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1988 State 176205. 

The project fully conforms with USA.:D/Jordao's CDSS of 1986, which 
identifies private enterprise growth and financing as a priority. The PP 
demonstrates that the project is technically, socially, and econanically 
sound and administratively feasible. The environmental analysis resulted 
in a categorical exclusion. The technical design and cost estimates are 
reasonable and adequately planned, thereby satisfying the requirements of 
all parts of Section 611 of the Foreign Assistance Act (FAA), as 
amended. The timing End funding of project activities are appropriately
scheduled. The implemntation plan is realistic and establishes a 
reasonable time frame for carrying out the project. Adequate provision
 
has been made for evaluation and audits. The needed conditions precedent

and convenants have been identified and will be included in the grant 
agreement. 
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PROJECT AUTHORIZATION
 

Name of Country: 	 Hashemite Kingdom of Jordan
 

Name of Project: 	 Loan Guarantee For Small Enterprise Development 
Project 

Nunber of Project: 278-0255 

1. 	Pursuant to Section 531 of the Foreign Assistance Act of 1961, as
 
amended, I hereby 	authorize the Loan Guarantee For Small Enterprise 
Development Project for Jordan involving planned obligations of not to
 
exceet $10.000,000 in grant funds over a four year period, 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 the project is four years from the 
date 	of initial obligation.
 

2. 	The project consists of helping local financial institutions to increase
 
their lending to small businesses, thus improving the ability of local
 
entrepreneurs to establish and expand their productive enterprise3. 

3. 	 The Project Agreemernt which may be negotiated and executed by the officer 
to whom such authority is delegated in accordance with AID regulations 
and Delegations of Authority shall be subject to the follwoing essential 
term and covenants and major conditions, together with such other term 
and conditions and AID may deem appropriate.
 

(A)Source and Origin of Commodities, Nationality of Services
 

Camrodities financed under the AID grant shall have their source and
 
origin in Jordan or in the United States except as AID may otherwise 
agree inwriting. Except for ocean shipping, the suppliers of 
coumodities or services financed under the AID grant shall have 
Jordan or the United States as their place of nationality, except as 
AID may otherwise 	 agree in writing. Ocean shipping financed under 
the AID grant shall, except as AID may otherwise agree inwriting, be
 
financed on flag vessel only of the United States.
 

Dae 	 ~ rector,- -USAID 



AGENCY FORt INTEURNATIONAL OuvgLrWENiuT L4NIAC Xr OD& 
 DOCUMET
PROJECT DATA SHEET A- AA 
 Akmp 
Z CUNTIY(IXFZT €USAID/Jordan S.FROLCT NLSIGi 

I 278-o -2-14. SUR.LAU/O rFlc 

ASIA 	 AND NEAR FAST
 
(ANE) 
 :O3 ~ 1A GUARANTEE FO~R SMALL ETEPR.SE DEV:6. PROJEcT ASSISTAcZ coICLTnoN DATZ ( ACD) 7. U.DIATED DAT, OF OBLICAON 

8.COSTS (O0 OR EUIVALENT 1A.NDG SOUC 
 rsT y 88W OF POJE 
AflAppwpna,,To-l 1375 1125 2500--27---625MWLX CLX D Toal L X F.L4 G.1000Too 

(-r5 2500 	 8625 10000

(Lon)( 	 ( 0( ) ( ( ) ( ) 

-GDJ DB -- ---	 635 1c6
 

Other Donor,) Private Bark--- .763 1763 
TOTALS 1279.7 -Q - ,

000._,9. SCHEDOLZ OF AlD FUNDING 
A.APR FRD .R,-?DA D-oLuCAT)ONS MDATZ L AMOUNTrAPovM~ 

PRIAIONURPOEDDETMSAnONF. T~i. 	 LIFE or PROJECT.
CODE, I r n 2- 1. _antGr.1. s. n Lo_ . Lot AM(1ES 70 4 2500 10,000 

TOTALS
 
610. SECONDA RY TEC CODLS (,.i.,., c ,Sofo 0n/, 1,..4 
 St-S
 

110 0ODE I2.,'-NDARy LPOSE

12. SPECIAL CO'CERNl CODES (mi'r, wu 7ceu ef4 po tu mdc) 

B.Amount 7.C 2500.....
 
IS. PROJECT Pt.ROSE (,,,oi,.u, 480 e -ctivi)) 


increase the abilit,; localof entrepreneurs to establish
and expand enterprises, to improve the efficiency of. theenterprises, and to produce and sell goods and se vices 
in the local and export markets.
 

14. SClDULD EVALUATnONS 
SOUaaE'oGjNOF GOODS AND SERVICES ,,,
S IMMYI Y w yy

-jttcnm 1 ll I I I018 9 2 =EJo 0941 [Lod 0O(Scify) 
1b. AMENDMENTSIHqATJRI OF CRANGE PROPOSED (Th&!.apq&1oit, pq'v PPAuwudx~L 

Si IC>u 
&&DATE DOCUAtp7 XECLIVw 

17. APPROVED I AM/W,OR FOR AUDfW DOCu.
BY tSrp 	 DafDiret TS 	 DATE OF DISTXBLrM 
DSie/orda MW DDJ YYTM DD TY
 

1330,4 (S-79)'1AMD USAo,/Jrda 	 IRIIiii 

http:ETEPR.SE


LAN GUARATEE FOR LL ENTERPRISE DEVELOPM~r
 

PRaj=T PAPER
 

TABLE CF CWTENTS
 
Page
 

I. Summary 1
 

II. Background, Prcblems and Rationale 5
 

A. Banking Sector 5
 
B. Micro and Small Enterprises (MSE) 7
 
C. Problems and Constraints 9
 
D. Rationale and Strategy 12
 
E. Conformity with GOJ Priorities 13
 
F. Conformity with USAID CSS 14
 
G. MSE Lexding: the Record and the Demand 14
 

III. Project Description 16
 

A. Goal, Purpose and End of Project Status 16
 
B. Project Stru-ture and Elements 17
 
C. Project Inputs 24
 

IV. Financial Analysis and Plan 27
 

A. Project Budgets 27
 
B. Sources and Uses of Funds 27
 
C. lethods of Finance and Payment 28
 

V. ImpleTnentation Arrangements 33
 

A. Responsibilities 33
 
B. Procurement 34
 
C. Schedule 34
 
D. Monitoring, Evaluation and Audits 35
 

VI. Project Analyses 41
 

A. Technical Feasib lity 41
 
B. Institutional Review 45
 
B. Economic Analysis 47
 
C. Social Analysis 52
 
D. Envircental 54
 



Page 

55VII. Legal Status 

A. 	 Project. Agreements 55 
B. 	Cmdticrs Precedent 55 
C. 	 Covenants 55 

ANNEXES 

A. 	PIE Approval Cables 
B. Logical Framework
 
C. 	 Statutory Checklist 
D. 	GOJ Request for Assistance 
E. 	 Draft Authorization 
F. 	 Summary of the Small Scale Industry and Handicraft Loan 

