administrative costs, risk, and maintenance of value. 

Business loans greatly Increase the amount of risk to credit 
unions. The prograln needs to Investigate options for insuring borrowers' 
inventory and equipnent. Insurance Is useful not only to cover risk, but 
also to improve the borrowers' chances of graduation to the banking 
system. 

6. ADEPIs
 

The three ADEPIs studied during the intensive review -- La 

Paz, Cochabamba and Santa Cruz -- are comprised of energetic, dynamic 
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individuals who have succeeded in involving their organizations with the 
PL-480 program, profiling and providing services to their members with
 
the help of the InstLtuto Nacional de Asistencia Social, Econ6mica y
 
Tcnica (INASET), and who have definite ideas for achieving
 

self-sufficiency. The other ADEPIs have similar reputations. Membership 
in the three ADEPis ranges from five to 15% of eligible small businesses 
in each city. 

Because the ADEPIs have [[ml ted staff (La Paz has only three 
salaried staff, for example, and Cochabamba has none), the directors 
perform many traditional staff roles, at no salary. 

Services to date have largely been limited to publicity and 
information dissemination. The ADEPIs have arranged some training 

courses in admnnstration, basic accounting, cost accounting and 
commercialization. The La Paz ADEPI Is also planning to develop a 

financial and technical department that will attempt to mobilize 
additional funds and provide technical assistance to its members. This 

unit will be staffed by an industrial engineer, an economist/financial. 
analyst and a secretary. The Small-Scale Enterprise Project will attempt 

to augment and utilize this staff for non-financial technical assistance 
and business plan development support to the AI)EPI members. The abIlity 
of the other ADEPIs to fulfill tlmeir responstbilitie:; under the Project 
will depend on the development of similar capabilities. 

The principal weakness of the organizations is that they are 
relatively new and therefore inexperienced. They have limited staff, few 
assets, little income and virtually no technical support capability. 
They were created as interest group associations, and although they have 
an interest in providing technical assistance and training, they have no 
past experience or expertise in these field. The Project will attempt to 
address these weaknesses through focused training programs. 

Since the success of the Project will depend, in part, on an 

active technical role by the AlIEPIs, this capability must be developed at 
the outset by the Project itself. To carry out their role under the 

Project, each AI)EPI will need: 

* A technical assistance department comprised of at least 

one industrial engineer, a financial analyst/economist and a secretary. 
These individuals will be trained in business plan preparation, 
operational and financtal analysis of businesses, and technical 
assistance techniques. 

* staff trained in operational and financial analysis of 

businesses and busi ness plan deve lopment. 

* limited office equipment and supplies. 
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* adequate safeguards to maintain the separation of
functions between the ADEPIs and their credit unions. 

7. Summary
 

The institutions identified 
to implement the project havethe potential for fulfilling the roles expected of them, even thoughtheir past experience and current capabilities vary widely. PRODEM,
FENACRE and the credit union system, in particular, can fulfill theirroles with relative:. ULitle changes. 
The ADEPIs and 
the ADEPI credit
unions are weak organiLzations that will require considerable assistance
before they 
can perform adequately. 
 FENACRE will certify and USAID will 
approve those qualifying for participation in the Project. 

B. Economic Analysis
 

Quantification of the 
benefits to 
be derived fromn 
this Project
as 
a whole is almost impossible in view of the fact that 
it will entail
subloans to 
thousands of borrowers whose identity is not known at 
this

point. However, we can 
look at the likely benefit-cost situation of a
limited number of individial sub-borrowers and 
users that will obtain
loans from PRODEM (in the case of micro entrepreneurs) and FENACRE (forsmall enterprises) 6/. 
 Some illustrative 
cases of borrowers from each
of these organizations are examined below.
 

PRODEM
 

The financial situation of 
a sample of 22 micro-enterprises thatare credit clients of PRODEM are 
summarized in tables I through 5.
table summarizes the situation for a sample 
Each 

of entrepreneurs in differentlines of business: 
the five tables represent the financial situation of 5
clothiers (table 1), 
 3 carpenters (Table 2), 
5 shoemakers (Table 3),
entrepreneurs In other lines (Table 4) and 5 small merchants 
4 

loans (Table 5).The range from US$80 to US$316, and are for an average period of
three months each (though continuously renewable over period
a of one 
year).
 

Actual data thesefor groups was avalLable for the first two
quarters only, the third and fourth quarterperformance for the full year. 

were projected to ubtainWe projected income and expenditures to
Increase at 
a lower rate during the third and fourth quarters than the 

6/ Micro enterprises are defined, 
for purposes of this project, 
as
family run 
and staffed businesses with no 
outside wage labor, and with 
no
access 
to credit from FENACRE, other credit cooperative or 
the formal
financial system. "Small" enterprises may have to 10 wage earning
employees (other than family members) and 
are presumed to have access to
credit from FENACRE or other coop or 
financial Institution.
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observed increase during their first two. Thus, in the case of the
 
clothing manufacturers, the increase In income as a result of the loan
 
was reported to be 40% in the first quarter and another 24% in the
 
second. We projected it to increase at the rate of 15% during the third 
quarter and 9% in the fourth. 

Costs were also projected to increase throughout the year in 
line with the trend during the first two quarters. Labor costs were 
assumed to rise as well, even though, in many cases, the additional labor 
would be provided by family members without entailing Increased financ[al. 
outlays. Allowance was also made for the cost of PRODEM of providing the 
services (administration, technical assistance, tralning - entered on 
line 4 of the tables) as this is .i social cost that must be covered, even 
though it is not a separate charge to the borrower. 

Note that each table calculates the difference in income and 
costs with and without the loan. The difference In income a(d 
expenditures realized from the loan throughout the year (i.e. the net 
addition to proEiL obtained as a result of the loan) is then related to 
the average amount of the loan (line 6) to obtain the annual profit rate 
(line 7). 

Note that the additional profit in relation to the amount ,of the 

loan is very high - an average 803% for the clothiers, 61.3% for the 
carpenters, 688% for the shoemakers, 596% for entrepreneurs In "other' 
enterprises and 185% for the small merchants (see Tables 1-5). The total 
profit margins (total revenue less total costs or line 5 of the fie 
tables) of these borrowers increased substantialIy as ;a result of the 
loan, with the rate of increase ranging between 42% (for carpenters) to 
151% for the clothing manufacturers, with the average for the five proups 
at 84%. These high profit margins suggest that the entrepreneo-, sh:,ild 
be able to generate their own working capital over a period of o eAr, or 
at the outset, L8 months. The repayment period of the subLoans should be 
limited to the length of the prodlc'tton cycle -- i.e. the Interval 
between the incurrence of costs and the sale of the final output -- which 
varies with the type of business. Renewal of repaid loans wil generally 
occur, but there should be a maximum period after which the beneficiary 
should be cut off to make room for others. It ls recommendedi that this 
maximum "graduation" period be set at 24 months. 

FENACRE 

The Misi ion's economic staff vi s ited FENACRE and Lhe 
headquarters of a pro(lucer cooperative in Co halbamba, ;s well as eighl. 
small entrepreneunrs operating in tie irea. All i)ersonuel Intervi ewri~ 
viewed the acute shortage of working capital as the ma=jor obstacle Io 
increased production, and all entrpreneurs noted that they were 
operating at levels fir helow installed capacity, munually in the range of 
20 to 30 percent. Limited demand for tie final omutlpumt was also mentioned 
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in some cases, but was genera lly considered to be second in importance to 
the shortage of working capital. The estimates provided by four 
inLerviewees wit, regard to the likely impact of providing credit for
 
working capital purlposes showed very high rates of return at:tributable to 
a loan of US$3,000 to US$5,000. 

Since no credit had been granted for working capital either by
 
FENACRE or some member cooperative, the individual entrepreneurs
 
interviewed could do 
no more than given their best estimates with regard 
to the likely impact on production, costs and profits that they expected 
from a loan for working 'apital purposes over a period of one year. 
These estimates are summarized In Table 6 through 9. 

The four producers interviewed include a guitar producer, a
 
shoemaker, a food processing shop and a metal workshop. 
The methodology 
used was the same as for PRODEM. The data show the situation with 
respect to sales, production costs and profits both under present 
conditions, I.e. without credit, in comparison with a loan or a series of
 
loans available over a period of one year. 
 In the third column of the
 
tables, we show the Increase to the amount of the loan. We show both the
 
annual rate of return from the loan to the Individual firm as well as the
 
social rate of return arising from the loan. The difference between the
 
two concepts Is the fact that, in calculating the latter, we have
 
deducted the cost of adminitering tihe loan which is not an additional
 
cost to the firm (but is covered )y the interest rate charged to the
 
firm). Tihe Interest rate charged to 
the firm has not been included among 
the costs In these calculations. As in tiLe of PRODEM, thecase rate of 
return must be high enough to cover FENACRE's interest charge as well as 
repayment of prlneLpal. 

Note that the "annual social rate of return", or tile increase in 
profit resulting from the loan as a proportion of the amount of the loan,

Is quite large: 167X 
for the gui tar producer, 197% for the shoemaker, 
291% for the food processor and 184% for the foundry and metal work 
shop. ThIs )rofit rate Is large enough to enable the entrepreneurs to 
repay their loans with Interest, as well as b1iLd up their own working 
capital, over a period of 18 months. 
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AVERAGE CLOTHIER,
 

TOTAL INCOME AND EXPENDITURES
 

(InBolivianoS)
 

FIRST SECOND THIRD FOURTH CUMULATIVE
 

QUARTERLY QUARTER 
 QUARTER QUARTER QUARTER WITHOUT WITH DIFFERENCE
 

W/O CREDIT WITH CREDIT WITH CREDIT WITH CREDIT WITH CREDIT CREDIT CREDIT (Absolute)
 

4,884 b,825 B,4, 9,770 10,650 19,536 35,741 16,205
 

4,884 6,825 0,496 9,770 I0,bSO 19,536 35,741 16,205
 

RES 4,079 5,272 6,537 71518 8,194 16,315 271,521 11,215
 

408 585 141 852 929 1,632 3,107 1,475
 

lals 3,603 4,563 5,655 b,50 7,089 14,412 23,810 9,396 

24 27 42 48 53 9b 170 74 

44 97 99 114 124 115 434 259 

OR THE
 
1,553 1,959 2,253 2,45b 3,221 8,221 5,000
IEUR(1-21 805 


0 36 36 3b 36 0 144 144
ROVIDING SERVICES 


BALANCE (3-4) 805 1,517 1,923 2,217 2,420 3,221 8,077 4,856
 

605
.GAN PROVIDED 


802.b0
NVESTMENT (5AS X OF 61 

S-----------------------------------------------------------------------­

5 clothiers.
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AVERAGE CARPENTER#
 

IOTAL INCOME AND EXPENDITURES
 
(Inolivianos)
 

FIRST SECOND THIRD FOURTH CUMULATIVE
 
QUARTERLY QUARTER QUARTER QUARTER QUARTER WITHOUT WITH DIFFERENCE
 
W/O CREDIT WITH CREDIT WITH CREDIT WITH CREDIT WITH CREDIT CREDIT CREDIT (Absolute)
 

INCOME 6,240 7,6bO 10,950 14,783 19,956 24,960 53,339 28,379 
Sales 6,240 7,650 10,950 1i,783 19,956 24,960 53,339 28,379 

EXPENDITURES 3,864 5,455 7,725 10,970 15,570 15,45b 39,729 24,273 
Labor 840 1,035 1,740 2,471 3,509 3,360 8,754 5,394 
law Materials 2,940 4,308 5,871 8,337 I1,838 l1,760 30,354 18,594 
)ther 60 87 84 119 169 240 460 220 
.quipment 24 25 30 43 61 96 160 64 

4ALANCE FOR THE 
:NTREPRENEUR (1-21 2,376 2,195 3,225 3,812 4,379 9,504 13,610 4,106 

:OSTOF PROVIDING SERVICES 0 36 3b 3b 36 0 144 144 

lETTOTAL [ALANCE (1-4) 2,37b 2,159 3,189 1,776 4,343 9,504 13,466 3,962 
---------------- ------------------------------------------------------ ------------------------------
VERAGE LOAN PROVIDED 646 
---------------- ----------------------------------------------------- ------------------------------
ALAYCE/INVESTMENT (5AS I UF 6) 613.371 
-------------- ------------------------------------------------------ -----------------------------­

raQ ol 3 carpenters. 



--------------- ------ ----------------------------------------------- ------------------------------
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AVERAGE SHOEMAKER,
 

TOTAL INCOME AND EXPENDITURES
 
(InBoivianos)
 

FIRS! SECOND THIRD FOURTH CUMULATIVE
 

GUARTERLI OUARTER QUARTER OUARIER QUARTER WITHOUT WITH DIFFERENCE
 

W/O CREDIT WITH CREDIT WITH CREDIT WI.H CREDIT W!IH LREDIT CREDIT CREDIT (Absolute)
 

OME 6,144 7,350 8,706 10,186 11,714 24,576 37,95b 13,380
 

es 6,144 7,154 8,706 10,186 iI,714 24,J76 37,95b 13,380
 

ENDITURES 4,983 ,bo5 6,784 7,@0, 8,191 19,931 28,440 8,509
 
or 804 915 1,14i 1,463 2,034 3,216 5,555 2,339
 

Kateriais 4,I1' 4,674 5,55b 1,I2 9,885 16,440 27,227 10,787
 

er 24 24 10 38 53 96 146 50
 
ipment 45 52 55 70 97 179 273 94
 

ANCE FOR THE
 
REPRENEUR (1-2) 1,161 1,685 1,922 2,85 3,521 4,645 9,516 4,871
 

I OF PROVIDING SERVICES V 3b 3b 36 36 0 144 144 

TOTAL BALANCE (3-0i 1,161 1,649 1,886 2,349 3,407 4,645 9,372 4,727
 

RAGE LOAN PROVIDED 697
 

ANCE/INVESTMENIT (5AS%OF 6) 687,991 
S--------------------------------------------- -----------------------------­

ge o1 5 shoeakers.
 



----------------- ------ ----------------------------------------------- ------------------------------

------------------------------
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OTHER PRODUCTIVE ENTREPRENEJRi
 

TOTAL INCOME AND EXPENDITURES
 
(InPolhvianos)
 

FIRST SECOND THIRD FOURTH CUMULATIVE
 
DIFFERENCE
QUARTERLY QUARTER QUARTER QUARTER QUARTER 	 WITHOUT WITH 


CREDIT CREDIT (Absolute)
WIO CREDIT WITH CREDIT WITH CREDIT WITH CREDIT WITH CREDIT 


INCOME 
Sales 

7,401 
7,401 

9,393 
9,393 

11,475 
11,475 

13,541 
13,541 

15,436 
15,436 

29,604 
29,604 

49,845 
49,845 

20,241 
20,241 

EXPENDITURES 
Labor 
Raw haterials 
Other 
Equipment 

5,698 
798 

4,818 
21 
61 

7,396 
933 

6,375 
24 
64 

9,280 
1,428 
7,755 

;1 
64 

10,672 
1,720 
9,384 

40 
77 

11,205 
2,022 
10,979 

47 
90 

22,793 
3,192 
19,272 

84 
245 

3,552 
6,110 

34,492 
144 
294 

15,1759 
2,918 
15,220 

60 
49 

BALANCE FOR THE
 
4,231 6,811 11,295 4,482
ENIREPRENEUR (1-2) 	 1,10; 1,997 2,195 2,Bb6 


-b 3b ;b 0 144 144
COST OF PROVIDING SERVICES Q 35 

2,813 4,195 6,8il 11,149 4,338

NET TOTAL BALANCE (3-4) 1,703 1,961 2,159 
...... ...........-----------------------------------------------

728
AVERAGE LOAN PROVIDED 

-.----------------------------------------------------------------------------­

595.831

BALANCE/INVESIMENT (iAS I OF 6) 


S- ------------------------------------------------ - ----------------------­

of 4 entrepreneurs.
eragte 




-------- ------------------------------------- ------------------------------
------------------------ ------------

------------------ ------------------------------------------------------- ------------------------------

-- ------------------------------------------------ ------------------------------

AVERAGE HERCHANT,
 

TOTAL INCOME AND EXPENDITURES
 
IrBroiivianos)
 

FIRST SECMID THIRD FOURTH CUMULATIVE
 
QUARTER QUARTER QUARTER WITHOUT WITH DIFFERENCE
QUARTERLY QUARTER 


W/o CREDIT WITH CREDIT WITH CREDIT WITH CREDIT WiIIH CREDIT (Absolutel
CREDII CREDIT 


1,386 1,8v2 2,342 .,081 4,005 5,544 11,230 5,6DBb
I.INCOME 

1,802 2,342 3,081 4,005 5,544 11,2 0 5,686
--Sales 1,38b 


1.05 1,401 1,871 2,457 3,26o 4,23b 9,(01 4,4b5
2.EXPENDITURES 

(--Labor 0 0 U 0 


1,815 2,302 3,1B 4,104 6,730 4,b26
--Raw laterials 1,026 I,3t'5 

33 4. 5b 75 98 1;2 271 139
--Other 


--Equipsent 0 0 0 0 0
 

3.BALANCE FOR THE
 
327 194 472 624 740 I,3ou 2,230 922
ENTREPRENEUR (1-21 


3b 3b 3b 3 0 144 144
4.COST OF PROVIDING SERVICES 0 


327 358 436 588 704 1,309 2,086 778
5, NET TOTAL BALANCE (3-4) 


6,AVERAGE LOAN PROVIDED 
 42v
 

105.181
7.BALANCE/INVESTKENT (5AS IOF ) 


*Average of5 serchints. 
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TABLE 6 

Guitar Producer
 
(in Bolivianos)
 

Credit; US$ 4,000
 

Without With
 
Credit 
 Credit Difference
 

Production and Sales/Month 

Guitars 1,800 1/ 
 4,800 1/ 
"Charangos" (small 
native guitars) 3,850 2/ 8,800 2/
 

Other Products 200 450 

Total 
 5,850 14,050 8,200
 

Cost of Productlon/Month
 
Raw Materials (mostly wood)
 

Wood 
 600 1,440
 
tiLher lIlptits 1,400 3,360
 

La I)o r 2,650 4/ 6,400
 
Rent 
 490 800 

Tota I Costs 5,140 12,000 6,860
 

Prolit to Firm/Montih 710 2,050 1,340
 

Annual Rate of Return from
 
Loan to Firm Bs 1,340 X 12 = Bs 16 680 
 = 171% 

9,430 3/ 

Cost of Providlig Loan 414 

Ainua l Social Rate of Return: Bsl.,080 - 414 = 15?666 = 167% 

9,400
 

I/ Guitars without credit" 15 guitars X Bs 120 = Bs 1,800 
Guitars with credit" 40 guitars X Bs 120 = Bs 4,800 

2/ Charangos without credit- 35 charangos X Bs 110 = Bs 3,850
Charangos withi credit- 80 charangos X Bs 110 = Bs 8,800 

3/ Amount of loan. $ 4,000 X 2.35 = Bs 9,400 
4-/ Some of these labor costs are believed to be paid to family members 
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TABLE 7
 

Shoemaker
 
(In Bolivianos)
 

Credit! US$ 3,000
 

Without WiLth
 
Credit Credit Difference
 

Production and Sales/Month
 

120 pairs at Bs 25/pair 3,000
 
350 pairs at Bs 25/pair 8,750 5,750
 

Costs of Production/Month
 

Raw material, leather 1,400 4,220
 
Other Materials 345 
 1,035
 
Wages and Utilities 528 1,584 4,566
 

Total 2,273 6,839
 

Profit of Firm/Month 727 1,911 1,184
 

Annual Rate of Return from
 
Loan to Firm 1,184 X 12 = 4208 201%
 

7,050 1/
 

Cost of Providing Loan 310
 

Annual Social Rate of 
Return Bs 14,208- 31 = 13,888 = 197% 

7,050 

l/ Assumes ioan of US$ 3,000 X 2,35 = Bs 7,050
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TABLE 8
 

Food Processing Shop 1/ 
((In Bolivianos) 

Credit'US$ 5,000
 

Without With
 
Credit Credit Difference
 

Production and Sales/Month
 

2,080 kilos x Bs 7.3 15,184
 
3,120 kilos x Bs 7.3 22,776 7,592
 

Costs of Production
 

Raw Material
 
2,600 kilos (of meat)
 

x Bs 3.0 7,800
 
3,900 kilos x Bs 3.0 11,700
 

Labor and IJtitties
 
6 x Bs 200 1,200
 
1O x Bs 200 2,000
 

Deprec [Ltion
 
Machinery (over 20 years) 410 410
 
Cars 352 352
 
Bldg. 117 117
 

Total Costs 9,879 14,579 4,700 

Profit to Enterprise 5,305 8,197 2,892 

Annual Profit Rate 
of Enterlrises; Bs 2,892 x 12 = 34,704 = 295% 

11,750 2/ 

Cost of Providing Loan - 517 

Annual Social Rate of Return, Bs 34,704 -517 = 34187 291% 

11,750 

I/ Hamburger meat, sausages, ham and related products 
2/ Amount of loan, US 5,000 x 2.35 = Bs 11,750 
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TABLE 9
 

Foundry and Metal Workshop
 

(In Bolivianos)
 

Creditt US$ 3,000
 

Without With
 
credit credit Difference
 

Sales, Annual 	 Bs 58,000 Bs87,000 I/ Bs 2,900
 

Costs, Annual
 

Raw Material 25,142 37,713 1/
 
Wages and Salaries 8,014 10,418 2/
 
Depreciation 7,508 3/ 7,508 A/
 
Other Costs 4,776 5,492 4/
 

Total Costs 	 45,440 61,131 15,691
 

Profit, Annual 	 12,560 25,869 13,309
 

Annual Rates of Return
 
from Loan to Firm Bs13,309 = 189%
 

7,050
 

Cost of Providing Loan 	 310
 

Annual Social Rate of Return (13,309 - 310) 122999 184% 
7,050 

1/ Increase by 50%
 
T- Increase by 30%
 
3/ 	There is a substantial amount of fixed capital in this
 

enterprise, valued at $63,900. Depreciation calculated as
 
follows: $63,90020 years = $3,195/year x Bs 2.35 = Bs 7,508. In
 
fact, owner is not able to cover depreciation at this time. His
 
monthly gross income (without depreciation and without credit) is 
about Bs 7,640. 

4/ Increased by 15Z. 
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. Technical Analysis
 

This annex examines number of specific technical issues related 
to the design and implementation of the proposed Project. 

DsI;lacement 

"Displacement" -- a condition i.n which an increase in output or 
activity by one group of individuals causes a reduction in output or 
ativLties in another -- does not appear to be a major factor in this
 
Pro.jee .
 

I the micro-commercial population the main effect of the
 
Project will be to lower the cost of working capital, resulting in
 
higher profitability with the same sales base. Expansion of sales, 
especially to the point of reducing the market for other vendors, does 
not appear to occur under these conditions. 

Small-scale enterprises generally produce for a segmented 
market, in which they occupy a particular niche. Access to credit allows 
them to expnd within this niche rather than to compete in the general
market. Thus, displacement does not seem to be a major constraint to 
Implementin g this Project with small-scale producers in Bolivia. 

Micro-prducers, on the other hand, are generally competing in a 
highly cumpeti tive, undifferentiated market that clears slowly. Access 
to credit tends to Increase the volume of products available in this 
market, and may lead to some displacement -- in the form of slower 
turnover, lower prices or even producers leaving the market. Most of the 
small enterprlse subectors that will be assisted under the Project 
should -lot he subjected to significant displacement from a project of 
this size. With few exceptions, existing markets appear to be 
sufficiently large absorb additional production ofto the or sales 
operation brought about by the Project. Areas in which displacement is a 
potential issue Include shoe-making, clothing manufacturing and 
furniture. Research Into the market clearing mechanisms and potential 
for market segmentation or expansion needs to be conducted part of theas 
Project for these sectors.
 

Gradua t ion 

"Graduation" Is an especially critical issue for the PRODEM 
component of this Project because of the effects of aging on its 
program. The PRODEM model initially recruits a large number of clients 
into the program with small, short-term loans. As these loans are
repald, the groups graduate to larger loans with longer repayment
 
periods. This has two effects on the program:
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First, with a fixed loan p)ortfolio, the number of clients the
 
organization can service declines rapidly. With a $1.0 million
 
portfolio, for example, the program can service 10,000 individuals with
 
first loans of $100, but only 2,000 with fifth loans of $500 -- an
 
inevitable attrition rate of 80 percent within a relatively short period.
 

Second, the demand an credit resources by clients progres';ing 

through the system absorbs all available resources so that funds are not 

available for initiating new groups into the system. For a program that 
is intended to serve as an access point for first-time borrowers, this 
effect of the aging of the portfolio is a serious problem. 

Third, the automatic aging of the portfolio has a decidedly negative 

impact on earnings. PRODEM currently clharges an interest rate that 
barely covers the cost of funds and maintenance of value; administrative 

costs are covered by a separate commuis. ton (fee), at tle rate of 2.5 

percent per loan. A $1.0 million portfolio of one-month loans turns over 

twelve times during a year and, under the PRODEM formula, would generate 

$300,000 in fee income. On the other hand, a $1.0 million dollar 

portfolio of 6-month loans turns over only twice a year and would 

generate only M50,000 in income. 

With a fi<ed portfolio, therefore, an(l clients staying In the 

program longer, fewer and fewer new clients can be served, and PROI)II. 
earns less and less income I:o cover administrative costs. Early in the 

program, PROI)EN will be requested to submit a graduation strategy dealing 
with this issue. 

In both PRODEM and FENACRE, the purpose of the graduation
 

programs will be to make these institutions both stronger and capable of 
serving a growing number of beneficiaries. Client capitalization 

(self-capitalization) will he an essential part of these programs. 
Although it is important that clients "graduate from I'RODEM and FENACRE 

assistance, because it is not antir'ipated that commnerc-ial banks will he 
prepared to do business with micro and smnall enterprises anytime In the 

medium term future, graduation does not imply a transition to aiternative 
financial and technical assistance institutions. Graduated clients will 

probably have to rely on their own resources. 

Women in Development 

Bolivia's recent economic crisis has actually increased women's 

role in business. In the face of decreasing formal sector employment, 
the informal sector has grown to meet the needs of the urban and 

semi-urban poor. Women have moved rapidly into this sector to supplement 

their family's low formal sector wages or to compensal:e for the loss of 

employment by the male head or the family.
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Still, micro and small scale producer enterprises are 
predomin.ntly owned by males. But, as the social soundness analysis 
points out, these tend to be family businesses, with women family members
 
frequently taking the lead role In managing the husinesses and marketing
 
the products. Most of the small enterprises affiliated with the ADEPIs
 
are owned by men, although women ownership is common in clothing
 
manufacturing and foostuffs processing.
 

This project could he instrumental in increasing the role of
 
women in the micro and small enterprise sectors, particularly with
 
respect to giving women entrepreneurs access to formal credit and
 
training, and also in involving women more in the management of
 
institutions quch as FENACRE and PRODEM.
 

USAII) plans two important studies over the next six months which
 
will lead to a more aggressive women in development program, and will
 
include this Project. In January 1989, USAID will enlist the services of
 
the International Center for Research on Women to: 

I. Carry out a 'lission wide assessment for women's credit needs 
in Bolivia, and 

2. Develop a l.ission women in development implementation plan.
 
The Micro and Small Enterl)rise Project will he made an integral part of
 
the design and implementation of the plan. Within the context of 
a
 
finalized plan, both PRODEM and FENACRE will develop their own plans
 
Illustrating the role of women in their programs.
 

In addition, the Bolivian National 
Business Women's Association
 
(AMEP) will participate in a marketing study to determine the demand for
 
services and credit for women and to identify prospective women to fill
 
managerial positions with PRODEI and FENACRE. Training plans for
 
qualified women managers will also be developed.
 

Also, the Project Is expected to have a significant impact on 
women as direct beneficiaries of Project-financed credit and training 
activities. Currently, women participatlon as beneficiaries under the 
PROI)EM pilot project Is very high; it ranges from 96Z for micro cummerce
 
loans to 287 for production loans. In the case of FENACRE, women
 
participation as direct beneficiaries of credit programs ranges from 28%X
 
in Sucre to around two percent In Cochabamba. The ratio of female-male
 
beneficiaries under the PRODEM component of the Project Is expected to
 
continue while FENACRE will be encouraged to increase its efforts to
 
reach more women than In the past. This will be done through awareness
 
meetings with FENACRE management ani the development of specific plans
 
using the aforesaid studies.
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Minimizing Risk
 

Small-scale enterprise credits carry a great deal of risk. Thus,
 
risk miminization is an important technical issue for the project. The
 
Institutions have developed several mechanisms for minimizing risk:
 

Small-group, closed association bonds, such as the
 
solidarity groups of PRODEM and the closed field of
 
nemberships of the credit unions reduce risk and the cost of
 
operations of the institutions;
 

* 	 Small loan size compared to the personal capacity of the 
borrower to repay; 

* 	 Small individual loan size compared to the total 

institutional portfolio, so that a1 single Loan default does 

not place the institution at risk; 

* "Socialization" of the borrower in"o t:he culture of the 

institution -- throuh the mandatoty savings period .n the
 
credit unions and the structured loan schedule of PROI)DE
 
--is another major risk-minimizing m,,hanisim;
 

Insurance, guarantee [FunId s and other riskl-red"icing teclin qes 
have not been widely used in Bolivia, but nay he necessary t:o deal with 
the increased risk of small-scale enterpri.se lending. These will he 
explored during project implenentation. 

Guarancees
 

Guarantees are perhaps the largest single impediment to 
institutional small-enterprise c'red it in Bolivia. The small-scale 
enterprises interviewed during [h( course or thi; review inllca'ted :hat 

the level of guarantees reqilired by formal s..tor fi. lnn Iainstl:iIrions, 
far more than interest ratep, e×( ilded them irom that market. 

Although the gua rantee p)roblem is not an easy one to resolve, 
several options will be Oxplored during tihe Inital stages of the 
Project. These inc .ude: c ross-gua ra ntees among members or tle boards of 
tlhe ADEPIs or borrowers; loan insurance (not only Life insurance to cover 
a loan, but other forms such fire, casualty and theft Insurance onl 
equipment, inventory and plint); or the creatfiou of a guarantee fund in 
the credit union system. 

Alternative Financial Intermediaries
 

At the presenl time there does not appeiar in he a fea;si[)le 
alternative to the use of credit ,'inonsor PR)DEM as tlie flnanial 
intermed ries. 

http:enterpri.se
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At some point other financial institutions may take a greater
 
Interest In serving the small enterprise sector, but at present it does
 
not appear that a viabte alternative to using the credit union system
 
exists. The mid-term evaluation of the project will review the options
 
to determine the feasibility of alternative strategies.
 

Leveraging Funds 

The lProject: has an interest in leveraging the Loan fund -- that 
is, encouraging the Intermediary Institutions to invest their own capital 
in loans to small enterprises. At the present time, only the credit 
union system has been wIlling to place its own funds at risk in small 
loans to relatively Low-income Individuals and businesses. 

Although it will not be possible to leverage local funds at a
 
3:1, 2:1 or even 1:1 ratio, it should he possible to achieve some 
leveraging of the funds. The credit union system typically requires a 
member to have on deposit In the credit union a percentage of the amount 
he/she Intends to borrow. The normal ratio varies from 3:1 to 5:1. The 
ADEPI credit unions are currently lending at a ratio of 10:1. At a 
minimum, funds channeled through the credit union system should achieve a 
I0 to 2()% leveraging from the beginning. The credit union system 
someltime s requires that the member capitalize the loan -- that is, 
inc rease his/her savings by a certain percentage of the loan. This can 
be accompl[sihed by either discounting the amount of the savings from the 
loan or Increasing the amount owed on the loan to cover the savings. A 
5% capitalization requirement wonId have the effect of increasing the 
amount of Iocal funds avilable for lending by 25 to 50% (depending on 
the term of the loan) over a five-year period. 

PRODEM has recently initiated a similar capitalization (savings) 
program, although procedures and a plan for reutillzing these funds has 
not yet been develo ped. 

Potential micro- and small-scale borrowers interviewed during 
the Intensive review indi(cated a willingness to participate in such a 
capitalzation scheme, as long as a fair rate of interest is paid on the 
savngs. Savings should be collected in the form of a time-depoWi tn 
order to ensure their permanence in the financial intermediary. 

Alternative I)1shrursement Mechanisins 

A voncern was exprensed during Intensive review about a funding 
mechanism thlat grants tie rredit fur;nds to FENACRE and PRODEM for two 
re~asons: 

Once granted, the Mission's control over the use of the 

frunIs is reduced; andil 



If the funds are granted to the two institutions, the 

Mission lacks the flexibility of supporting othor 
alternatives that might arise during the life of the project. 