Program at the Industrial Development Bank 
G. 	LGP Staff and Contractor Scopes of Work 



I 

" 
! 

LOAN GUARANTEE 
FCR SMLL ENI2IRPRISE DE
 

SUMMRY 

This project will provide a qrant to assist ir establishing a program to 
guarantee commercial banks and non-bank financial institutions against a 
portion of the losses they might incur in making loans to micro and small 
enterprises (MSE). The project will include technical assistance, 
training and other support as well as financing for a Loan Guarantee Fund 
(LGF) to provieie the needed financial banking fcr MSE defaults. The Loan 
Guarantee Program (LGP) will be administered b, an office established 
specifically for that purpose within the Indutrial Development Bank 
(1DB). 

The Loan Guarantee For Small Eterprise Development Project represents 
one of several efforts of the USAID to promote development of private 
enterprise in Jordan, but it is the first to promote the finance of micro 
and small businesses on a national scale through commercial banking 
channels. The goals of the project are highly consistent with both the 
priorities of the GOJ eind thE USAID's development strategy in that the 
ultimate objective is to create jobs by encouraging and supporting the 
formation of new, and the expansion of existing businesses. The project 
builds upon strong evidence from developed and developing countries alike 
that small businesses contribute a disproportioiately large share of jobs 
to the employent base relative to larger enterprises. 

CQrrent conditions in Jordan suggest that the timing of the project, in 
tenns of the positive impact that it is likely to have on contributing to 
an expansion of employ'nmt, is excellent. Following the rapid expansion 
of the economy in the early 80's, recent years have seen a leveling off 
and entry intc a period of modest growth. Projections of the number of 
new workers entering the work force, and the return of large numbers of 
Gulf workers, indicate that unemployment is likely to increase in the 
absence of any further increase in the business and industrial base. 

There are an estimated 11,000 micro and small productive enterprises in 
Jordan, approximately 60% of which are located in Amran. Very few of 
these firms have benefitted from financing from commercial banks. Based 
on a sample of 50 firms, an AID review found that 70% of these small 
scale entrepreneurs did not receive credit from the banking sector. The 
only substantial existing finance for MSEs is the Industrial Development 
Bank Program for Small Scale Industries and Handicrafts which made only 
77 loans in 1987. Further, loans provided by this program are limited to 
a maximum of JD 4000 (JD1.0 equals $2.8) and a five-year term. The 
overwhelming majority of applications are for arriunt-s at or close to the 
maximum, which suggests that there is considerable pent-up denand for 
larger lcans. At present, cammrcial banks are the only potential source 
of loans in the range of JD4,000 to JDI0,000, but virtually none of the 
banks are offering loans to small businesses. 
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To measure very rougly the potential demand for ME lending, the design 
team surveyed 9 of the 17 financial institutions in Jordan that conuct 
approximately 85% of the banking business and found that their estimated 
demand for guaranteed lending for the first twelve month period of the 
program totaled $3,200,000. Although this is only an estimate, it -Ioes 
reflect that adequate borroer demand and sufficient banking 
institutional support exist to achieve target project loan objectives. 

The goal of this project is to increase the levels of employment and 
incme of micro and sall enterprises in Jordan. In so doing, the micro 
and mall industries should earn or save foreign exchange to help ease 
the foreign exchange constraints. The project purpose is to increase the 
ability of local entrepreneurs to establish and expand enterprises, to 
improve the efficiency of the enterprises, and to produce and sell goods 
and services in the local and export markets. 

In the development of the Project Paper, the need for MSE financing and 
improved bank channels and practices for credit extension were recognized 
as a key problem in the sector. Thus, during the process of PP design, 
the plan was adjusted to increase the size of the loan guarantee progranm 
and to emphasize and assist more directly improvements in bank credit 
practices and procedures (See Project Revalidation Cable in Annex A). 
Accordingly, the Project also has the objective to help local financial 
institutions to increase MSE lending and to improve their unerstanding 
and management of the risks. 

The project will pursue two operational objectives in seeking to achieve 
its goal and purpose. The first is to increase the supply of credit from 
commercial sources to micro and small enterprises. This will be 
acccplished by sharing the risk of small business lending between 
the participating financial institutions and the guarantee fund. 
Risk will be shared at a 50% or 75% with the higher guarantee applied to 
smaller loans (JD 5,000 or under) and those made in the rural 
areas and to wcmen-cwned businesses. At the proposed level of grant 
funding, it is estimated that the LGP will generate upwards of 
1,600 loans and support approximately $13.0 million in loans outstanding 
at any one time. 

A second, but closely related, objective of the project is to increase 
the capacity and the confidence of commercial banks and other financial 
institutions in making loans to small businesses in a self-sustaining and 
profitable manner. This will be acccmplished by providing intensive 
training in cash flow and other small business lending techniques to loan 
officers at the p-articipating institutions. 

Over the four year life of the project, it is expected to 
achieve: (1) an improved capacity on the part of MSEs to obtain and apply 
credit for productive activities; (2) a self-sustaining credit guarantee 
program; (3) an increased capacity on the part of crmmercial banks to 
analyze MSE lending; (4) an improved understanding of the policy 
environment resulting from a series of policy studies. 

A summary budget follows in Table 1 and provides a listing of all direct 
project contributions. 