The first of these concerns can be addressed in the legal 
documents estabi [shing the grants. The grant agreement can stipulate 
that the funds revert to Mission control if the insttution does not 
utilize them properly.
 

The second problem is best resolved through the staggered 
disbursement schedule of the Project. Since credit disbursements are
 
staggered throughout the life of the Project, the Mission will retain the 

ability to vary the amounts disbursed to each recipient, and may decide 
to add or delete intermediary institutions. 

D. Social Soundness Analysis 

I. Background 

Bolivia is a rapidly urbanizing country. Between .1950 and 
1980 the proportion of the population in urban areas increased from 26% 
to over 50%, and Is even higher today. This Increase has been 
concentrated in a few major urban clusters: the metropo litan areas of la 
Paz, Cochabamba, and Santa Cruz are the largest and fastest growing. By 
1976 these three metropolitan areas accounted for 60% of all the urban 
population of the country; a percentage that is certainly higher today. 

With this rapid shift of the popilation from rural areas to 
urban centers, and the high natural population growth rates of the urban 
centers, the supply of labor in I lie urban centers grew at a much faster 
rate than the demand for labo -- both in the public sector and In the 

formally established private sector enterprises. Faced witlh no 
employment opport1unities, large ilumbers of urban residents turned to 
self-employment as a qubsistence strategy, wit.li the resuult tlat 
self-employment (in manufacturing, service and commervial actLvities) 
became the most common means of iurban emplloyment. By 1976, over 47, of 

the urban labor force was working either is self-employed imdlviduals or 
In very small enterpriseq. By the end of 1987, app~roximately 60. of the 
urban labor force is estimated to he self-employed or worklig In very 
smail enterpr Iqs. 

2. Proje't ClItentL; 

Tradit ional defi niltons of micro-" and "small-scale" 
enterprises have tended to toui; "i the ninber or employees or amount of 

capital employed, indicators whi 1 il can give coil l i(tlug cliass iif l ions. 

At the same Lim,, micro-eiLtrpri se, have generally been assiumed to he 
non-formal, sumi-illega I ntit ie , wilihe small-scale enterprises have 
been gen. rally esc'rihed a'; formaI ly-regisereI leg;al I)isinessem. 
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Neither the scale of operations nor the classification of
 
"informal-formal" have proved particularly useful in describing the
 
small-scaie enterprise sector in Bolivia.
 

In the past few years, empirical information from a variety
 

of sources shows that the small-scale private sector enterprises of
 
Bolivia fall !nto two very distinct categories: self-employed
 
micro-scale enterprises and small-scale enterprises employing permanent
 
workers. These two categories are differentiated not so much in terms of
 
legal regLstration (formal versus informal) or number of workers
 
(employed or family), but in terms of their internal organization, scale
 
of operations and the way In which they conduct their business.
 

The Self-Employed Micro-Enterprise 

Firms in this category are made up of self-employed
 
Individuals (male and female) who work alone or with the help of unpaid
 
family workers and/or apprentices. They do not employ full-time outside
 
labor. An estimated 101,000 such micro-enterprises function in La Paz,
 

31,000 In Cochabamba , and 43,000 In Santa Cruz. The owners of these
 
enterprises and their helpers account for 33% of the total urban labor
 
force in La Paz, 41% in Cochabamba, and 33% in Santa Cruz.
 

These mi,-ro-enterl)rises function in all economic areas. 

They provide goods and services to all urban and rural consumers. They 
dominate the main market places of the citles and towns and have 
import ant forward and backward economic linkages within and between
 
economic sectors. Segments of these urban micro-enterprises (like
 
retal ing of agricultural products, and sales of Inputs for agricultural
 
lroduction) have important linkages with the agricultural producers of
 
the country. Unfortunately, many of the micro-commercial enterprises are 
also engaged in the Importation (legal and contraband) of products that 
compietc with locally manufactured goods. 

,elf-employment in such enterprises is primarily a means of
 

sub)Istence and adlilon;al source of Income for the family. An estimated 
80Z of the househioldls in La Paz have one or more family members engaged 
In such an enterpri.se. Income from these activities is relatively good, 
as participants in this sector have average earnings almost twice the 

minimum wage in the country. 

As one of the few alternatives to employment In the urban 

center , tLh micro-enterl)rise sector Is highly dynamic and very 
compet it yve. Producers and vendors tend to produce or market the same 
mix of goods as tlheir competitors, and there is little product or market 
dlffIrent jail on. Some sectors of the micro-producer sector (especially 
shoemaikers and clothing manufactutrers) compete directly with imported and 
contraband merchandise, usually at a distinct price disadvantage.
 
MnrkeLs appear to lear slowly, and the economic return to labor is low.
 

http:enterpri.se
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The majority of the micro-entrepreneurs are of Aymara and 
Quechua origin, and speak Spanish (the dominant urban language) a:; a 
second language. Cultural and social barriers discriminate against the 
micro-entrepreneur in his dealing with the " formal" public and private 
sector. 

Women represent 48% of this sector. There are differences 
among sectors, with women-owned and operated firms dominating the 
commerce sector (71%) and men-owned firms predomlnant in the 
construction, transport and manufacturing sectors. It is Important to 
note, however, that these are predominantly family-run enterprises, 
especially in the manufacturing sector. While a business may be listed 
as being "male-owned", the spouse usually plays an important role In the 
management of the business or marketing of the prodic.: 

Small-Scale Enterprises 

Most businesses in Bolivia are small. If five employees 
were defined as the upper limit for a "small-scale" enterprise, then more 
than 90% of all registered enterprises (formal or informal) In the 
country would he classified as "small-scale." If 20 employees is def ined 
as the upper limit, 98Z of all bmsiness enterprises in the country would 
fall within this classification. 

Several characteristics (other than number of employees) 
distinguish small-scale enterprises from micro-enterprises described 
above. All of the small enterprises affiliated with the ADEPIs are 
legally registered with a RUC nmber. All haye up-to-date balance sheets 
and income/expense statements for their bustinesses. Most operate at 
reduced levels from the pre-1985 period, In terms of both employment and 
production. Thus, a five-employee operation may well have had 20 or 30 
employees prior to the period of hyperlnflation. This means that they 
generally have excess capacity In plant and equipment. Finally, most of 
these enterprises had regular access to hank lines of credit prior L:) the 
period of hyperinflation; with the retrenc hment of the banking system, 
all of these enterprises have been squeezed out of the ftnan'ial markets. 

Another characteri st i' dist inguises these enterprises from 
their micro--enterpi,,se counterpnrl.s: they generally occupy speci alized 
market niches, with both i product and market dirfereniLtlon. Thus, they 
do not compete directly wi lmlnorted or comntralbadl produt' s. 

The combi nat ion of we! -defi ned market niches, 
under-utilized capcicty and a lack of access to traditional lines of 
credit for working; capital indi alp: tihaL providing tiis sector with 
capital should resuilt in i fairly hIgh rate of employment gneratlon. 
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3. Problems
 

As businesses, micro-and small-enterprises share many of the
 
same problems. The differences are 
in the magnitude of the businesses,and in the specificity of the technological and management needs
associated with size. It is the social and cultural characteristics of
the entrepreneurs that differentiate them and 
that require institutions

and mechanisms appropriate to attend 
to their needs. The following

problems and the derived recommendations apply to both micro-and
 
small-scale enterprises, albeit differentto degrees. 

Lack of working capital is the key problem faced by both
micro-and the small-scale enterprises. The small-scale industries
 
examined during this 
intensive review indicated that absence of credit,

rather than interest rates, was the major problem they faced. Creditdemand 
Is very high in both sectors, although the magnitude of credit
 
amounts 
requested varies substantially. Credits needs in the range of
$500 to Q1,500 are 
in high demand and make a significant difference in

the productive capa' 
 ity of the micro-entrepreneur. Even for firms in
thlis category, a loan of $300 would have an insignificant impact.

Small-scale entrepreneurs are 
seeking credits in the range of $10,000 to
$40,000. There is also a substantial difference in the maturity of the
 
loans required: micro-enterprlse loans 
can be in the range of three to
six months, whle :,,,all-scale enterprise loans are 
needed for a period of
 
one to three years. 

Poor or non-existent access 
to "formal" credit has a

proioundly negative impact on the mi,'ro-entrepreneur, as it forces him orher to work in what 
can be called a "Supplier and Client" credit system:

the supplier or 
the client provides the working capital, and the

micro-entrepreneur the skilied labor and tools. Working capital is
almost allways provided in 
the form of production material 
(in manufacture

and construction) and merchandise (in commerce). The interest rates in
this supplier and client 
c re( it system are so high (minimum 10% month)that the 
profit margin and income of the mic ro-enterprise is reduced to
l:he point of 
simply allowing for subs~stence, with 
little chance of
 
Cal)i[ II .zatto".
 

m;nall enterprises tend to operate within the 
"forma[" credit
system when 
funds are available. 
 However, they do have dif[ficulties Ia
obtaining these credits, 
if and when available, by a series of

constraints associated with guarantees, bureaucratic procedures, and Lhegeneral lack of interest on the part of tihe 
financial institutions to
finance high-risk, low-profIt loans. The current economic environment in
holl.via has led tIhe 
banks 
to restrict lending to their preferred

customers, leaving the small enterprise 
sector with no access 
to credit.
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The rest of the prollems that the miero-entrepre~nur [aces
 
-- such as competition, pricing, market and product: differentiation,
 
production technologies and business management -- can only be
 
effectively tackled when the problem of working capital is no longer the
 
overriding survival issue. This is the context In which anciltary
 
services, such as training and technical assistance, need to be
 
considered.
 

4. Training and Technical Assistance
 

The two sectors (micro- and small-scale) differ
 
substantially in their ability to absorb and utilize training and
 
technical assistance. Micro-entrepreneurs, such as those served by
 
PRODEM, may indeed have a need for a genera IIzed int roduct ion to business 
practices and concepts, including basic bookkeeping. As a result,
 
simplified generic tranining courses provided on a large scale make
 
sense. However, there is al so a need for specific assistance related to
 
particular problems or issues.
 

The situation is quite different among the small-scale 
entrepreneurs, where it cannot be assumed that a basic Introduction to 
business practices is needed. Most of these firms have been in operation 
for more than 10 years. They have well established accounting systems. 
They understand the financing of their businesses. And whi le they may 
need assistance in adopting new production technologies, this tends to be 
so specialized that a training institution cannot poss ibly cover tie 
spectrum of issues effectively. 

What both of these conditions point to is that training and 
technical assistance must be demand driven to be effective. There are 
few general topics that can he strung together to form a rational 
curriculum for the heterogeneous spectrum of small enterprises. 

5. Conclusion:; and Recommendations
 

The proposed Project, by providing credit (formal credit 
with clear rules at competitive interest rates), attacks the main problem 
of the micro- and small-scale entrepreneur in Bolivia. Flexibility and 
adaptability to the clients' needs;, as welL as knowledge of the
 
productive cyeles in each sector, shold provide differentiated Ioami 
packages that hellp in the growth and dlevelopment of the enterprise.
 

Clients, who haye survived and prosi)ered In business for 10 
to 20 years should be identIfied and treated as preferential clients of 
the Institutions. That is, they should no he req,,ired to conform to0 
riles designed for beg inme rs. After tlie fourth or fifthi Ioan, after 
having established a track record as a "good client", and after agree,.l,­
on a loan guaranty, these clients co,,l,. he given access to a linle ot 
credit (predetermined amount). The client can then have flexibility ill 
the use of funds for business op)ortunities, and also lower tie costs of 
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the standard procedure of meetings, lectures, and coordination of the 
solidarity group to which he or she belongs. 

For the micro-enterprises, aside from training in 
rudimentary business practices, training and technical assistance needs 
and requests should emerge from the perception and the initiative of the 
clients. Clients could be aided in understanding their technical and 
training needs by sector specific studies of production techniques, 
technology, markets and marketing, etc. These studies should not 
emphasized, how a business "should" operate, but rather should explain 
how the sector works and how business can exploit opportunities for 
increased profit within the sector. 

The mix of institutions selected to act as credit 
Intermediaries are well adapted to working with specific segments of 
clihntele. PRODEM's organizational structure and methods of operation 
have been well designed and are effective in reaching a defined target 
clientele. The credit union system appears well-suited to providing the 
credit resources with a minimum of supervision in the form of training or 
technical, assistance, an approach which appears to fit well with the 
characteristics of the client base. 

07311 



-104-


E. FINANCIAL ANALYSIS
 

The purpose of this financial analysis is to determine whether 
the two principal implementing institutions, PRODEM and FENACRE, are 
likely to prove financially viable during and beyond the project 
implementation period. The Mission's economic staff worked closely with 
senior PRODEM and FENACRE officials to develop annual projections of 
revenues, expenditures and net Income during the project implementation
 
period. The analysis takes into account AID's disbursement schedule 
planned for these two institutions, including their expected Impact on 
both revenues and costs. Clearly, these projections are somewhat 
speculative: they are dependent on the implemental. ion of the All) 
disbursement schedule that is subject to future fund ing availability; 
they also assume the maintenance of political and economic stability; and 
the continued efficient management of both institutions. The methodology 
employed and the detailed assumptions underlying the projections are 
presented in detail in connection with the projection of the income 
statements for PRODEM and FENACRE. 

1. PRODEM 

PRODEM, the institution administering loans and technical 
assistance to micro enterprises, began operations in early 1987. 
PRODEM's current practice is to ser,'ice the same group of borrowers intil 
such time as they become eligible for loans from a credit cooperative or 
other financial institution, a process that might take four to five 
years, or even longer. Since It Is the Project's objective to reach a 
substantial and grows'SL number of micro-enterprises, AID has discutssed 
with PRODEM'S manap '' the possibility of Limiting le graduation 
period with AID fun o a max[mum of two years. The purpose of this 
limit is to providi ,ther micro-enterprises the opportunity to obtain 
access to credit for working capitl financing from PRODEM oi 
"reasonable" terms. economicThe analysis (presented in Section Viii. II 
of this paper) shows that a two-year graduation period could be 
sufficient to enable most nicro-eiterprises to capitalize themselves to 
the point where they can auto finance their working capi tal requirements. 

However, we have developed two alternative sets of 
projections with the help of I'RODEM's staff. The first projects PRODEM's 
financial situation on the a;sumnpt ion of an average graduation period of 
four years (i.e. designed to approximate the "starid ard" or ciirren 
situation). The second alternative, summarized in Table 2, ;ssumes a 
two-year maximum gradlation period. 
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The two models projected in this analysis realize 
signilicant surpluses In their current operations (line 3 of Tables I & 
2). The first two years are Identical in both models since no

.graduation" can be expected under either of 
these scenarios during this
 
initial period. The remainder two show some differences owing mainly to
 
the additional resource requirements under the Two-Year Model to support

needed credit investigation and follow-up work, which is called for by
 
the higher turnover of beneficiaries. These higher costs are partially

compensated by larger revenues collections through PRODEM's flat 
fee
 
provision. The current procedure 
is for PRODEM to charge a 2.5% flat fee
 
on the value of every loan and oin
ace every loan extension that is
 
granted. This is in addition the current 27%
to annual. interest rate
 
ciharged. It is PRODEM's pracLice 
to expand the maturity period of a
 
loan, as well as the amount of the loan, the longer the customer remains
 
with l'RODEM and makes repayments on schedule. Thus, the average loan
 
period is about three months the 
first year, four months the second, and
 
five months in the forth years.
third and With a two-year maximum
 
graduation period, the average loan period would be three 
to four months, 
which would provide a larger revenue from the flat 2.5% loan commission, 
since that aiimount Is also charged on each loan extension. The additional 
amount collecl:ed Irom thlis commission under the two-year graduation model 
partial ly offsets the additional cost associated with the higher turnover 
of clients under this alternative. 

After adjusting the loan portfolio for inflation (to
maintain I :ss value In real terms), the results of both models are, again,
identical in the first two years (line 8 of Tables 1 & 2). The Four-Year 
Model shows strplu:ses in the [iird and fourth years. The Two-Year Model.
 
contin"ns to show deficits, albeit of declining magnitude in each
 
subsequent year. 
 inder the Four-Year Graduation Model, revenues exceed
 
total expenditures (including allowance for bad debts and adjustment of
 
portfolio value for inflation) by 10% In the fourth year (1991), while 
under tLme two-year graduation model, revenues cover almost entirely total 
expenditures (97%) (see line 10 of tables 
I & 2). Since the two-year

maximum graduation period permits a fairly rapid expansion of the number 
of beneficiaries served by PRODEM, AID has a strong preference for this
 
alternali ve, :t: least as use of own
far as its funds is concerned, since 
the benefits of ruachitng a larger population is greater than the small 
deficit that PRODEM would real ized at the end of the last projected year 
(about IIS$ 26,000). 