Table 1 

I,:an Guarantee Proiect­
S~eyCOFt Est-flatesLife of pro: --. 

($000 -

Source 
AID IDB,/GOJ Private Banks TMK, 

FX LC FX LC FX LC 
Use 

A. Technical Assistance 695 

B. Taining 
215 

695 

C. Research 
200 

- 215 

D. Office Operaticn 

E. Camodities 

F. Evaluation 

-

15 

105 

-

25 

-

472 

-

-

-

-

-

-

-

200 

472 

40 

G. LG Fund 

H. Funjds Lent 

-

-

8600 

-

-

-

1291 

-

-

-

-

105 

9891 

Contingency (A to F) 60 

- 12919 12919 

Inflation (A to F) 85 

- 60 

- - 85 
TOTLS 1375 85 1763 12919 24685 
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Background assessments and analyses ocdtccncluWed over the past year havethat the elements of the Loan Guarante Projectecucally and techncally sound, areattractive. The project warku 
and financially and admiistrativelydirectly t1rough the private sectorabefefits individual private entParprlSf, includingbusinesses. en-cnedProject beneficiaries will be a 

tneraJj: smallbeen exl u ded n -tre wnedhave-h bank lending..their f-Is 'e expansion ofwill. bring nnch needed 
the JordanianIn additic-, 

to eoxncy. 
sPecifietion 

to 
of 

the rnrmal conditicns precedent ona goverment legal opinion and therelate t,) the Loan 
grant officer,

Guarantee Fund. 
two special co)diticns willfor WF, Prior to disbursementthe Grantee will, underexcept as the Grant

writing, furnish the Parties may otherwise agreto AID inin form and substance satisfactorfy to AID:(1) Evidence that the Loan Guarantee Fundtrust held by the 
has been duly establi aIndustrial DeveloPMentmechanis Bank 

as 
and operating procedures have 

and that adequate
been developedand admnijster to tilizethe Fund, and 

(2) Evidence that the Industrial DevelcPrent Bank has been given therequis authorityPaYrca to make dishxse... 
cP 

against the approved fran the fund for prarptting expenses not cvvered 
loan guarantees and to meetby fees ollected

financial fra Prticipatinginstituticns.
 
In addition 
to these CPs, there will beevaluation, ovenantspolicy studies, suspension of 

related to project
in the Loan Guarantee rc bank pricipationProgram and tenninaticn of thePresented in detail in Section VII of 

hesecFtare
this paper.


A c etitve 
 procurenent will be conductedcontractor which will to select instituticnalanbe responsible for assignment ofadviso to the ZDB for a period of a long-term
develomt and delivery of 

two and a half years, and fortraining ooursesof carrercial banks to be provided
and other financial institutions 
to the staff
 

their participation in as a cne-itijn tothe credit guarantee progr-am.

Many Jordamians cntributed guidance
paper. USAID enjoyed and assistance in preparing this
and appreciatedJordanian colleagues the close ceration provided bythrothdesign. the periodMe General Manager of project planning andstaff contributed considerable 

of the Industrial Development Bank and histime and effortkeen interest in expanding to the project and have asmall businesses in 
upon the assistance that hasJordan been provided tounder the IDB'sbanking dir con.oC in ity of Jordan The oimercialwasproject, also very helpful in the design of theas well very supportive of the project objectives. 
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II. BACIQR0CD PRCEL1S AND PAU!C17ALE 

A. The Banking Sector 

An understanding of the Jordan bank ig sector, especially its size and 
relative sophistication, is presented here to give the background and 
setting for the Loan Guarantee For Small Enterprise Development Project. 
Participants in the the Jordan bardng sector may be broken down into 
three major categories of institutions: (1) commercial banks, (2) 
specialized credit institutins and (3) savings and financial 
intermediaries (finance companies). Table 2 provides a listing of all 
financial institutions by category and their 1986 level of operation. 

The camercial banks are allowed to engage in normal banking operations 
such as accepting demand deposits, providing short term lending and trade 
financing. These banks are privately owned and about half are branches 
of foreign owned banks. The Arab Bank Ltd. is by far the largest bank in 
terms of total assets, being in fact eight times larger than the next 
la-rest institution, the Bousing Bank. No bank failures have occurred in 
Jordan, but in at least two cases, one as recently as the early eighties, 
the Central Bank has stepped in to prop up ailing banks. There is a 
general feeling w-thin the banking ammunity that the Central Bank will 
act to ensure that no financial institution, including finance cxmpanies, 
will fail. 

Presently care-rcial banks may be categorized as being very liquid. 
Reasons for such high liquidity include low levels of private investment 
which has resulted in depressed demand for credit facilities and 
reluctance on the part of banks to expand credit facilities under the 
prevailing recessionary conditions. 

The savings and financial inteeiaries, often referred to as finance 
cunpanies, were established in the early 80's primarily to enhance 
trading on the Amman Financial Market (the local stock exchange). They 
generally function as merchant banks and are authorized to underwrite new 
issues, deal in foreign exchange and to trade in all securities listed in 
the Amman Financial Market (AFM). In recent years, the distinction 
between the finance ccnpanies and the cam-ercial banks has begun to blur 
as the finance companies expand their scope of operation. They are now 
involved in money market activities and trade in treasury bills and 
government bonds issued Ln Jordan Dinars. These entities are not 
entitled to accept demand deposits but do provide services similar in 
nature. Cne method used by the finance companies for a depositor who 
wants to write a check to another party, is for the finance caxpany to 
make out its own check to the party. This obviously would not work for 
small personal accounts but seems to be quite effective for firms with 
fewer but larger transactions. Institutions in this category are 
generally less liquid than the crmmercial banks. 

Specialized Credit Institutions have typically been created by law to 
fulfill specific purposes. For example, the Industrial Development Bank 
(IDB) Law of 1972 established the IDB for the purpose of encouraging the 
development of industrial projects. The law itself specifies the bank 
regulations but generally these institutions follow the usual banking 
laws and regulations.
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e Govenment owns ome third of 'the IDB anyl about 10% of the Housing 
Bank. All of the other specialized credit institutions are 100% publicly 
owned. These institutions are exempt from taxes fees, duties etc., or 
have favorable grace periods on payment. Specialized credit institutions 
are forbidden fron acceptinig demand deposits (a low cost source of 
funrds), but they have an additional source of funds which cnnercial 
banks do not have: foreign aid funds at ocoessicnary rates (2-5%) often 
with no associated foreign exchange risk. 

Banks in Jordan tend to lend primarily on the basis of collateral, 
sometimes requiring 100% cash collateral or up to 200% property 
collateral. They also look at the "character" of the borrower which 
generally refers to his stakLing in the conumunity and his reputation or 
more often than not, his net worth. Approximately 55% of the canmercial 
lending is through overdrafts iiny of which reai "-vergreen". The 
usual types of financia] analysis concerning risk, liquidity, leverage 
and cash flow are generally not errhasized. 

The government has maintained ceilings on deposit and lend-ing interests 
rates that ha'e- kept the lending rate in the 10% range. In early June, 
however, the Central Dank eliminated the ceiling on ccrmission charges 
for le.ding, effectively allowing the banks to charge higher interest 
rates. The effect on lending is not clear at this early stage. The 
issue and recent changes are discussed in detail in the Economic Analysis 
of the Paper. 

To improve earnings with the lendin, ceiling in place, the banks have 
showin a preference for cl-ients with high fees (primarily L/C) arJ 
turnover banking business (to earn initial lending fees). Cknoermnt 
bonds are also a preferred investnents because they are low risk with 
reasonably high yield and often tax exempt status. Nearly all 
develcment bonds provide an after tax yield that is higher than business 
lending. The ceiling on interest rates had omzpressed the spread between 
the cost and use of funds such that banks found little roan to make a 
profit on a high cost or riskier loan. It is too early to determine the 
impect on lending of the liberalized interest policy but the effect will 
obviously be to improve bank return on lending. Whether riskier or more 
costly loans, such as small enterprise lending, will become part of the 
regular portfolio of the oy.mrecial banks rEnains to be seen. 

B. Micro and Small Eterprises (MSE) 

Data from the 2984 Industrial Census and a survey of the Jordanian MSE 
sector conducted in the same_ year provide the basis for the infornation 
contained in this section. Though insufficient for a detailed view of 
the sector, the data allow the following ob ervations to be made. 

Private business establishments total approximately 55,000. Of this 
number, approximately 87 percent are micro enterprises (under 5 
anployees) with the rem-inder being swall enterprises (under 25 
employees). lables 3 provides a breakdom of the various enterprises by 
location and type. 



T.le 3 

B1mbc cf DIE22=T by Irrstria1 On-rnficticn 

(1-5 wmm) (6-Z.5 wcrk~x) 

1. Ital ruier cf e 6,811 11,4.1.0 25,858 1,720 2,858 6,463 

2.Nidxr cC eitarises 
by go 

3,841 7,597 9,937 961 1.899 2,484 
Zadk 897 1,030 6,000 240 257 1,500 
Irid 1,190 1,378 5,564 300 344 1,391 
Mb 188 204 793 47 51 198 
BJT 306 388 1,355 77 97 338 
Fara 141 197 869 35 49 217 
9fi 30 28 280 7 14 70 
Men 216 588 1,060 54 147 265 
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Trade and service establishments damirate both sal and micro 
enterprises, accounting for 59 percent and 26 percent of all units 
respectively. Industrial units ntiber only 8,531. We estimate based on 
a review of the nature of the service firms, that cnly one in six would 
be a tdrget enterprise for the LGP. Thus, for this paper we are using a 
onservative figure of 11,000 target MSEs nation-wide. 

At least 50 percent, if not 70 pez-oent, cf all enterprises are located in 
Amman and account for a significant portion of the value added in the 
sector. This reflects the overall geographic distribution of productive 
units in the Jordanian economy. 

Enterprises cover a range of disparate activities. The Census, which 
provides a breakdown of micro-enterprises by industrial activity, 
indicates that 43 percent of the enterprises are involved in industri-l 
services, 15 percent in the production of non-electrical machinery, 14 
percent in furniture and wood products, and the rest in a variety of 
activities ranging from clothing to pharmaceutical production. 

Workers in micro enterprises seem to be everly distributed between those 
who are paid and those who are unpaid apprentices or family members. The 
average number of workers per enterprise appears to be 2.2. The total 
number of workers in micro businesses is approdmately 95,974. The 
number of workers erployed in small encerprisE sector is estimated to be 
206,384, of which approximately 56,000 are unpaid workers. It is not 
clear whether these unpaid workers were counted in the official labor 
force figures. The estimated total number of workers also includes 
foreign workers who are not considered to be part of the Jordanian labor 
force. It is not knorn how many of the foreign workers are registered or 
unregistered.
 

As is the case throughout the developing world, management capacity, 
especially in relat-ion to financial matters, is relatively weak. Jordan 
businessnen are, however, better educated and more knowledgeable than in 
most LDC about business systems and financial controls. Because of the 
high cost of operating a business in Jordan, a small business is much 
larger than in most AID assisted countries. Assets of $25,000 - $50,000 
would not be unusual for a micro business with only 2-4 employees. The 
average size loan in 1987 for the Industrial Development Bank's Small 
Scale Industries and Randicraft Fund (SSIH) was approximately $9,000. No 
loan was made to any firm with more than 5 employees. 

Fra, 1975 to 1987 under the SSIH Fund only a very small percent of the 
loans of a total of 2360 were made to women. Culturally women 
entrepreneurs are discouraged and those that do boriow do so with the 
guarantee or under the auspices of their husband or a male relative. 

C. P3cblemns and Constraints 

1. Economic Downturn 

Since the early 1980's, depressed economic conditions in the region 
coupled with contiwed low world commodity prices for Jordan's mineral 
exports adversely affected the performance of Jordan's external sector 
which represents 38% of GNP. 
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In the pest several years, goverrvnent spending has provided a key boost 
to growth, offsetting to same extent the stagnation in exports and 
lagging workers' renittances. As a result of slowing remittances and 
poor export performance, GDP annuwl rate of grcwth has remained at less 
than 3% since 1983. 