The detailed assuimrpti. ns on which our projectlons are based 
are as fol lows: 

a. The USATI) disbursement schedule for PRODEM is 
projected
 
as follows:
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USAID Disbursement Schedule
 

Average Projected 

Amounts Exchange Rate Amounts 
Date in U.S. Dollars (Bs to U.S.$ 1) in Bolivianos 

1988 610,000* 2.40 1,464,000
 
1989 1,250,000 2.76 3,450,000
 
1990 500,000 3.1.7 1,585,000
 
1991 500,000 3.74 1,870,000
 

Total 2,860,000 8,369,000
 

*/ This includes US$ 250,000 for PRODEM from the IBRD.
 

b. Interest Rate Charged (wi t:hotit flat commission): 

To cover "maintenance of value" 10% to 20% 
(depending on year) 

Allowance for bad debts 2% 
Spread to cover operating costs 15% to 5Z 

(depending on year) 

Tota 1 27% 

c. Flat Rate Commission Charged 

2.5% of val,ie of loan every time It Is granted or 

extended. 

d. Calculation of Loan Portfolio 

The amount of loan portfolio is estimated by taking the loan 
portfollo at the end of the prior year and adding the disbtrsment of the 
AID loan effected during the current year. Fiirtheriore, it Is assumed 
that, at any time, only 75% of the amount available will be lent out 
while 25% will remain idle. 

e. Bad Loan Reserve Adjustment
 

A 2% allowance of tile current portfolio is made for 
losses resulting from uncoliectible loans. 

f. Adjustment for Maintenance of Va lue of tme Portfolio 

In order to ma intain the real value of tile loan portfolio, we 
adjusted It with the projected rate of Inflation. Inflation rates 
assumed were 20% for 1988, 177. for 1989, 12% for 1990 and [O% for 1991. 



-107­

g. Financial Costs 

PRODEM has contracted three 	 loans to be used for working 

capital credit: two from PL-480 for a total of US$ 620,000, and one from
 

the TRIRD for US$ 250,000. All loans have a four year maturity, at 8% 
annually plus maintenance of value, to be paid back in a lump sum at the 

end of the period. 

h. Salaries and Other Costs 

These costs Include labor, rent, utilities, office 

supplies, and other. They will vary somewhat depending on the length of 
the average graduation period. Under the four-year graduation model, the 

number of employees and the total annual outlay on wages is as follows: 

(1) 	 (2) (3)
 
Annual
 

Number of Average Outlay on 

Date Employees Monthly Wage Wages
 

1988 22 1,119 295,416
 
1989 35 1,243 522,060
 

[990 38 1,425 649,800
 

1991 40 1,710 820,800
 

To estimate total non-financtal costs, including labor, 

the figures in column 3 were multiplied by a factor of 1.5. 

i. Cost Figures In Two-year Graduation Model 

In the case of the two-year graduation model (summarized 

In Table 2), the same cost figures are used for years 1 and 2; cost 
figures in year 3 and 4 were adjusted to reflect an increased number of 
new beneficiaries and all the costs entailed in administering the new 
loans, Including training. 	 Tt Is estimated that 16 additional people 
(raising Uhe total to 54 In 	 year 3 and 56 In year 4) in relation to the 
four-year graduation model will be needed to carry the additional work 
load entailed by the faster turnover of beneficiaries under the two-year 
mode I. 

J. Flat Fee Commission Under Two-Year Model
 

For the two-year graduation model (table 2), the flat 
fee commission is also higher than under the four-year model for years 3 
and 4, as a larger number of loans and loan extensions is granted each 
year. The average annual number of loans under each scenario is as 
fo . lows: 
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Date Four-Year Model Two-Year Model 
1987 4 4 
1988 3.2 3.2 
1989 2.7 3.7 
1990 2.5 3.2 

As a result of the difference in the annual number of 
loans granted, revenue collections under the fixed fee commission are 
2.5% higher in years 3 and 4 of the two-year model as compared with th 
four year scenario. 

Despite the above conclusions, the design team recommended that 
given the assumptions incorporated in the analysis and the limited 
empirical data available at this time, It would be desirable to carry out 
a special study that will provide the basis for a realistic graduation 
plan based on a more comprehensive assessment of entrepreneurs 
participating in the Project. (See Section V E of this PP - Evaluations 
and Audits).
 

2. FENACRE
 

FENACRE makes two types of loans, each with a different
 
funding source. Its largest fund, originating from loans with PL-480 
local currency generations, presently amounts to approximately US$12 

million. Loans from this fund are used to finance agricultural 
production. The interest rate charged by FENACRE to member cooperatives 
is LIBOR (currently 7 to 8%) plus a mark-up of 3 to 5 percent. The 
cooperatives add 2% rate to this rAte on loans to their merdbers, so that 
end users pay 12 to 15 percent plus "maintenance of value". If It is 
assumed that the boliviano depreciates by about 15% annually in relation 
to the dollar, the effective interest rate to the final borrower is 
likely to fall within the range of 27 to 30 percent. 

The second type of loan made by FENACRE is funded by its own 
resources - i.e. deposits and capital. These loans are for small scale, 
and light manufacturing industry, such as food processing, carpentry, 
textiles, shoe production, foundries, etc.; and for commercial 
establishments. These loans carry an interest rate of 27% on dollar
 
denominated loans. Only about $2.0 million are available to FENACRE for
 
loans in this category. There is, therefore, an acute shortage of credit
 
for manufacturing enterprises, a deficiency that this project is designed
 
to remedy at interest rates similar to the first type of loan.
 

Loans made with FENACRE funds (for both types of loan) 
generally are in the range of $2,000 to $5,000 per end-user. 

FENACRE's projection of revenues, expenditures and profit 
are summarized in Table 3. Its mnin revenue comes from interest 
receipts. "Other Revenues" consist mostly of charges for services 
performed and from the sale of agricultural Inputs. 
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Under expenditures, the major item is "interest on debt' 
which consists mostly of interest payments on loans contracted under the 
PL-480 program. 

Since the Interest charged is on dollar denominated loans, 
and since the whole analysis is In terms of constant 1988 bolivianos, no 
adjustment for Inflation is required. 

The All) disbursement schedule to FENACRE is as follows: 

CY-1988 ; 1,900,000
 
CY-1989 1,300,000
 
CY-1990 1,400,000
 
CY-1991 510,000 
CY- 992 210,000 

Note that FENACRE's projected income statement shows a net
 
profit in every year over the 1988-1993 projection. No subsidy is 
required in any year. While its profit rate is not large - amounting to 
only 3.4 to 5.0 percent of the current loan portfolio over the period 
1990-1993, it is steadily rising - from only .75% in 1988 to 3.4% in 
1990, 4.7% In 1992 and 5.0% in 1993. Ii this last year, revenues are 
expected to exceed expenditures by 21Z. 

,rhese data establ ish both PRODEM and FENACRE as viable, self 
support ing institutions - PRODEM after 1991, and FENACRE throughout the 
project implementation period. 

07511,
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TABLE
 

FENACRE'S FINANCIAL SITUATION
 

(in1988 Bolivianos)
 

1988 1989 1990 1991 1992 1993
 

1.REVENUES 6,704,488 7,685,447 8,730,453 9,921,573 10,804,62b 11,646,233
 

Interest Revenues 4,997,601 5,397,409 5,829,202 6,295,538 6,199,IBI 7,343,116
 
Other Revenues 1,706,07 1,843,43B 1,990,912 2,150,186 2,326,201 2,507,977
 

2.EXPENDITURES 6,580,251 7,167,068 7,789,064 8,478,314 9,059,138 9,639,2j7
 

Salaries 1,786,404 1,B93,58B 2,007,204 2,127,639 2,255,294 2,390,612
 
Interest Paid on Deposits 1,lb6,031 1,282,634 1,410,898 1,551,987 1,707,186 1,877,905
 
Interest Paid on Debts 2,110,061 2,321,067 2,553,174 2,808,492 3,089,340 3,390,275
 
Other expenditures 1,517,755 1,669,779 1,817,76B 1,990,196 2,007,318 1,972,465
 

3.NET PROFIT OR LOSS 124,237 51B,379 941,389 1,443,259 1,745,488 2,006,976
 

4.NET PROFIT (LOSS) AS A X OF
 
AVERAGE CURRENT PORTFOLIO 0.76% 2,291 3.401 4..4% 4.72Z 4,98
 

5.SUBSIDY REOUIRED - - - - ­

6.SELF-SUFFICIENCY (as I of 100) 101.9Z 107.2% 112.11 117.0% 119.3% 120.BZ
 

A.TOTAL PROJECT DISBURSEMENTS
 
(During the year) 0 4,560,000 3,120,000 3,360,000 1,224,000 504,000
 

B.CURRENT PORTFOLIO
 
(Average for the year) 16,436,410 22,640,051 27,670,656 33,229,541 36,981,B07 40,279,780
 

C.EXPENDITURES/ CURR.PORT. 40.01 31.7X 28.1% 25.51 24.51 23.91
 

D.INTEREST CHARGED 30.4% 23.8% 21.17 18.9% 18.4% 
 18.2Z
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LO4ICAL FRAEVaRK 

MICRO & SMALL EMF.RPRISE ENTERPRISE DEVELOPMEwT PROJECT 

T A R G E T S MEANS OF 
NARRATIVE INDICATOPL3 YEAR I YEAR 2 YEAR 3 YEAR 4 YEAR 5 VERIFICATION MAJOR ASSUMPTIONS 

1989 1990 1991 1992 1993 

Goal:
 
1. 	To promote 1. a. Increased sales of a. Businesses increase their sales ty i. a. Business profiles 1. GOB continues to support the
 

rapid & participating at least 25% loan applications growth and strengthening of the
 
sustained eco- businesses b. Increase of at least $1.0 mil- b. Financial state- private sector.
 
nowic growth b. Increased net income lion per year in net income of 	 merits of partici- 2. Appropriate regulatory agencies 
in Bolivia. of participating participating businesses. pating businesses of the GOB will review and act 
particularly businesses c. Increase of at least £I.0 million c. Impact analyses on policy recommendations pre­
among c. Increased purchases in purchases of locally supplied sented by the privates sector. 
Bolivia's of locally produced raw materials per year 	 improving the operating environ­
private sector raw materials and ment for small businesses 
enterprises supplies by partlci- 3. Businesses spend about 50% of 

pating small loan amounts on raw materials. 
businep-is. result- 75% of which are locally 
ing it. secondary produced. 
ecployment and
 
income benefits
 

2. 	 To achieve a 2. a. Increased number of 2. a. About 6.700 full-time jobs Z. a. Business profiles 1. Rate of inflation remains within 
more equitable jobs (both full- created from loan applica- manageable limits. 
distribution part-time) in parti-	 tiona 2. Rate of job creation is I job
 
of income cipating businesses b. 	 Financial state- per 11,000 of new capital in the 

ments of partici- micro-enterprise sector end 1 
b. Increase in total b. Increase of at least $3.5 million pating businesses job per 1.OOO of new capital in
 

real wage.bill of in wages and personal income c. Impact analyses the micro-enterprise sector and
 
employees of parti- c. Increase in average salaries I job per 12,000 in the small­
cipating businesses of employed workers exceeds 	 scale enterprises. 

annual inflation rate 	 3. Capacity constraints in Bolivian
 

companies require employment of 

additional workers to meet pro­
duction demands.
 

4. Employers pass increased earn­

ings on to workers in form of 
increased wages or bonuses.
 

- - -

T A R C C T S MEANS OF 
PURPOSE END OF PROJECT STATUS YEAR 1 YEAR 2 YEAR 3 YEAR 4 YEAR 5 VERIFICATION MAJOR ASSUMPTIONS 

1989 1990 1991 1992 1993 

To stiulate 1. a. increased invcstments I. a. ?5% increase in permanent busi- I. Business profiles I. Banking System will return to 
the growth & in plant, equipment ness investments in plant, equip- associated with loan lending to small enterprises 
development of and inventory arlor.J merit and inv-ntories applications 
Bolivia participating small 2. Financial statements 2. Entrepreneurs apply the results > 
a small-scale enterpriser of .articipAting of trainin,, and tczhnical 
enterprise b. Improved level of businesses assistance to their businesses. 
sector operating efficiency b.-c. Measurabie iaprove~Aerts in skills 3. Impact analyses 

among participatinn and practlces in at least 75% of 4. Technical assistance 
small enterprises assisted businesses reports 

c. Improved busirress 5. 'id-term & end-of­
skills & practices project evaluations 
(especially in areas 6. Beneficiary surveys 
of production techno- and interviews 
logies. product dif- d. A minimum of 2,000 micro-and 7. General surveys of 
ferentiation, market- small-scale entrepreneurs with non-beneficiary 
ir.g. inventory mana-e- on-going, independent relation- micro and small 
ment & market Negmen- ship with credit ,nions enterprisos 

tation) among p3rtici­
patlng small enterprises 

d. Increascl us(- of formal 

finaacial in-titut icn 
credit faciliti.s by 

project ,n-.i iaries. 
............... 
 ........ ... ...... .... ... ..... ..... ... ... . .....
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PURPOSE 


te 

improve te 


ality and quan-
ty of support 

-vices (includ-


I credit,

aining, & 

zhnical assis-

ice) to the 

ill-scale 


erprise 

:tor in 

.ivia 


PUROT
END OF PROJECT STATUS 


Credit
 
Cre it-----
I- A permanently capitalized


loan fund of at least
$2.45 million in PRODEM, 

making loans to micro-

enterprise borrowers, with: 

a. a low delinquency rate 

b. Capital fund growing,


in real terms, at a 

rate of at least 5% per 

year through internal
 
savings mobilization
 
and maintenance of
value provisions


c. An annual 
loan volume 

of at least $5.0 mil-

lion to a minimum of 

5,000 borrowers 


No. of loan recipients 

2. A permanently capitalized 


loan fund of at least US$5.4
 
million in FENACRE & the

credit union system, making

loans to micro--& small­
enterprise credit union mem­
bers, consisting of the
 
following:
a. 5 self-sufficient ADEPI 


credit unions
b. Up to 20 other credit 


unions providing small­
enterprise credits to 
their members
 c. Capital fund growing, in 

real terms, at a rate of 

at least 10% per year thru 

internal savings mobi-

lization, maintenance of 

value, & capitalization


d. Low Delinquency rate 


e. Loans to at least 1,800

small businesses through
the credit union system 

1) ADEPI CUsa) No.of loan recipients 


2) Other CUs
a) No. of loan recipients 


1 ARGETS
YEAR 1 YEAR 2 YEAR 3 YEAR 4 YEAR 5 MEANS OF­1989 1990 VERIFICATION
1991 1992 1993 MAJOR ASSUMPTIONS
 

1. Financial records of 
 1 aeo
th oanifu ds n nlto smitie
Rate of inflation is maintained
the loan funds in 
 by
y 

the GOB within manageable

PRODEM, FENACRE & 
 limits
the credit unions.
 

1. a. Less than 57. of the outstanding
 
portfolio
 

b. Savings account balance reach
 
$350,00 by the end of project
 

c. 1) 4.000 5,000 
6,000 5,000 5,000 

1. Demand for credit in the sector
 

will exceed the supply at
 
interest rates and comaissions
 
charged by the intermediary
institutna
 
institutions
 

a. 
5 

b. 