Lowr world oil prices, reduced private consumption, lowered investment, 
and consumer expectations of continued hard times have all led to a 
compression in imports. Preliminary balance of payments results for 1987 
reveal a sharp deterioration in Jordan' s external position. Worker' s 
remittances, the mainstay of jordan's balance of payments, fell by USD 
247 million to Dols 938 million, their lowest level since 1978. Official 
unrequited transfers, predcxinantly arab AID, fell by nearly Dols 100 
million to Dols 388 million, their lowest level since 1978. While 
exports shced healthy growth, the trade cap windened by USD 70 million 
to USD 1.7 billion, as imports expanded sharply reversing a four year 
downward trend. The net result of these trends was a sharp increase in 
the current account deficit from Dols 46 million in 1986 to Dols 349 

in 1987. This level in the current account deficit, equivalentmillion 
to 6.3 percent of GNP, marks a return to levels registered in the early 
1980's. The USD 303 million increase in the current account deficit was 
mirrored by a USD 240 million drop in the foreign exchange position of 
the Central Bank, an estimated USD 28 million sale from official gold 
holdings, and a USD 180 million increase in non-military external public 
debt. With foreign exchange reserves at dangerously low levels, Jordan 
cannot sustain further current account deficits of this magnitude without 
expanded external borrowing or adjustment measures. In the face of the 
dwindling foreign exchange reserves, Jordan has abandoned its official 
peg to the SDR and allowed the dinar to depreciate scmn 18 - 20% against 
the SDR since December 1986. Jordan's debt service ratio rose fram a 
level of 7% of goods and services exports (including workers' 
renittances) in the early 1980's to 12.9% in 1986. 

With the reduced job opportunities Ln the Gulf States and continued high 
labor force grcwth - estimated at 4-5% per annum - Jordan faces a growing 

employment problem. Jordan's new Five Year Plan for 1986-1990 targets 
annual GDP rowth of 5%, but most doubt that the external resources will 
be available in the amounts needed to support this growth level. Slower 

limit the pace at which new jc s will be created,eonomic growth will 

aggravating Jordan's employment problem.
 

In the past, government services absorbed a large portion of additions to 
sameJordan's labor force. Government and comrnuity services account for 

21% of GDP, but their share of total employment is nearly 50%. With 
budgetary stringencies, government ability to provide jobs will be 
reduced. Agriculture, which contributes 8% of GDP and a similar portion 
of total employment, is unlikely to provide many new job opportunities, 
given the large reliance on Egyptians for unskilled agricultural labor. 
Construction, which now cuprises 10% of GD)P and provides 11% of 
erploynenit, is suffering from the Jordanian economic downturn and is also 
unlikely to be a major future source of employment growth. Mining and 
manufacturing, which contribute 18% of G)P, e ploy only 11% of Jordan's 

43% of GDP andworkforce. Services other than governent represent some 
22% of total enployment. 
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It is in these sectors - private services and mining and n~lufacturing ­
that employment growth will have to accelerate. Expanded export earnings 
fram these sectors, as well as from agriculture, will also be important 
if Jordan's structural trade imbalance is to be redressed. 

2. Credit to Micro and Small Enterprises 

Because of the small size and informal nature of the bus.iness, MSEs don't 
generally have strong link into the banking sector tLrough credit or 
savings. 

These small operators rely upon informal channels which in Jordan are 
alxst exclusively family and friends. Money lenders are not an 
important source of credit to any sector in the economy. Suppliers do, 
homever, provide credit for the small shopkeepers and same financing for 
equipment and inputs into small industries. 

Although these informal sources of funds are adequate in a strong and 
expanding econamy, they do not provide for full expansion of the MSE 
sector. In times such as these in Jordan tcday (slow grcwth and rising 
unemployment), the informal credit sector is inadequate to promote the 
growth of smal! enterprises. 

To open formal credit channels to the small and micro industries requires 
above all else a change in the banking practices in Jordan. From the 
Small Scale Industries and Randicraft Loan Program at the IDB (described 
in detail in Section II F) and the experiences, although limited, of 
commercial banks, smnal and micro industries have an understanding cf the 
formal lendLng sector and are more knowledgeable of credit and business 
than MSE in other parts of the world. This is not to say that training 
of the entrepreneur and close loan supervision is not important or 
beneficial. Rather it points to the constraints within the financial 
institutions as those that should be addressed first. 

The most inportant of the barking constraints is the extensive use of 
collateral based lending. Very little investment analysis is completed 
even for large projects or loans. Cash flow lending is just now being 
discussed in the country and only a handful of loan officers in the 
entire banking conunity have even basic skills in cash flow lending. 
The lack of analytical skills does not reflect the full extent of the 
constraint. Collateral based or "name" lending can be ompleted within 
the comforts of the bank office. At present, few loan officers have 
experience or familiarity with business operations, especially 
production. Cash flow lending with a complete and accurate set of books 
and financial tables is a straight forward application of standard ratios 
and investment analysis. But with small businesses, the task becames one 
of establishing and verifying the records as well as completing the 
analysis. Development of the analytical skills as well as the practice 
of lending to small business is necessary to expand MSE lending. 

Although the task of training loan officers is complex, there is a strong 
foundation upon which to build in the banking structure of the country. 
The banking camunity in Jordan is relatively large both in terms of 
branch offices that are out in the rcmunity and the number of loan 
officers in total. 
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Branch bank officers have a reasonably good knowledge ff the local 
business scene which is a prerequisite for cash flow lending. The time 
ccnsuming nature of small business lending is a problem if there are only 
a handful of loan offices. It is less of a burden on the system or the 
individual when many financial institution are participating in the 
program and all loan officers are seeking to extend MSE loans. Returning 
to the need for upgrading the skills of the entrepreneurs themselves, 
proper cash flow lending (loan supervision) with site visits and 
financial and operational reviews provide a basic business knowledge and 
training to the businessman. 

A second set of structural problens in the banking sector is the 
preponderance of overdraft lending and the fact that this lending remains 
in the U.S. banking terms "evergreen". Approximately 55% of all lending 
in the Jordan is through overdrafts. Although there is a Central Bank 
requiranent that the balance for overdrafts go to zero at least once 
during a calander year, in practice this is not followed. Overdrafts are 
used for a wide range of business and personal needs by the borrowers 
with little or no supervision by the lending institution. Not 
surprisingly, financial institutions are reluctant to give this freedom 
to a small businessman. Overdrafts are the logical instrument for 
collateral based or "name" lending. 

Cn the positive side, the Central Bank has recently issued orders to the 
banks to cut the percentage of overdrafts in the portfolio down to 20%. 
This will increase the number of term loans which are more appropriate 
for the needed supervision of snall business lending. A record of timely 
payment of short tenm loans is an excellent indication of a small 
entrepreneur's ability to handle a medium or long tern loan. Use of the 
overdraft lending is a constraint to MSE lending, but the recent decision 
of the Central Bank to move the banks away from such lending is, however, 
a very positive sign. 

A corollary problem to overdrafts is the limited use of medin and long 
term lending. In Jordan, amortization of capital equipment over its 
medium or long term useful life is necessary for an accelerated pace of 
business expansion. This is especially true for MSEs which have not had 
access to the "evergreen" overdrafts that have substituted for long term 
lending. 

D. Rationale and Strategy 

Expansion of the the micro and snall business sector will lead to 
e- mnonic growth with the corresponding expansion of employment and 
incomes. Given the high priority of the goverrment and USAfD/Jordan of 
employment generation in this period of rising unemployment, the 
provision of capital funds into the MSE sector is highly aLLractive. 
Around the world, it has been shown that the greatest potential for job 
creation is in small enterprises and that the capital cost per job 
created is low. In the Small Scale Industrial and Handicraft loan scheme 
at the Industrial Development Bank, a new job was created for every 
$6,000 invested under the program. The relative neglect of the MSE 
sector by the anking commnity and lack of a clear strategy and support 
programs by the goverrmnt itself indicates that there is likely to be 
much potential for expansion to help address the concerns of employment 
and slow econoaic growth. 
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Ie increasingly serious problem of foreign exchange constraint can also 
be helped by an expansion of the MSE sector. A project objective will be 
to assist industries that earn or save foreign exchange. Since foreign 
exchange is becoming a constraint, opportunities exist to expand local 
production of products that Jordan may no longer be able to afford to buy 
outside the ountry. 

The program is designed to build upon the existing banks and their normal 

lending structures, albeit with new cash flaw lending analysis. No new 
institutions will be established. A special institution for MSE 
development with the resultant high overhead costs is avoided. 

Project and GOJ funds will be used to leverage existing liquidity within 
the banking system to lend car vercially. The use of market, cammercial 
lending is at the oore of the strategy. Although there are guarantees, 
there are no subsidies to the banks or the MSEs and both groups should be 

able to earn reasonable returns. The approach is a private sector one 
that once fully implemented should be self-financing and, thus, 
self-sustaining. 

E. Conformity with GOJ Priorities 

The Third Development Plan, 1986-1990, of the GOJ recognizes that the 
development of the private sector offers the most viable opportiuity for 
sustainable grcwth. In the five year plan, Jordan has targeted the small 
enterprises in ind'stry, services and trade as areas for encouragement of 
development. Industrial sector goals include employment generation, 
foreign exchange earnings and savings as well as expandi,n of 

investment. The Governrrent is establishing new policies and regulations 
to encourage the grcwth of the private sector. These include extension 

of the investment incentives to smaller firms, a simplification of the 
find and eliminatecustom procedures and a review of tariff protection to 

biases against small business. Although not discussed in the Five Year 

Plan, the Central Bank now has the stated objective cf increasing small 
business lending and increasing the use of cash fic: and term lending. 

A series of bank reforms, most notably the liberalization of interest 
rate controls, is setting the stage for MSE lending by giving the banks 
the opportunity to earn reasonable returns on such lending. Specific to 
this project the GCJ is establishing the loan guarantee program and is 
committed to its implementation and oantinuation after this particular 
AID project. Support exists within all areas of the Government. 

The Government also has the objective of promoting econmic growth in the 
regions outside of Aman. Although there is a recognition that certain 

ec .mes of scale and infrastructure support make Amman a more 
attractive locale for sane businesses, equity and the goal of balanced 
national grcwth make regional development inportant. In line with this 
GOJ poliq,, the program is designed to give a higher level of guarantee 
to firm operating outside of the greater Amman region. 

Finally, government continues to support the develcprent of the necessary 
infrastructure and human resources needed for private sector growth, and 
that of the smaller enterprises in particular. 
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F. 	 Conformity with the Country Development Strategy Statement (CDSS) 

The USAID/Jordan CDSS was set out specifically to address the increasing 
unarloynent and balance of payments/foreign exchange problems facing the 
country. 

This strategy seeks to work directly with private sector manufacturing 
and service industries to epower them to be the main engines of growth 
in income, employment and exports. This will be accaplished directly 
through AID resources, and indirectly, through policy dialogue. The 
strategy calls for increased USAID assistance to small enterprises, which 
tend to be the most efficient users of capital and generate more 
employment cxportuni ties. 

The USAID/Jordan strategy for small and micro enterprises is as follows: 

1. 	 To improve access of snall and micro enterprises to fornml 
sources of credit on a direct or indirect basis. 

2. 	 To provide technical assistance and training. 

3. 	 To prcmote availability of capital through the establishmeant of a 
business developnent center and/or a venture capital fund. 

To meet USAID/Jordan's CDSS objectives and plans for enterprise 
development, the ission has implemented a series of projects that are 
helping the private sector in general and working to provide sae 
assistance to the MSE subsector. Existing and new projects are or will 
be providing assistance in supporting areas such as policy dialogue, 
improved capital access to small and medium sized entrepreneurs, improved 
marketing orientation and skills in industrial and agri-business, as well 
as increase exports of products and services. The Private Fnterprise 
Technical Resources Assistance does provide small enterprise lending, 
exp-rt promotion and venture capital assistance but its scope is 
limit,i. aok~ver, no other project direcTly supports the MSEs. The Loan 
Guarantee For Small Enterprise Development Project fills an obvious need 
to assist this iJportant subsector of the private sector. 