20 

c. Initial capitalization at least 10%

of loan amount, with an annual

growth in internal savings of at

least 10 
 per year among program

participants
 

d. Less than 5% of the outstanding
portfolio
 

1. Demand for credit in the sector 
will exceed the supply at

interest rates and commissions
 

a. 200 300 
 500 700 
 900 charged by the intermediaryinstitutions 
a. 200 400 600 
 800 900
 



I A R Fh T S MEANS OF 
PUHPOSL END OF PROJECT STATUS YEAR I YEAH 2 YFAN 3 YEAR 4 YEAR WVERIFICATION MAJOR ASSUMPTIONS 

198q 1990 1941 1992 1q93 

lnst j tt ioa I 
I. PRODFEM 

a At least 2 self-sufficient a. Centers should be sl.;f-sufficient 1. PRODKM financial and 
PRODEY.offices (La Paz & 
El Alto) a/o S.Cruz servicing 
approxi.3.OOO clients each 

within five years of 
established 

being management records 
2. Project 3udits 
3. Mid-term evaluations 

2. Credit Union System 
a. Small-enter-prise section . FENACKE progr&. self-sufficient 

of FENACRE & all credit within two years. ADEPI credit 
union small-enterprise unions will be self-sufficient by 
progra-rs self-sustaining the PACD 
on the basis of self­
generated income 

b. Operating systems, b. Systems operational & performing 
including loan monitoring, correctly 
data processing, delin­
quency control & others 
functioning effectively 

c. Effective capability to c. Credit union movement has clear 
assess and analyze policy 
issues related to the 

position on major policy issues 
affecting credit unions 

credit union movement 

3. FEPOBI/ADEPI 
a. Fully-staffed. technical a. Each unit with at least one paid 1. Institutional records 

units operational in at industrial engineer, financial and evaluations 
least the ADEPIs of La analyst and secretary 2. Reports & evaluations 
Paz. Cochabamba & Santa 
Cruz. providing support 
to members in areas of 
business plan preparation 

concerning the 
expansion of techni­
cal capabilities and 
staff 

and technical loan 
supe'vis ion 

b. Technical units self-suf- b. 
ficient on basis of fee 

income 
1) La Paz 1) 301 70% 100% 100% 
2) Cochabamba 2) 30% 70% 100. 
3) Santa Cruz 3) 30% 70% 100. 

c. Effective capability to 
assess & analyze policy 

c. Clear position articulated on major 
policy issues affecting the micro­

issues related to the enterprise sector 
small-entorprise rector. 

Trainin K
1. Micro Enterprise 

a. PRODEM providing training 

in basic business saiage-

a. 700 800 1,000 1.200 1,300 1. Training reports and 

records 

Training programs are appropriate 
to the needs of the participants 

ment to at least 2,000 new 
beneficiaries by year 5 

b. PRuDnM sponsoring at least b. 5 5 5 5 5 
5 open seminars each year 500 500 500 500 500 
to acquaint micro entre­
preneurs with results o 
market and other special 
studies, with at least 
100 participants in each 
semi-ar. 

2. :-ll-Scale Enterprises 
a. F-ch ADEPI spcnsoring at 1. Training reports & 

least 20 courses per year records 
with an average attendanceof 30 r-emebers 

No. of courses 1) 60 60 100 100 100 



T A K G V T S HKANS OF
 

OUTPUTS YEAR I YEAR 2 YEAR 3 YEAH4 YEAR 5 VHRIFICATION KAJOR ASSUMPTIONS
 
1989 1990 1991 1992 1993
 

Institutional Development 
1. 	PRODEX's 1. a. Now PRODEM office osta- 1. a. X Insttutionsl 

ability to blihed & staffed in 2l Records project 
provide Alto or Santa Cruz evaluaLions and 
credit, b. Vew PRODEM technical staff b. X audits 
training & recruited trained & func­

technical tioning in Lo Paz office 
assistance c. PRODEM's accounting end c. X 

to micro- statistical reporting/ 
enterprises 	 information systems
 
increased 	 improved, with a func­

tioning monitoring and
 
control system
 

d. Feasibility studies on d.
 
other offi'o expanaions
 

completed
 
1) Sta Cruz (or El Alto) d. 1) x
 
2) Cochabamba 2) x
 

2. 	FEVACRE's 2. a. Funds management capabi- 2. a. X lnstitutiunal 
ability to lity established in records project 
support micro FENACRE evaluatlon; a.nd 
and small b. Computerized data process- b. X audits 
enterprise ing system managing funds 
lending and etatistical/monitoring 
increased 	 Information installed &
 

functloni.,g
 
c. FEMACRE field staff c. X
 

trained to provide tech­
nical assistance to member
 
credit unions -itareas of
 
funds mana~erent, liquid­

ity management, business 
plan analysis, loan
 
servicing, collections &
 
delinquency control
 

d. Operating procedures & d. I 
policies developed and 
in 	place
 

3. 	 Ability of 3. a. Five ADEPI credit unions La Paz Two Ins'titutional 
participating with trained, paid. & Cochebamba Additional records project 
Credit Unions qualified full-Lio sLaff S.(.ruz uvaluntulout and 
to qffectively b. Accounting, loan apprais- 3 2 audits 

anage the al, credit supervision,
 
funds collections and delinquen­

established cy control proce dures esta
 
blulshed and functLonint 
correctly in all partici­
pating credit unions
 

c. Computerized accountinc c. 3 2
 
& statistical reportin6
 

system functioning in 
the 	five ADEPI credit 
unions 

d. Credit union staff trained d. 10 5
 
in manaKing credit lines
 
for small businesses
 

4. 	 Technical 4. a. Technical/financial u.its a. La Pat 1. Project records 
assistance established in the three Cochab. 2. Evlulttonq 4l-I 
units esta- ADEPIs. staffed with at S.Cruz audits 
blished and least 1 industrial engineem. 
staffed in 1 financial analyst & a 

the L% Paz. secretary 
Cochabasba b. Technical unit staffs b. La Paz 
& Sta crup. trained in operational Cochab. 
ADEPIs analysis of busmniesses, S Cruz 

business plan preparation
 
c. Business plan and opera- c. 2n,' Qt. 

tional analyses models &
 
procedures developed
 

5. Policy 5. a. FEBOPI/INASET staff 5. a. of 5 by year 2 of the I. Project recordsA ishsuismum I. Policy analysis activities mre 
Analysis trained in policy analysis project coetdinlel with thu policy 
studies and research technmiquosi analysis component of the 
condiscted & b. FERACRE staff trained it 1). A minimum of 5 by year 2 of Lin Evaluatlouns & Strengthnilng Financial Marketu 
capability policy analysis & research project aoilLs l'tojont 
developed techniques 

c. Specific 	studies related c. Accordimur, tu acimudulo developed by
 
to general policy analysis PIrojecL COurdinlatur
 
program completed 



- -

T A R G E T S MEANS OF
 
INPUTS 
 YEAR 1 YEAR 2 YEAR 3 YEAR 4 YEAR 5 VERIFICATION MAJOR ASSUMPTIONS
 

1989 1990 1991 1992 1993
 
--------.-.----------..---------.-.-----..----------------................................------------------------------------------------------------­

1. 	USAID/Bolivia 1. a. Technical Assistance
 
1) PRODF-2 12 96 96 80 64 64 Project Audits
 
2) FEWACRE/CUs 2) 306 306 306 - - Periodic project reports
 
3) FEBOPI/ADEPIs 	 3) 66 66 66 - - AID controller reports
 

b. Commodities
 
1) PRODEM b. 1) 141 - - - ­
2) FENACRE/ADEPIs CUs 2) 109 35 - - ­
3) FEBOPI/ADEPIs 	 3) 22 20 - - ­

c. Training
 
1) PRODEM 1) 23 33 23 13 13
 
2) FENACRE 2) 60 60 30 18 18
 
3) FEBOPIs/ADEPIs 	 3) 20 20 16 16 16
 

d. Credit
 
1) PRODEM--Micro-Enter. 1) 1,000 800 - - ­
2) FENACRE/CUs -- Small- 2) 1,656 944 800 512 288
 

Scale Enterprises
 
e. Other
 

1) Policy research studies 1) 50 50 50 - ­
2) Project coordination 2) 150 150 150 150 ­
3) Proj. Evaluations & Audits 3) - 65 - 65 ­
4) Price/Quant.Cotingencies 4) 68 70 65 60 65
 

f. Budget Support
 
1) PRODEM 1) 125 145 - - ­
2) FEBOPIs/ADEPIs 2) 60 60 60 60 60
 

2. 	G 0 B 2. Credit Funds
 
1) PRODEM 1) - 350 300 - ­
2) FENACRE 2) 200 400 600 


3. 	Bolivia 3. a. Owner's Equity 220 350 420 350 '30
 
Private b. Operating Support 130 130 160 150 130
 
Sector (PRODEM
 
FENACRE)
 
GRAND TOTAL 
 4,502 4,150 3,126 1,458 884
 

$14,120
 

0742L
 



ANNEX B-I
 

FEDERACiON. NACIONAL DE COOPERATIVAS 

DE AHORRO Y CREDITO DE BOLIVIA 

OFICINA CENTRAL Ante a S.0397 - Te/fonos21374 -28061. Casil 829 - CobCh1mb-8oivk 
L.. 	 OFICINA LA PAZ JuAn de k Riva esq. Bueno 1480- Teodfonos 328564 - 341335. Cdla 20295. 

OF/CINA TARIJA Callk V. Len esq. JM. Sedwho . Ca-sl 1346- TeMono 3631 OFICINA SANTA 
* - CRUZ Ca/lk Arena/e M7. 262 - Teit'fono 49339 - Cas/Ia 1117 OF/C/NA SUCRE Call. Cghv seq. 

PLaza 25 de Mayo No. 7 - T/Mfono 25524 OFICINA TRINIDAD Calke Codisanie eq. M. Limpiss
T/Mfono 20677 OFICINA ORURO Av. 6 de OctubmNo. 5236- TMfo 6I1822. 

elegur6 NACRE"
 
SS 1 DEP. oF. 1246/88


Cochabamba, 19 de julio de 1988
 

2 1 JUL. 1988.. 

Sefior
 

Reginald Van Raalte
 
DIRECTOR USAID/BOLIVIA
 
La Paz
 

Distinguido sefior:
 

Como es de conocimiento suyo, la Federaci6n Nacional de Coopera
 
tivas (I(- Aiorro y Crcdi to de Bol.i, "'.i .*wt swPErNACnP, vc1cando 
esfuerzos y capacidad a la intermediaci6n de recursos financie
 
ros dirigidos a fomentar actividades productivas en el Pals. 
hasta ahora con 6nfasi.s hacia el sector agropecuario. A1
 
contar con Ccoperativas cuyos socios se dedican a actividades
 
productivas de Pequefia Industria y Artesanales; y al haber par 
ticipado actfvamente 	en la Organizaci6n de la Asociaci6n de Pe
 
quefia Industria y Artesania de Cochabamba, cuyo resultado final 
fue la organizaci6n departamental de ADEPI's y FEBOPI; FENACRE
 
se ha preocupado de canalizar algunos escasos recursos en bene
 
ficio de este sector productivo desatendido por el Gobierno.
 

Por lo expuesto y de acuerdo a las conversaciones scstenidascon 
usted y personeros de esa misi6n, solicitamos por su intermedio 
la cooperaci6n de USAID/B, en la implementaci6n del "Proyecto
 
de la Pequefia Industria, Artesanfa y Micro-Empresa", de acuerdo
 
a las funciones previstas en el Documento que estg siendo 
31laborado por USAID/B, que principalmente establece la donaci6n
 
a FENACRE de un fondo que sera canalizado hacia las Cooperativas 
cuyos socios tengan las actividades arriba mencionadas.
 

Asimismo, manifestamos que el aporte propio del Sistema FENACRE, 
para este Proyecto, alcanzarfi a $us. 1'383.900.-- (UN MILLON 
TRESCIENTOS OCHENTA Y TRES MIL NOVECIENTOS 00/100 DOLARES PMERI 
CANOS), cuyo detalle encontrara en el documento que anexamos a 
esta nota.
 

I.. 

. aLLLLL ." Z 



FEI) CIA(:ION NACIONAL DE CO01ERAITIVAS 
/, IDE AIIORRO Y C'REDITO) DE IBOLIVIA 
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IL 1. .- DEP. OF. 1246/88 	 .2..
 

Creemos que la puesta en marcha del Proyecto mencionado, coadyuvara
 
a la reactivaci6n del aparato productivo del Pais en el sub-sector
 
de la Pequefia Industria; ya que es el que genera el mayor empleo de
 
la mano de obra del Pals despues del sector Agropecuario; por lo ­
tanto, sus efectos multiplicadores seran apreciables ma's rapidamente. 

Con este motivo y segurosde contarcon suamable colaborac on, saluda 
mos a 	usted con lI mayor atenci6n.
 

TE GENERAL
Cel lho 	 Al, nteroCossio' CIONES
GERENE DV PE
oAc/scv
 
Adj.: 	Lo i ad
 

cc. 	: OF. P. 

DEP. 



APORTE DE "FENACRE" AL PROYECTO
 

1. 	Edificios (Depreciaci6n) 


2. 	 Veh'culos (Gastos Combustible, mantenimiento) 


3. 	Moviliario, Equipo 


4. 	 Mantenimiento de Edificio 

5. 	 Sueldos de Personal de Apoyo y Vi5ticos
 

indirectamente involucrado en el Proyecto
 

(por los 5 arios). 


6. 	 Aporte propio de los socios beneficarios
 

con el cr6dito 


7. 	 Edificios y Equipos de las cuatro (4)
 

primeras Cooperativas participantes en
 

el Proyecto. 


8. 	 Gastos en Servicios B5sicos (agua, luz,
 

tel6fono, etc.) 


9. 	 Gastos en Refrigerio y Servicio de T6 


TOTAL $US. 


ANEXO 1
 

VALOR $US. 

10.000.-­

5.200.-­

2.500.-­

10.000.-­

125.000.-­

1'025.000.-­

169.000.-­

35.000.-­

2.500.-­

1'383.000.-­

/scv
 

J6
 



ANNEX B-2
 

Federaci6n Boliviana de la Pequefia Industria 

La Paz, 22 de Julio de 1988
 

CITE. FEBOPI. 305/88
 

Seiior
 

Reginald van Raalte
 

DirecLor do la Misi6n
 
USAID - 13OLIVIA
 
Presente.-


Ref: CONTRAPARTE VALORADA
 

DisLtinguido Seiior:
 

Es de inmensa satisfacci6n, contar con la valiosa
 
colaboraci6n de la lnstituci6n que Ud. preside, en la concep­
ci6n e implanLaci6n del proyecto: "Desarrollo de Las Micro y
 
Pcqietiis Empresas Industriales". Este apoyo servir6 sin
 
duda, para la reactivaci6n de 6ste amplio sector, situaci6n
 
que generar1 efectos positivos para la economla toda.
 

iaiqo I lefar a Ud. un cuadro, resumen progresivo de la 
ronlraparLe v-ilorada que exponemos comO Instituci6n Cooperan-

Le, y in ci anro (Ienuestra estructura org~nica, comO ente 
aglutinante de las Pequehas Empresas Industriales y Artesana­
les a nivel Nacional. 

Sin olro particular, aprovecho la oportunidad para
 

renovar a iisted las seguridades de mi consideraci6n m~s
 
distinguida.
 

Dr. Frique Vol aA 'o 
PRES IDENTE-FEBOP I
 

Adj .: Cuadro --ConLraparte Valorada. (3)
 

Ciadro [structura Orgnica . (1)
 
FEBOPI, ADEP, COOPERATIVAS, INASET (STAF)
 

RM/d5n72
cc . h~Clh.
 

........ Callo Gonchila,; 5201, 7ona San Pear,) 372128 'Eq .847
 



ANNEX C-i
 

AID AMIB DCM ECON 
LOC: 045 132
TZCZCLP0501 REC'D 2/12 


12 FEB 8 0156
PP RUEHLP 
DE RUEIIC 83959/01 0430200 FILE: PD&I CN: 05337 

CHRG: AID

ZNR UUUUU ZZH{ 


.. . DIST: AIDEP 120155Z FEB 88 

DC 1 ...FM SECSTATE WAS 111). 


,m ''t " ON:8'TO AMEMBASSY LA PAZ PRAORITY lr:D k n A( ION: PSBT zm 

B T AjE
UNCLAS STATE 04:'959 NFO: D/X0 

AIDAC 
 r BO1AViA PD0USA 

RF 3SF
 
E.O. 12356: HI/A 


TAGS:
 
SUBJECT: GUIDANCE FOR PREPARATION OF MICRO AND SMALL 

ENTERPRISE DEVELOPMENT PROJECT, 511-0596 REPLY DUE 21.19 
PID ON JANUARY 22,

TilE SUBJECTDAIC REVIEWED1. THE 
TIlE CHAIRMAN OF TIlE -DAEC COMPLEMENTED THE MISSION
1988. 
 ACTION rKN
THE MISSION MAY PROCEED TO
ON A WELL PREPARED PID 


DEVELOP AND OBLIGATE THE PROJECT IN THE FIELD SUBJECT TO
 

TEE FOLIOWING GUIDANCE: 

TIES ARE PREDOMINANTLY
2. FENACRE PROGRAM. BECAUSE ITS 


WIITHTIE COOPERATIVE SECTOR, THE APPROPRIATENESS OF
 

FENACRE TO UNDERTAKE A SMALL ENTERPRISE PROJECT WAS
 
FENACRE'S CAPABILITY TO WORK
DISCUSSED AT THE DAEC 


WITH AND S;EiV7CE THE SMALL ENrERPRISE SECTOR'S CREDIT
 

NEEDS SHOULD Bk ASSESSED IN GREATER DETAIL DURING THE
 

PROJECT DESIGN.
 