P. 	 MSE Lending: The Record and the Demand 

1. 	 The Lending Record 

The ricord of small enterprise lending throughout the world varies 
consicerably and must be seen as a function of the program design and the 
business conditions that exist in the specific oountxy or locale. 
USAID,'Jordan is undertaking snall enterprise lending as one part of its 
Private Enterprise Technical Resources and Assistance (PETRA) Project. 
Hcwevmr, the number of MSE loans made under the program to date is very 
small and none have come due. 

The uKst important and by far the largest MSE lending program in Jordan 
is the. Industrial Development Bank's Small Scale Industries and 
Handi(.Taft (SSIH) Fund which has been in operation since 1975. Summary 
of it.,; loans by year, size, location and type of business is set out in 
Annex F. 
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The program grew through the period to reaci a point of approximately 225 
loans per year with an average size loan being in the $8,000 to $9,000
 
range. The staff included only 5 loan officers in 1984 and repayment 
rates were good through 1983 (93..% in 1983). With Arab dnor 
assistance, the SSIH lending doubled in size in 1985 and 1986 to over 400 
loans per year with a total value of $3.75 million. Fxxever in 1986 and 
1987, repayments cn the loans dropped dramatically. Essentially the 
problem was the inability of the small staff to deal with such a large 
number of loans, especially given the economic slowdown that hit the 
country. In 1985 and 1986, the loan officers' attention became focused 
on extending new credit rather than supervising existing loans. This 
problem was identified an. the IDB drastically cut back new lending and 
devoted loan officer timer to collection and supervision of existing 
loans. The SSIH loans extended in 1967 were just 77. Me SSIH lending 
has not yet returned to its previous high I-els of collection and 
questions r iin about appropriate size anu scope of the program. 

2. MSE Lan Demand 

Review of the SSIH program gives a good ided of the potential demand for 
MSE lending in Jordan by considering the amount of money lent and the 
number of loans made in its peak years of 1985 and 1986. The 1DB with 
its small staff lent in each of these years approximately $3.75 million 
to over 400 MSEs. 

The record is also clear that demand must be evaluated with consideration 
to institutional capacity. The question of demand for the lending is 
dealt with in detail in the econcmic analysis but suffice it to say that 
the demand analysis is best made on the 'wholesale" level by receiving 
from crrrrcial banks an estimate of how nuch MSE lending they could 
move. The institutional capacities are estimated by the banks 
themselves. As part of the design exercise, we contacted and solicit a 
response from 9 financial institutions that coxduct approximately 85% of 
the commercial business in Jordan. As a group they estimated that 
$3,200,000 of MSE credit could be extended in the initial year of 
Loan Guarantee Project. 
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III. PRO=EC DESCPJFI N 

A. Goal, Purpose and Erd of Project Status 

The goal of this project is to increase the levels of eployment and 
incue of micro and small enterprises in Jordan. In so doing, the micro 
and small industries should earn or save foreign exchange to help ease 
the foreign exchange ccnstraints. The Project purpose is to increase the 
ability of local entrepreneurs to establish and expand enterprises, to 
improve the efficiency of the enterprises, and to produce and sell goods 
and services in the local and export markets. 

In the development of the. Project Paper, the need for MSE financing and 
improved bank channels and practices for credit extension were recognized 
as a key problem in the sector. Thus, the project was adjusted to 
increase the size of the loan guarantee program and to emphasize and 
assist more directly improvaemnts in bank credit practices and procedures 
(Ref in Annex A - Projec. R validaticn Cable). Thus, the Project also 
has the objective to help local financial institutions to increase MSE 

lending and to improve their understanding and managent of the risks. 

At the end of the four year life of the project the following 

acccxrplishrnents are expectcd: 

(1) 	 There will be an iiproved capacity on the part of micro and small
 

to obtain credit and apply it to productive activities. We
businesses 
expect a fifteen percent participation by micro and -nall enterprises 

producing in the target areas of industry and non-trade services (present 

astimrates of this group are 11,000). 

(2) A self-sustaining credit guarantee program to pr vide partial credit 
guarantees for loans to micro and small enterprises will be established. 
To achieve this end, there will be 

- Program participation by approximately six financial 
theinstitutions wnich conduct a significant proportion of 

country's banking, and 

- Country-wide coverage for small entrepreneurs through the 

branches of participating banks. 

(3) The Industrial Development Bank will have the capacity and systens in 

place 	 to operate a credit guarantee program, and to monitor loan 
payments prcznptly when necessary.performance and issue guarantee 

(4) The capacity of the banking 	 sector to analyze micro and small 
business lending needs will be improved. Tb achieve this end, a series 
of specialized courses a,MSE lending will be provided to loan officers 
to inprove 	 their ability to diagnose MSE credit needs and related 
problems, and to coruct financial reviews and cash flow analyses. 

apply these new ideasTechnical assistance to to help 	the loan officers 

will also be needed. 
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(5) An improved understanding of the policy envircrnent will result fram 
the studies carried out under the project. It is expected that these 
studies will produce recommendations and ultimately revision of policies 
and regulations affecting the banking sector. 

B. Project Structure and Elenents 

1. Project Camponents 

The project will provide, over its four year life, an ESF grant of 
$10,000,000, of which $1,400,000 will be used to finance part cf the 
costs of administration, bank credit training and other program support 
activities. The balance of the $8,600,000 of the AID grant will be used 
to reimburse the GOJ for the establishment of a Loan Guarantee Fund to 
be held in trust by the Industrial Development Bank. The LGF will be 
available to guarantee micro and small business loans made by financial 
institutions that chcose to participate in the Loan Guarantee Program 
(LGP). The income generated by the LGF investments will be available to 
cover payments on defaulted loans and the operating expense of the LGP. 
The project will be incrementally funded by USAID with an initial 
obligation of $2,500,000 in FY 1988. 