IN ORDER TO FACTLITATE THE WORK OF FENACRE AS IT CARRIES
 

OUT POLICY RESEARCH PERTAINING TO THE MICRO AND SMALL
 

ENTERPRISE SECTOR, THE MISSION MAY WISH TO UTILIZE THE
 
OF THE S&T-SPONSOREDTECHNICAL ASSISTANCE SERVICES 

PROJECT:REFEREMPLOYMENT AND ENTERPRISE POLICY ANALYSIS 

TO 87 STATE ,589104 FOR A DESCRIPTION OF TillS PROJECT 

3. PRODEM PROGRAM. ALTHOUGH WE CONCUR THAT PRODEM IS
 

THE MOST APPROPRIATE INSTITUTION TO CARRY OUT THE
 
WAS EXPRESSEDMICRO-ENTERPRISE COMPONENT, CONCERN 


REGARDING THE TREMENDOUS EXPANSION OF CREDIT AND'LOAN
 

SIZE FROM THE CURRENT LEVELS (CREDIT FUND IS TO INCREASE
 

FROM DOLS: 125,000 TO DOLS:1.8 MILLION AND THE LOAN SIZE
 
150 TO DOLS: 2,400): TO ENSUREFROM' AN AVERAGE OF DOLS 


PROPER FINANCIAL AND MANAGEMENT CONTROLS, THE PP MIGHT
 
IN TRANCHES. THE
CONSIDER PROVIDING THE CREDIT FUNDS 


MISSION SHOULD ALSO CONSIDER THE INCLUSION OF A SAVINGS
 

MOBILIZATIOI! COMPON'ENT A, PART OF THE PRODEM PROGRAM:
 

4. GRADUATION MECHANISM: THE SUCCESS OF THE PROJECT 

WILL DEPEND IN LARGE MEASURE ON DEVELOPING MECHANISMS TO 

QUOTE GRADUATE UNQUOTE BORROWERS FROM PRODEM TO FENACRE 

AND EVENTUALLY TO THE COMMERCIAL BANKING SECTOR: THE , / 



1/2 STA'PE 043959/01
UNCLASSIFIED 


PROJECT DESIGN SHOULD EXPLORE MECHANISMS FOR GRADUATION 
OF ENTERPRISES FROM THE FENACRE FINANCIAL SYSTEM TO 
COMMERCIAL LENDING AND SPECIFY THE GRADUATION MECHANISMS 
FROM PRODEM TO FENACRE 

5. MARKET DEMAND: IN ADDITION TO DISCUSSING CREDIT 
DEMAND, TR7 PP SHOULD ALSO ADDRESS MARKET DEMAND FOR 
GOODS AND SERVICES EXPECTED TO BE FINANCED THROUGH T11F 
PROJECT COMPONENTS: ULTIMATELY, Til', VIABILITY OF THE 
CREDIT PROGRAM WILL BE PREDICATED UPON THE EXISTENCE OF 
MARKETS IOR THE GOODS ANb SERVICES IT FINANCES. 

6: INSTITUTIONAL SUSTAINABILITY. A MAJOR CONCERN OF THE 

DAEC WAS THE ABILITY OF PRODEM AND FFNACRE TO COVER? 
THEIR NON-CREDIT COSTS, SUCH AS TRAINING, TECHNICAL 

ASSISTANCE AND LOAN SUPERVISION, ONCY. A.I.D: FUNDING HAS 
THE PP SHOULD CONTAIN A THOROUGH AND REALISTICENDED. 

ANALYSIS OF SUSTAINABILITY, INCLUDING A DISCUSSION OF 

INTEREST RATES AND COSTS OF LENDING. IN ADDITION, THE 

MISSION SHOULD DEVELOP SUSTAINABILITY BENCHMARKS IN THE 

PP AND IONITOR THEM ON AN ONGOING PASIS AS WELL AS 
TEE MID-TERM EVALUATION.ADDRESS THEM DURING 

DIFFICULT7: LOCAL CONTRIBUTION: WE RECOGNIZE IT MAY BE 
FOR PRODEM TO DLRIVE TIE 23 PERCENT CONTRIBUTION FROM 

QUOTE 	 BORROIXER'S EQUITY UNQUOTE AND QUOTE INSTITUTIONAL 
A NEW PROGRAM AND THEOVERHEAD UNQUOTE SINCE IT IS 

ANDMICROENTERPRISE CONTRIBUTION MAY BE MINIMAL 
DIFFICULT TO QUANTIFY. UNLESS OTHER SOURCES ARE 
IDENTIFIED, TUE MISSION SHOULD LOOK AT WHETHER TERE ARE 

TIE 25 PERCENTSUFFICIENT GROUNDS FOR WAIVING 
CONTRIBUTION IN THE CASE OF PRODEM. 

8. FUNDING MECHANISM. IN RESPONSE TO CONCERNS EXPRESSED 
AT THE DAEC PERTAINING TO THE FUNDING MECHANISMS, THE 

MISSION REPRESENTATIVE MET WITH GC AND LAC/DR TO REVIEW
 
OPTIONVARIOUS IMPLEMENTATION ARRANGEMENTS. THE BEST 

FOR THE MICRO-ENTERPRISE COMPONENT APPEARS TO BE A 
DIRECT GRANT TO AITEC WITH FUNDING FLOWING TO PRODEM FOR 

COSrS. IF PRODEM IS THE GRANTEE,CREDIT AND OPERATING 

THE PP SHOULD ALSO CONSIDER WHE"TIHER IT IS CAPABLE OF
 
MANAGING A LARGE SUBCONTRACT WITH AITEC. SINCE THESE
 

OPTIONS WILL INVOLVE SINGLE-SOURCE OR LIMITED
 
COMPETITION, THE MISSION WILL HAVE TO REQUEST AA/LAC
 

APPROVAL IN ACCORDANCE WITH HANDBOOK 13, CHAPTER 2B2.
 
FOR THE TECHNICAL ASSISTANCh
IMPLEMENTATION ARRANGEMENTS 


TO PRODEM AND FENACRE SHOULD BE DESCRIBED CLEARLY IN THE
 
PP.
 

9. "CONGRESSIONAL EARMARK. THE MICRO-ENTERPRISE COMPONENT 
OF THIS PROJECT, IF IT PROCEEDS, MAY COUNT AGAINST A
 

BT 
#3959
 

NNNN 
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-UNCLAS SECTION 02 OF 02 STATE 043959"
 

DOLS. 50 MILLION FOR 	 FY 19BB:
CONGRESSIONAL EARMARK OF 

PROJECT TOWARDS THE
 IN ORDER TO COUNT PORTIONS OF THIS 


EARMARK, WE REQUEST THAT THE MISSION STRUCTURE 
THE PP
 

DESCRIPTION OFTHE-MICRO'ENTERPRISE COMPONENT 
TO
 

FACILITATE THE IDENTIFICATION OF ELIGIBLE 
FUNDS, BASED
 

EDIN THE CONFERENCE REPORT.
ON THE CRITERIA INCLUDED 

REPORT.KADUNC HAS A COPY OF THIS 

GIVEN TIlE LIMITED FUNDS
10. FUNDING LIMITATION: 

SDA MORTGAGE, THEIN THE SDA ACCOUNT AND THEAVAILABLE BOTH THE MICRO ANDPROCEED TO OBLIGATEMISSION CANNOT 
SMALL ENTERPRISE DEVELOPMENT PROJECT AND THE EXPORT 

FY 1988. TIll]': riiS*3IO.!U 1I:OU'_ !,ECIDF
PROMOTION PROJECT IN 

IT WISHES TO OBLIGATE THIS
OF THESE PROJECTSWHICH 
HOWEVER, THE BUREAU WOULD STRONGLY URGE 

THAT THIS
 
YEAR. 

PROJECT 'BE DEVELOPED 	 AND OBLIGATED THIS FISCAL YEAR, 

GIVEN THAT PART OF THE PROJECT IS BASED ON A SUCCESFUL
 
TO BE MUCH FARTHER


PILOT EFFORT AND THE 	 MISSION APPEARS 

OF THIS PROGRAM. SHULTZ
ALONG IN DEVELOPMENT 

13T
 
#j3959
 

NNNN
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ANNEX D
 

((]) -COUNT[HY CUII!CKLI 'T 

are statutory criteria applicableListed below 
to: (A) FAA funds generally; (11)(1) Development
 

or (11)(2) the Economic
Assistance funds only; 

Support Fund only. 

A. GI':NEflAl, (RIT1'1A FOP COUJNT'RY 
EIIGI B I[ITY 

I. 	 FY 19138 ContinuingResolution Sec. 526. 
to theHas the President certified 


Congress that the government of the
 

recipient country is tailing to take 

adequate ineasure; to prevent narcotic 

o other control led substancesdrugs 
or
which are Cultivated, produced 

processed illicitly, in whole or in part, 

in such country or transpor:ted through 

such country, [ron beinq ;old illegally 

wi thin the juri sdiction of such country 

to United Sates Government personnel or 

their dependents or from entering the 

United (tates unlawfully? 

2. FAA Sec. 11h)_. (This provision applies 

to assistance of any kind provided by 

grant, sale, loan, lease, credit., 

guarai[ty, or insurance, except assistance 

from the Child Survival Fund or relating 

to international narcotics control,
 
or the
dlisaster and refugee relief, 


provision of: food or medicine.) If the
 

recipient is a "major illicit drug 

producing count.ry" (defined as a country 

producing during a fiscal year at least 

of opium or 500 metricfive metric tons 
tonu of coca or marijuana) or a "major 

drug-transiL country" (defined aB a 

country that it; a significant direct 

illicit, drugs significantly
source ot 
affecting the United States, through 

which such drugs are transported, or 

through which significant sums of 
profits are laundered withdrug-related 

the knowledge or complicity of the 

has the President in the
government), 

March I International Narcotics Control 

Strategy Report (INSCR) determined and 
(withoutcertified to the Congress 

No. 

Yes. 

http:count.ry
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Congressional 	enactment, within 30 days
 
a resolution
of continuous session, of 


such a certification), 
or
disapproving 

has the President determined and
 

cerLified to L-he Congress on any other 
adate (with enact.ment by Congress of 


certification),
resolution approving such 
that (a) during the previous year the
 

country has cooj'era ted fully with the
 
or adequate steps on
United States taken 

its own to prevent illicit drugs produced
 

or processed in or transported through
 

such country from being transported into
 
and
the United StaLes, and to prevent 


punish drug profit laundering in the
 
national
country, or that (b) the vital 

of Lhe United Sates requireinterests 

the provision of such assistance?
 

Act 	 Sec. 201.3. (This section3, 	 D.rDu 
applies Lo the same categories of 

assistance subject to the restrictions in 

FAA 	Sec. 481 (h) , aLove. ) ItL recipient 

country is a "major illicit drug
 
or "major drug-transit
producing country" 

purpose of
country" (as defined for the 


FAA Sec 481(h)), has the President No. 

listingsubmitted a report tO Congress 

as
such country at: on,- (a) which, a
 

matter of government 
 pol icy, encourages 

or facilitates the production or
 
drugs; (b) in
distribution of illicit 

which any senior official of the
 

government engages in, encourages, or
 

facilitates the production or
 
(c) 	in
distribution of illegal drugs; 


which any member of a U.S. Government
 

agency has suffered or been threatened
 

with violence inflicted by or with the
 
or
complicity of 	any government officer; 


which tailf to provide reasonable(d) 
cooperation to lawful activities of U.S.
 

drug enforcement agents, unless the
 
the required
President has 	 provided 


to Congres; pertaining to
certification 

U.S. national 	 interests; and the drug 

control and criminal prosecution effort[;
 

of that country?
 



4. FAA Sei. 620(Q). It assistance is to a 

government, is the government liable as 

debtor or unconditional guarantor on any 

debt to a U.S. citizen for goods or 

services furnished or ordered where (a) 
such citizen has exhausted available 

legal remedies and (b) the debt is not 

denied or contested by such government? 

No. 

S. 

6. 

FAA Sec. 62__Oe)jL . If assistance is to 

a government, has it (including any 

government agencies or subdivisions) 

taken any action which has the effect of 

nationalizing, expropriating, or 

otherwise seizing ownership or control of 

property of U.S. citizens or entities 

beneficially owned by them without taking 

steps to discharge its obligations toward 

such citizens or entities? 

FAA Seesg. 620(a).,_620(f -,­ 6 2 0 D LFY 1908 

No. 

ContinuinL.Resjolti.on Sec 1_2. Is 

recipient country a Communist country? 

it so, has the President determined that 

a2sistance to the country is vital to the 

security of the United States, that the 

recipient country is not controlled by 

the international Communist conspiracy, 

and that such assistance will further 

promote the independence of the recipient 

country from international communism? 

Will assistance be provided directly to 

Angola, Cambodia, Cuba, Iraq, Libya, 

Vietnam, South Yemen, Iran or Syria? 

Will assistance be provided to 

Afghanistan without a certification? 

No. 

7. FAA Sec._620(_). . Has the country 

permitted, or failed to take adequate 

measures to prevent, damage or 
destruction by mob action of U.S. 

No. 

property? 

0. FAA Sec. 620l(j. Has the country failed 

to enter into an investment guaranty 
agreement wit; uPIC? 

No. 
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__she n_rmes Protec,,vSe c. _______9. FAA L2 

:4(r ien~eShd '1Sec. 5.h (aF)' 1Ia,~4,~4S4 ~ ~ 
K ;Act bf-1967 	 Vl4 

k, the country seized,, or ilpO Sed any 
~ 

pe alyor s n t o ac~jainst,:an U.S. ~ ~ ~ /Vi~-L 


f ihnVesselL1 becauso of fisi~~
 
'~ I, 	 -&ii-~a-7waterS4 acL'ii7~is i -f 	 s 

4
(b..,4. ,Ijfso, has,4 any1 deduction requirled byJ{Aw 
.

thF hre, .Pro tec'tive' Ac6tLb~ele fi madef 

i	 -'Y10.. FAA SeCL. 6 2P'-(_q.; 198 Contjt--

Resoution Sec-5.i.~18. (a) Has. the -' 

'' '~govrnent of-thle LLecipi'nt country been ~ 
for, 'more 	 NP, I-An default than lsix monthsoOfl 	 (wni' ~­' inerstorprncpa of 'any rloan t o the 

' .­country under theAPAA? (h) SIlas the 
country been in defaulL for inorpe than' one 

7---	 year on interest or principal on any U.S. 1)) No.~
 
loan under a program for which tile P,Y,
 

,1V '­1988 Continuingi Resolution appropriates 

11, 'FAA Sec. 629.j If Conte, lated v:-'­
assiietance is deveI opipnn loan or to Come11
 
from' Economic Support- Fund, has the 
 -, 

' IAdministrator taken into account,~i 
-, 'percentage of the country's budget and-

amount of the, count ryls~fiqreign exchangje 
S''-'1"or' other 	 resources spento1 military ' 

(Reference ma.ybe InadeK to Lh11 4 u~~k 4­equipment? 	
on 

'-1 	
o , mIoaigIn 

-. rnual~jTkn 
n~~-

I~ Consider iP'lIfl *I-Y1(1
 
1 11yes, -take-n 'into account biy-tih& 
 -AiiiiwitrI 

~'4'~'4'of appnroval 	 ~ Administrator, at d-ii 	 of4.V 
IL"1Li IT f 1 1 ov
 

444....Agency 'OYB." T'his' approval' by thI', .-Algp~-Y . ~-­

of 	 .,,--

Budgt f~~ be the basis' .for an 	 'V-.,
 

Administator,the Operatinal-. Year 	 . 
'r-.~,-ne6~ififcft 	 hnesi.affirmnatiye~answery o,aduringJthe' fisca'&a

td4l<-5 

c ru s a c s occur.-'41 	 ' 

i-.4..-.1FASe.620( t H''ias the country severed< " 

'1 , 	 3 ­~ diplomatic. reIa tions, with the: Un ited 
been 	 ~.-<f4States? 	 If-so , 4have reaton 

res u med!and have. lelwl bl11aterilassistance 
'4 I­agreemens be en 'negotiated and enter'ed 

~''->-" 5~ into since~ such restumjtion? 1.' f "-­
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the 	payment
13. 	FAA Sec. 62 O33.. What is 


status of the country's U.N 

obligations? If the country is in 

arrears, were svch arrearages taken into 
account by the A. I.1). Admi n i st rat or in 
determining the current A.I.I). 
Operational Year Budget? (Reference may 
be made to the Taking into Consideration
 

memo. ) 

14 . FAA Sqec. 620A. as the Pr esident 
determined that the recipient country 
grants sanctuary from prosecution to any
 

individual or group which has committed 


an act of international terrorism or
 

otherwise supports international
 

terror i sin? 

C.... ..
10 .	 ..Y I..9.. .I. so1..io 

ifas tlhe cou m ry been p aced 

provided for in Section 6(j) 

Export Administration Act of 


(currently ibya, Iran, Soth Yemen, 
Syria, Cuba, or North Kor (I)? 

16. 	 I;DCA OIa 9fI5 _ e.._ 2(h). • I ,; the 

Secretary of S tate ( Leteraiined that the 

country is a high terrorist threat 
country after the Secretary of 

has 	letermi nd, pursuantTransportation 

to section 1O11 (e)(2) of the Federal 
i airport inAviation Act ol 19'I, that 

the country does not maintain and 

administer effective security measures?
 

17. 	 FAA Sec . 666(_J. 

object, on the basis 
national origin or 

of any officer or 
who 	is present in 


5 !(*:.__ 6. 

oi I he ist 

of the 
1979 

Does the count ry 

of race, religion, 

sex, to the presence 

employee of the U.1. 
such country to carry
 

out 	 economic developmrent programs under 
the 	FAA? 

FAA 	 ,ecs, .669,_ ,7 . las tLhe country,10. 
after August 3. 1977, delivered to any
 

other country or received nuclear 

enrichment or reprocessing equipment.
 

materials, or technology, without
 
specified arranqements or safeguards, and
 

without special certification by the 

President? Has; it transferred a nuclear 

explosive device to a non-nuclear weapon 
a tate. eitherstate, or if such 

received or detonated a nuclear explosive
 

device? (FAA Sec. 620E permits a special 
,,II'Vitr nf Or)( ;,.) ror Pakistan. ) 

Taken into consi­

deration by the
 
Administrator at
 
the time of approval 
of Agency OYB. 

No.
 

No. 

No.
 

No.
 

No.
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-n n si t a 	 on 0 

Wo~ 4"'jh-nucl!ear weapo~n sae :~sit.% '>~ 

4coin the No,attempted to expor t I egacjI H'y" 
United- states any MaLer ial~,eup~lY~r
 

0g y, wh ic I w o uI(I ~c0 n r buL,
 
. nL
ig n ilicantl to- the7abifl7tY 


exloiv deic'r
to manuf~acture a'nuclear 


cou0r
20, ISDCA of 	 2 
c'iIsl'at theArMo'eL'4'rg o' min~it 6r~'G 'dkd 11 

Anh14rtn~ 

~ .J.5:4re~~presented, 

4 D1 e legatiofl s~f t Non-Arligned, Countries 
thO U. N tW%jj e'4.)YfPP9nI~~to h 36th General ASsp~ fI~YO 


,25 Vand 2'8 1981 and d'id- it. f afi I Lh
Son, Sept 	
'­itsre I tro'bthe"
t>tAdiSaS'~sociate 


Ij -­hias the'
,>comruique'issued?' If430, 
ritor 'acount-7''President 'takenr it 


''(ReferenCeJmaY' be mahdeo tilte, T'a kinj9into 


Consideration, me~fio.
 

21. 	 FY>19'88 q 0 ntinungrOSjj h1Liofl'S ec 520' 

n ,
country oe'i det er ino,e' ~ HaF;thee c ipien t V 


av e in, a
el, i'resaen tuh encgac oc 

7
f o reiJgn po'licy~ ot th&aUn i ted Stat e'S?~ 


L e S ec 513m
22. 	FY 1988. Cn t _i 1hsoI ti on' 


laof.GovernmentL~44.'

Ha s uy le -	

­11 t a rotf th'e~cour try 'beeh' deposed(3byii1~i: 	
'aflce ias beoeon 'N()'r'coup, or "dcre ICf asst 

'' 	
74'J4 

term nated, has~ th~ePre'si'dnt notfe ~~.-,"'~~ 

C,'>4// governmnt has 4 t'aknV'6fficerpri'br to Ithe.i" 
'4..9<L4resurnptioflof assiS.ance? 	

-< 

1988 'Continui n Q R!I oi . J on CL.c'5 113~'~.~4-.'~'-*23 "FY 	
" 

~~oe thelt recirPint'couflry fullyr"~"A 
r~aton a l,,'r~efug3ee-co pe at h h'. nt 	 ­

i 	
the Uni ted""""'"' 4 j4'""<""4""~ 	 organizi on4-4""'~~444 ass stanc 

S tates and other,'goenmnt ." ~ ~ 	 ~ ' ->4 

.,I 'o r national orig in?''"'"'i> 	 <4 4 4. 4 4- 4 ' Th'4 
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B. FUNDING SOURCE CRTpER[A FOR COUNTRY 
l"1,1G I B11 , ITY 

1. I)evelopment Assistance Countr Cri a 

FAA Sec. 116. Has the Department of 

State determined that this government has 

engaged in a consistent pattern of gross 
violations of internationally recognized 

human rights? If so, can it be 

demonstrated that contemplated assistance 

will directly benefit the needy? 

No. 

FY _L988 ContinuinT Resolution Sec. 538. 

Has the President certified that use of 

DA funds by this country would violate 

any of the prohibitions against use of 

funds to pay for the performace of 

abortions as a method of family planning, 

to motivate or coerce any person to 

pr'cLice abortions, to pay for the 

performance of involuntary sterilization 

as a method of family planning, to coerce 

or provide any financial incentive to any 

person to undergo sterilizations, to pay 

for any biomedical research which 

relates, in whole or in part, to methods 

of, or the performance of. abortions or 

involuntary sterilization as a means of 

family planning? 

No. 

2. Etcononic !±.und County Cr it0.rLi.a 

FixA Sec. 50211. Hlas it been determined 

that the country has engaged in a 

consistent pattern of gross violations of 

internationally recognized human rights? 

If so, has the President found that the 

country made such significant improvement 

in its human rights record that 

furnishing such assistance is in the U.S. 

national interest? 

No. 

FY 1900 Continuini. Resolution Sec. 549. 

lias this country met its drug eradication 

targets or otherwise taken significant 

steps to halt illicit drug production or 

trafficking? 

Yes. 
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SC(2) - PROJECT CIIECKLIST 

statutory criteria applicable
Listed below are 

divided into two
to projects. This section is 


Part A includes criteria applicable to
parts. 

to projects funded
all 	projects. Part B applies 


B(1) applies to all

from specific sources only: 


funded with Development Assistance;
projects 

B(2) applies to projects fundedwith Development
 

B(3) applies to projectsAssistance loans; and 
funded from ESF. 

IS COUNTRY CHECKLIST UP TOCROSS REFERENCES: 
DATE? [lAS STANDARD ITEM 

C I, BEEN I E'VIEWEI) FORECK[,15'1' 
THIS PROJECT? 

A. GENERAL CRITERIA FOR PRO,'CT 

1. 	 FY 1988 ContinilyI[Resolution Sec. 523; 
FAA Sec. 634A. If mopey is sought to 

previouslyobligate4 for an activity not 

or for an amount Yes.justified to Congress, 


in excess of cn,'mnt previously justified
 

to Congress. has Congress been properly
 

notified',
 

2. 	 FAA Sec. G1la)_l). Prior to an 

obligation in excess of $500,000, will Yes. 
orthere be (a) engineeriing, financial 

other plans neu..s.ary to carry out the Yes. 
assistance, and (b) a reasonably firm 

to the U.S. of theestimate of the cost 
assistance?
 

3. 	 FAA Sec. 611(a)2IJ. It legislative 

action is required within recipient N/A 

country, what is the basis for a 
that such actionreasonable expectation 

to permitwill be completed in time 

orderly accomplishment of the purpose of 

the assistaoce? 



4. FAA Sec. 611(bLL.AIY 19U8 ConLtinuin 
forIf project is

.R..olt nSec._-30l. 
land 	 resourcewat:er or water-related 

cont;truction, have benefits and costs 
the practicable
been computed to extent 


in accordance with the principles,
 

standards, and procedures established
 

the Water Resources Planning
to
pursuant 

1962. et seq.)? (See

Act (42 U.S.C. 

3 for guidelines.)
A.I.D. Handbook 


capital

5. FAA Sec. 61le).. It project is 

and
( construction),
assistance 
 it will exceed
assistance for
total U.S. 
has Mission Director1,1 million, 

certified and Regional Assistant
 

taken into consideration
Administrator 

to maintain and
 country's capability
tile 


the project effectively?
utilize 


project susceptible to
 6. I"AA Sec. 209. Is 
or
 as part of regional
execution 


It So, why is
project?
multilateral 

Inforiation and 
so executed?
project not 


assistance will 
conclusion whether 


encourage regional development 
programs.
 

Sec. 60 (a).. Information and
7.
 
conclusions on whether projects will 


encourage efforts oL the country to: 


(a) increase the flow of international 

(b) foster private initiative and 


trade; 

(c) encourage development
competition; 


of cooperatives, credit 
unions, 


and use 

loan 	associations;
and savings and 
 practices;monopolistic(d) discourage of


technical efficiency
(e) improve 	 and
commerce; 

industry, agriculture 

and 

unions.labor 

(f) strengthen free 

and601(1 1. Information11. FAA Sec: 
how project will encourage
conclusions on 


trade and investment abroad
U.S. 	private 

participation
and encourage private U.S. 

(including
in foreign assistance programs 
 the
private trade channels and 
use of 

ot U.S. private enterprise),
services 


36 (Li. Describe steps
L"AA Secs. 6l2_b_69. the maximum 

taken to assure that, to 

the country is 
extent possible, 
 to meet the


local currencies
contributing 

and other f;ervices.

cost" 	of contractual 
oreig n cnirelc iec; owned by the U.S. 

and f. 

lieu 	of dollairs.
 are utilized in 


N/A
 

N/A
 

No.,
 
N/A
 

(a)The Project may increase
 
the availability of goods
 
for export by the private
 
sector and may promote the
aimptor productive goods.
 

(b)Yes. The Project will 
be
 

carried out through the
 

private sector.
 
se orgaization(c) es. t 

will Ye major participants. 
(d) Yes. 
(d) Ys.
 

although indirectly.(f) Yes. 

Productive inputs from the 

US will be imported. The 
Project will be carried 
out through the private 
sector.
 

Such are steps included 

in the Project Grant 

Agreement.
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10. . ,:'. 6A_ _;V- ). oes the U.S. own 

excess foreigfn cul ency of the count ry 

and, if so, what. ar rtangements have heifi 

made tor its release? 

No. 

11. FY 9t C11rtino..!K] !;.joution Sec. 521. 

If assiSLa11Ct is .or the production of 

any conmodity foi export., is the 

commodity likely tO be in surplus on 

world markets at the tiMe the resultingt 

productive capacity becomes operative, 

and is such assistance likely to cause 

substantial injury to U.S. producers of 

the sami'e, ni 1 Orot colpe t inrg commodity? 

No. 

12. 

13. 

FY 1985 ContiifiIng e53. 

Will the assistance (except for programs 

in Caribbean Basin Initiative countries 

under LJ.5. T r f ScIiedUI "Section 0J07, 

which allows reduced tariffs on articles 

assembled atroad from j.G.-made 

components) be USAd dir ct.ly to procure 

feasibllity st ,LieMS, prefeasibility 

studies, or p r o jum profiles of potential 

investmert ia, i to ,tWA t. the 

establi.';hiMvnL of Ia0 I l i Cis Specit i l l y 

designed for , tit' M,11111 IctUre for export 

to the United .,Les or to third country 

markets in direct competition with U.S. 

exports, of LxtilS, apparel, footwear, 

handbags, flat goods (such as wallets or 

coin purses worn on the person), work 

gloves or leather wearing apparel? 

FAA Sec. 119(_qjL. ).:- .6)_. Will the 

assistance (a) support training and 

education efforts which improve the 

capacity of recipient countries to 

prevent, loss of biological diverf;ity; 

(b) be provided under a long-teri 

agreement in which the recipient counit[Y 

agrees to protect ecosystems or other 

wildlife habitatS; (c) support efforts 

to identity and survey ecosystems in 

recipient courtries worthy of 

protection; or (d) by any direct,t 1 

indirect means signif icantly degrade 

national parks or similar protected areas 

or introduce exotic plants or animal; 

into sch areas? 

No. 

N/A 



IL , project. has a 
14. 	FAA 121.(L1. ,ahel 

N/Adeterination b(een made that the host 

an adequate system for
 government has 

controlling receipt
accounting for and 


and expenditure ot project funds (either
 

local currency generated
dollars or 

theref rom)?
 

I5. 	FY 1988 ContiiuinLq Resolntion. if 

be made to a 	United
assistance is to 

than a cooperative
States PVO (other 

it obtain
development organization), does 
its total annual N/A

at least 20 percent ot 

funding for international from
activities 


than United Statessources other the 

Government?
 

541. Ifq_1Resalution 	 Sec.16. 	
is being made available to aassistance 


PVO, hat; that organizatiOn provided upon
 
ortimely request any document, file, 

N/A
record necessary to the auditing 


requirements of A.I.D., and is the PVO
 

registered with A. I.D.?
 
)Lion Se..7. FY 19138 Contifill._lI_ I 01tsO S14. 

If funds are being obligated under an 
to which they wereappropriation account 

prior approval of
 not 	appropriated, has 


Congress N/A
tile Appropriations Committees of 


been obtained?
 

on Sec. 15 If
18. 	 LY Continninq I1esol1t 


deob/reob authority is sought to be
 
of assistance,exercised in the provision 

are tile funds being obligated for tile N/A 
purpo- !, and for countriessame general 

as
within the same general region 

the
originally obligated, and have 


of both [lousesCommitteesAppropriations 
of Congress been properly notified?
 

1.9. 	 State AuLhoria,,tion !;ec. 139 (as 

interpreted 	 by conference report). Has 

of the (ate of ;1i1 1 (nIof
contirmatiorll 

the Y,.sthie 	 project agreemientt including 
L/Tamount involved, been cabled to State 

and 	A.I.D. LEG within 60 days of the
 

agreement's entry into force with respect 

to the United States, and has the full 

text of the agreement been pouched to 

offices? (See I(andbook 3,those same 
Appendix 6G for agreements covered by
 

this provision).
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FUNDING CRITERIA FOR PROJECT
 

1. 	Development Assistance Prject Criteria
 

a. 	FY 1988 Continuinq Resolution Sec.
 
552 (as interpreted by conference
 
report). If assistance is for
 
agricultural development activities
 
(specifically, any testing or N/A
 
breeding feasibility study, variety
 
improvement or introduction,
 
consultancy, publication, conference,
 
or training), are such activities (a)
 
specifisa ly ,I~dprincipally designed
 
to increase agricultural exports by
 
the host country to a country other
 
than the Unitd States, where the
 
export would lead to direct
 
competition in that third country
 
with exports of a similar commodity
 
grown or produced in the United
 
States, and can the activities
 
reasonably be expected to cause
 
substantial injury to U.S. exporters
 
of a simila r a,-ricul1Ltural commodity;
 
or (b) in sulDppot Of. tesearch that is
 
intended primarily LO benefit U.S.
 
producers?
 

b. FAA O )t11_, 	 . I'roject will reachSecs . l02 113v 2810(a (a) Thc 
Describe extent to Which activity Bo livi;a' mic.ro ('2, ru­
will (a) effectively involve the poor pr'Iur.s, wi,, .,r ;wfonig 
in development by extending access to lu. poorvs! mcmlhurm or 
economy at local level, increasing the, ptqnlpal io,. (ne of 
labor-intensive production and the Le Iurposvs is to 
use of appropriate technology, cre;te t'iiipluwm.IIt ;111d 
dispersing investment from cities to rais(' Lhv level of 
small towns and rural areas, and iu,pu empI th people.
 

i1
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insuring wide participation ot the 
poor in the benefits of development 
on a sustained bas is, using (b) Yes, through 

appropriate U.S. institutions; training and TA. 

(b) help develop cooperatives,
 

especially by technical assistance,
 

to assist rural and urban poor to
 
(c) 	 Yes.help themselves toward a better life. 

and 	otherwise encourage democratic
 

private and local governmental
 

institutions; (c) support the
 

self-help efforts of developing
 

countries; (d) promote the
 
(d) Yes, women will beparticipation of women in the 

national economies of developing active participatns in 

the Project.countries and the improvement of 

women's status; and (e) utilize and 

encourage regional cooperation by (e) Complements efforts 
of other donors.developing countries, 

c. 	 FAA Secs. 103,_103A, 104, 105 10 L 
120-21. 	 Does the project fit the
 

Yes.
criteria for the source of funds 


(functional account) being used?
 

d. 	 FAA Sec. 107. is emphasis placed on 

use of appi.opriate technology 

(relatively smaller, cost-!;aving, Yes. 

labor-using technologies that are 

generally most appropriate for the 

small farms, simall businesses, and 

small incomes of the poor)? 

e. 	 FAA Secs. 110_,_12Ad1j. Will the 

recipient country provide at least 25 

percent of the costs of the program, Yes. 

project, or activity with respect to
 

which the assistance is to be
 

furnished (or is the latter
 

cost-sharing requirement being waived 

for a "relatively least developed"
 

country)?
 

f. 	 FAA Sec. 128(b). If the activity
 

attempts to increase the
 

institutional capabilities of private
 

organizations or the government of Yes.
 

the country, or if it attempts to
 

stimulate scientific and
 

technological research, has it been 
designed and will it be monitored to
 
ensure that the ultimate
 
beneficiaries are the poor majority?
 



i.' bae ill OI, 'e:iwhich, program Irecognizels th 

be clirried ouL Hiroug~hcountry;uti Iizes, the" count ry s 


4,--~ntel 1FCc ua I roes s -t - e-ncou-r-age)-7 prI.V---:-T'UcLo-r
 

iiiv.icioiis
""Y-inlstiltutional- development ; -and-oIrg 

in skills required fort effective
 
participation in'jov~rrnmer'aa '
 

,"'processes essential- 'Co 

~ <'.-self -government. 

~'2,,. . 1"Y 1908 Continuingl Resolution Sec 
538. Are any of- the' funds' to be used 

for 'the performance of abortions as aNo
 
method of family planning or to
 
motivate or coerce any person to
 

practice abortionc?
 

Are any of the funds to he used to 
* ­pay 'for the performance -of 


involuntary sterilization as a method
 
of family pl~nnirig or' to coerce orNo
 
provide any financial incentiyO to'.,
 

-any person to undergo sterilizations? 

of the funds 'to be UsedI to 
SAreiany 

- - -- x- .­
'-pay f or any biomedical research which-

relates , i'n whole or An part,' to' 
methods'of, or the performance of, No.­

or involuntary '' 
'~"''-""-'abortions 


a means of family'
.,~,~stelliztionas 


planning?''
 

-; '-.i-­

- "---~'" - i. FY 1988 Continuing' Resolution. Is 

No.'~- j'the'assistance being made',available
-

''
program which.- ~ to. any organization or 

-

-'' 

22 ,has',been~deterJmined~to, support 'or-j --

par'ti ipate in'the ,aag~eto ' 

< '-''"corcive abortion or 2 
-prograp'.of 

2+ If assisan'ce is f rom the population'''
' 

are' any' of.th1)e~fu'nctiona1 account,,+g~-~2-J~'''.~ 

YA42:~-~ava IlablIe 'to,2-funds -to beinad e 
y rp, ining pr'ojectG.-------"-- N/A'V~ - --­

<~''~"~:7~voluntary2 fam' 
'"vwhi"~chd o n'ot-of f er ,either d- ;'t"
 

6~through ref er'ral _to or: Inforniatlon ~"" 44
~24L~'. r-
abu acs to, .a broad rangei-~ ~'" '-~" 

family pla"nning me'ohodss arid ervicpor,7 4 ~-'­

,t 1 

http:prograp'.of


..hA 0el.)..MSec. Will the project
 

utilize CompetitiVe soelection 

procedures tor the awarding of 

contractS, except where applicable 

procurement rules allow otherwise? 

k. 	 FYl193 Contnu inflq Resolution. What 

portion of the funds will be 
for 	activities of
available only 


economically and socilly 


disadvantaged enterprises, 

historically black colleges and 


universities, colleges and 

a student body in
universities having 


which more than 20 percent of' the
 

students are Hispanic Americans, and 

private and voluntary organizations
 

which are controlled by individuals
 

who are black Americans, Hispanic
 
or
Americans, or Native Americans. 


who are economically or socially
 

disadvantaged (including women)?
 

1. 	FAA Sec. l8(c). Doer the assistance
 

comply with the environmental
 
forth in A.I.D.
procedures set 


Regulation 167 Does the assistance
 

place a high priority on conservation
 
and sustainable management of
 

tropical forests? Specifically, does
 
extent
the assisqtance, to the fullest 


feasible: (a) stress the importance 

of conserving and sustainably
 
managing forest resources; (b)
 

support activities which offer
 
income alternatives to
employment and 


those who otherwise would cause
 
and loss of forests, and
des,;truction 

help countries identify and implement
 

alternatives to colonizing torested
 

areas; (c) support training
 
program, educational efforts, and
 

the establishment or strengthening of
 

institutions to improve forest
 
(d) 	help end destructive
management; 


slaoh-and-burn agriculture by
 
and 	 productLivei;upporting stable 

farming practices; (e) help conserve
 

forests which have not yet been
 

degraded by helping to increase
 

production on lands already cleared
 

Yes.
 

srocureut of most T.A.
 

services will be
 
comneted following
 
Federal Acquisition
 
regulations.
 

Yes.
 

(a) - (k): N/A 
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or degraded; (f) conserve forested
 
rehabilitate those
watersheds and 


which have been deforested; (g)
 

support training, research, and other
 

to sustainable and
 actions which lead 


more environmentally sound 
practices
 

for timber harvesting, removal, and
 

(h) support research to
 
processing; 


forests

expand knowledge of tropicai 


identity alternatives which will
and 

prevent forest. destrlction, loss, or 

(i).conserve biologicaldegradation; 

by
diversity in forest 	areas 

to identifY.
supporting eiforts 
and mjaintain aestablish, 

protected
representative network of 


tropical forest. ecosysteLMS on a
 
by making the
worldwide basis, 
 a
protected areas
establishment of 


for activities
support
condition of 

forest clearance or
involving 


by helping to
degradation, and 

forest ecosystems
identify tropical 


need of protection and
 and species in 


establish and maintain appropriate
 
(j) seek to
protected areas; 


of U.S.
awareness
increase the 

and other donors
 government agencies 


of the iMrned iate and long-term value 

fore:LS ; and (k)/utilize
of tropical 

all
and abilities of
the resources 


relevant U.S. government agencies?
 

m. 	 FAA Sec. ]_ [c)(13J. If the 
support a program or assistance will 
 N/A

project significantly affecting 

(including projects
tropical forests 


exotic
involving the planting of 

the program or
 plant species), will 


based upon careful
project (a) be 

the alternatives
analysis of 


best
to achieve the
available 

of the land, and


sustainable use 

of the
(b)/take full account 


proposed
impacts of the
environmental 

activities on biological diversity?
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n. 	 FAA Sec. ll8(c)jji . Will assistance 
be used for (a) the procurement or 
use of logging equipment, unless an 
environmental assessment indicates 
that all timber harvesting operations 
involved will be conducted in an 
environmentally sound manner and that 
the proposed activity will produce
 
positive economic benefits and
 
sustainable forest management
 
systems; or (b) actions which will
 
significantly degrade national parks
 
or ;inilar protected areas which
 
contain tropical forests, or 
introduce exotic plants or animals
 
into such areas? 

o. FAA Sec. _111c)[Lj). Will assistance 

be used for (a) activities which 
would result in the conversion of 
forest lands to the rearing of 
livestock; (b) the construction. 
upgrading, or maintenance of roads 
(including temporary haul roads for 
logging or other extractive 
industries) which pass through 
relatively undegraded forest lands;
(c) 	 the colonization of forest lands; 
or (d) the construction of dams or
 
other water control structures which 
flood relatively undegraded forest
 
lands, unless with respect to each
 
such activity an environmental
 
assessment indicates that the
activity will contribute 
fligfiitloautly and directly to 
imnproving the livelihood of the rural 
poor and will be conducted in an 
environmentally sound manner which 
supports sustainable development? 

p. 	 FY 1988 Continuling Resolution If 
assGistance will come from th~e 
Sub-.Saharan Africa DA account, is it 
(a) to be used to help the poor 
majority in Sub-Sahlaran Africa 
through a process of long-term 
development and economic growth that 
is equitable, participatory, 
environmentally sustainable, and 
self-reliant; (b) being provided in 

N/A
 

N/A
 

N/A 
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accordance with the policies
 
the FAA;
contained in section 102 of 


(c) being provided, when con) stent
 

with the objectives of such
 

assistance, through African, United
 
that have
States and other PVOs 


demonstrated effectiveness in the
 
grassroots
promotion of local 


on behalf of long-term
activities 

in Sub-Saharan Africa;
development 


to help overcome
(d) being used 

to long-term
shorter-tern constraints 


development, to promote reform of 

sectoral economic policies, to 

support the critical sector 

priorities of agricultural production 

and natural resources, health, 
planning services,voluntary Lamily 

education, and income generating 
to bring aboutopportunities, ofsectoral restructuringappropriate 
African economies, to

the Sub-Saharan 

support reform in public
 

and finances and toadministration 
torenvironmenta favorableestabli.sh 

individual enterprise and
 

development, and to
self-sustaining 

into account, in assisted policytake 
the need to protect
reforms, 


(e) being used to
vulnerable groups; 


increase agricultural production 
irn
 

ways that protect and restore the
 
base, especially
natural resource 

to m~intain and
food production, 


improve basic transportation and
 
networks, to maintain
communication 

natural resokirIce ba;eand rel.tore the 
increat;e agriculturalin ways that 
improve health
production, to 


on

conditions with special emphasis 


health needs of mothersmeeting the 
and children, including the
 

of self-sustainingestablishment 
care systems that give

primary health 
to
priority to preventive care, 


access to voluntu..yprovide increased 
family planning services, to improve
 

basic literacy and mathematics
 
to those outside the
especially 


formal educational system and to
 
to


improve primary education, and 


develop income-generating
 
for the unemployed and
opportunities 


and rural
underemployed in urban 


areas?
 

http:establi.sh
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Development Assistance Project Criteria 

(Loans Only) 


a. 	FAA Sec. 122(b). Information and
 
conclusion on capacity of the country to 

repay the loan at a reasonable rate of
 
interest.
 

b. 	FAA Sec. 620(d). If assistance is for
 
any productive enterprise which will
 
compete with U.S. enterprises, is there 

an agreement by the recipient country to
 
prevent export to the U.S. of more than
 
20 percent of the enterprise's annual
 
production during the life of the loan.
 
or has the requirement to enter into such
 
an agreement been waived by the Piesident
 
because of a national security interest?
 

c. 	FY 1908 Continuinqlesolution. If for a
 
loan to a private sector institution from
 
funds made available to carry out the 

provisions of FAA Sections 103 through
 
106, will loan be provided, to the
 
maximum extent practicable, at or near
 
the prevailing interest rate paid on
 
Treasury obligations of similar maturity
 
at the time of obligating such funds?
 

d. 	PP. Sec. 122(b). Does the activity give
 
reasonable promise of assisting
 
long-range plans and programs designed to 

develop economic resources and increase
 
productive capacities?
 

(Project is
 
100% Crant)
 

N/A
 

N/A
 

N/A
 

N/A
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conomic Support Fund Project Criteria
 

FA-AS ec. 531 ( }). Will this assistancepromote economic and political

stability? 
 To the maximum extentfeasible, is this assistance consistent
with the policy directions, purposes, and
programs of Part 
I of the FAA? 
 N/A 
FAA Sec. 531(e. Will this assistance be
used for military or paramilitary 


N/A
purposes?
 

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 
 N/Amade?
 



--- 

ANNEX F -


AGENCY FOR INTERNATIONAL DEVELOPMENT 
WASHINGTON. 0 C 20523 

LAC-I EE-88-05 

ENVIRONMENTAL THRESHOLD DECISION
 

Bolivia
 

Project Title 	 Micro and Small Enterprise Project 

511-0596 

Project Location 

Project Number 


$10 million
Funding 

Life of Project Five years FY 88-FY 93 

IEE Prepared by Angel M. Diaz 
USAID/La Paz
 

Recomnended Threshold Decision Categorical Exclusion 

Bureau Threshold Decision Concur with Reconmendation 

Comments . None 

Copy to G. Reginald van 
USAID/La Paz 

Raalte, Director 

Copy to :Angel . Diaz, Chief, PS, 
USAID/La Paz 

Copy to : Howard Clark, REMS/SA 

Copy to .Robert J7ordan, LAC/OR 

Copy to . IEE File 

)cM&P4/q t b Date JAMl 28 933 

James S. Hester
 
Chief Environmental Officer 
Bureau for Latin America. 

and the Caribbean 



ANNEX F-2
 

ENVIRCAMENIAL DETENATION 

Project Location: Bolivia
 
Micro and Small Enterprise Project

Project Title: 

511-0596
Project Number: 


The 	goal of the Project is to increase
Project Description:
employment and income among Bolivia's low-income urban residents by 

assisting in the development of the small-scale enterprise 
Sector. 

The Project purpose is to stimulate the growth and 
development of 

Bolivia's micro and small enterprises. 

The Project will finance an integrated package 
of technical, training,
 

and financial assistance to help in addressing 
the key constraints
 

which impede the full development and growth 
of Bolivia's small-scale
 

Specific assistance will be provided in the 
areas
 

enterprise sector.. 


of institutional developmentl crediti and policy research.
 

Itis the opinion of
Statement of Catecgrical Exclusion: 

not 	require an Initial
USAID/Blivia that the Project does 

Dvironmental Examination, because its activities 
are within the class 

of actions described inSection 216.2 paragraph (c)
(1)(i)and 216.2 

(c)(2)(i)of 22 CFR part 216 on "Categorical Exclusions", 
which read
 

as follows:
 

"Section 216.2 (C)(1) (i)" 

"The 	action does not have an effect on the natural or physical
 

environment", and
 

"Section 216.2 (C) ( (i)"
 

"Education, technical assistance, or training programs 
except
 

to the extent such programs include activities 
directly
 

affecting the enviroient (such as construction 
of facilities,
 

etc.). " 

Concurrence of Mission Director
 

I have reviewed the above etatement and 
concur in the determination
 

that the Micro and Small Enterprise Project 
does not require an
 

Initial Environmental Examination.
 

/ 	 G. Reginala van Raalte 
Mission Director 

Date: ­



ANNEX F-3
 

EIAIRONfENAL TRESHOLD DEXISICL4 

Project Location: 	 Bolivia 

Micro and Small Enterprise ProjectProject Title: 


Project Number: 511-0596
 

$10 millionFunding: 

Five Years-FY 88-FY 93
Life of Project: 


IEE Prepared by: 	 Angel M. Diaz 

Pecrexed Threshold Decision: 	 Categorical Exclusion 

Corcur with RecmmendationBureau Threshold Decision: 


Camments: (To be provided by LAC/DR)
 

copy to G. Regirnald van Raalte,
 

Director USAID/La Paz
 

Angel H. Diaz, Chief, PSCopy to 


HcLwd Clark, RE4S
Cq'y to 


IEE File
Copy to 

date
 

Environmental Off cer 
Bureau for JLatSp America 
and] the Caribbean 

!YJC: 1425n 



ANNEX E
 

Section 611 (E) Determination 

CERTIFICATION PURSUANT TO SECTION 611 (E) OF THE
 

FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED
 

1, 0. Reginald van R;iIte, an Miss ion Direvtor of the Agency for International 

Development Mi ssioil to Bolivia, having taken into account, among other things, 

the maintenance and utilization of projeC:LS previously financed by 

USAID/Bolivia, do hereby certify that in my judgement the Government of 

Bolivia and the partic:ipating Bolivian private sector institutions (the 

Fledera 'i6n Na cioniial de Cooperativa dh Aimrro y Crdito (FENACRE), Fundaci6n 

para In Primoci6n y I).;arrollo de IlaMicroempresa (PIJ(1I).:l) ;"nd lie Ftderaci6n 

Bol! vi aria de Pequr.iia; ilndus/rias (FEO I)) have the i a;i .i1capac it y and 

human reSoilrees cipa bilIty to effectively ,,tilize and maintain the proposed 

Micro and Smill |Eiherprise I)evelopment Project. 

C. Re- i na I(I vanl R:ia I.e
 

Mission I)i re Ctor
 

USAI I)/lh) i vi a
 

I)a t e: 

07501, 

,\
 