2. Operation of the Loan Guarantee Program 

For the LGP, two important administration functions will be required. 
Both will be performed by the 1DB. The first and simplest will be the 
administration of the L(F held for the GOJ by the IDB. The Bank's 
Finance Department will have responsibility to manage the Fund, but will
 
be limited to investments in the GQJ bonds and bills and Certificates of 
Deposit (CD) at local banks. Priority in placeent of the CDs will be 
given to those banks participating in the program. All investments are 
very low risk and should earn an average of 7% annually for the LGF. The 
IDB will be required to establish a schedule for investment maturities
 
that matches the expenditures (guarantee payments and office operations) 
of the LGP. 

Secondly, a new office will be established in the industrial Development 
Bank to administer and monitor the guarantee program itself. The LGP 
Office will have two Jordanian professionals, the Office Director and a 
Loan Program Monitor/Officer, as well as a expatriate Loan Guarantee 
Advisor who will work with the staff for two and a half years. Job 
descriptions for all of these individuals appears in Annex G. 

Generally, the advisor will be expected to help establish program 
procedures and to oversee and participate in development of the Office 
staff to assure a smooth transition to self-sufficient operation upon his 
departure. The Loan Guarantee Advisor will have considerable experience 
and knowledge of small business lending as well as be experienced in 
training to increase skills in lending to snall businesses. The 
individual will report to the General Manager of the Industrial 
Development Bank and to the USAID Project Officer. 
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The Office Director wvIi be a senior individual with extensive experience 
in bank lending to small and medium entetprises as well as be familiar 
with risk analysis, cash flow lending and banker training. The Loan 
Program Monitor will monitcr participating banks' lending and performanoe 
and be responsible for development and operaticn of a cciputerized system 
for generating reports from information provided by the participating 
banks. 

More specifically in relation to the loan guarantee, the Office would 

receive and review applications fran financial institutions who want to 
participate in the program. The Office will then prepare recxmendatons 
to the IDB's Board of Directors which will make the decision on bank 

of the Centralparticipation in the program, subject to t!he concurrence 
Bank and USAID. The IDB Board of Directors include the Deputy Governor 
of the Central Bank, the Minister of Industry and Trade, and the 
Secretary General of the Ministry of Planning. A loan guarantee 
agreent will be signed bet-en the IDB and the participating financial 
institution. 

the Office will mrnitor the performanceIn impleTnentation of the program, 
of the participating banks in accord with program criteria and the 
participation agreement signed with IDB. This monitoring would be 
achieved primary by reviews of quarterly reports submitted by the banks 
and audits completed by independent accounting firm. Based on the 
reports and the procedures established, the Office Director or the 

Managing Director of the IDB would be responsible for payments to the 
banks for non-performing loans that are classified as a bad debt. The 
guarantee criteria and the bad debt collection procedures ace described 

in more detail in later parts of this section of the PP. 

Finally, the LG Advisor will direct the develoxpnent, delivery and 
evaluation of training cf local bank participants provided by an 
institutional contractor selected under the technical assistance 

the staffs of participatingcamponent of the project. For training of 
banks, there will be much activity initially but the requirements will be 

to three years of program implaentation. Therelatively small after two 

office will monitor the training programs to assure they delivex to the
 

business lending techniques.
participants practical and effective small 
The office will also oversee the selection of auditors, and review audit 
findings to determine the need for corrective actions.
 

3. Target Loans 

Iending will be limited to micro (under 5 employees) and snall (under 25 

employees) enterprises that are productive in nature, i.e., in the 
has beenmanufacturing, maintenance or non-trade services sectors. It 

established that small businesses have contributed to increased 
orployment at ler capital investment th an large businesses in most 
countries and it is generally agreed by the bankers interviewed that the 
same is true in Jordan. For that reason, the Loan Guarantee Program will 
emphasize productive activities in the selection of loan recipients, and 

will exclude retail operations that rely on inmorts or do not generate 
consumer sales oradditional foreign exchange. Financing for trading, 

consumer purchases will generally not be provided. The econamic 
objective of the program is to creiate enployment and generate foreign 
exchange earnings or savings. 
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An exception to this policy will be made for isolated rural areas where 

basic retail shops do not exist. In these areas traders will be financed 
on the high and unecanic transport costs incurredin order to cut back 

by the local residents. 

A qualifying sub-borrower is an individual, partnership, association, 
that is a private, Jordanian owned businesscooperative or corporaticn 

to firms oroperating in the Kingdon. Loans will not be made 
subsidiaries of firms with equity participation 	by the GOJ, including the 

is national in scope butPension and Social Security Funds. Me program 
e given to those businessespreference through a higher guarantee will 

outside the greater Amman area. Special efforts were extended to 

interest banks with branches in areas outside of Amnan. The Bousing 

which maintains 83 branch offices is particularly well representedBank, 
at least four comrmercial banks

in the outlying areas. However, there are 
with branch offices in major towns throughout the Kingdon. 

No loans will qualify for the guarantee from the existing portfolios of 
of the Loan Guarantee Program is to

the banks. The principal objective 
to businesses which have not previously had access to bank

extend credit 

credit. Only new enterprises or clearly defined expansions or upgradings
 

of existing businesses will be eligible for the guarantee. Credit to
 
included
ofprevious borrcwers for expansion existing business will be 

to that effect fran the participat-iig lending
subject to a statfe-nt 

debts will be strictlyRenewals or extensions of pre-existingbank. 

prohibited.
 

4. Criteria for Commercial Bank Participation 

in selecting participatingThe principal criteria that will be applied 
will be the estimated capacity of 	the institution

financial institutions 
to issue small business loans at the levels proposed. The terms and
 

conditions of bank participation may need to be reviewed on a periodic
 

to ensure that the desired lending is being made. Adjustment of
basis 

the terms as presented below may be required, but they provide what is
 

institutions inpresently considered an attractive package to financial 


Jordan.
 

of the guarantee to a specifIc institution itBefore allocating a portion 

must comit to sending personnel to the training program that will be
 

to
provided throqh the LGP. Participating banks will also be required 

For the initial year
pay an annual fee of 2%on the guarantee extended. 

in advance based upon an estimate 	of
of the LGP, this fee will be payable 

the size of the portfolio that will be guaranteed.
 

a. Loan Conditions 

The following loan conditions will apply to the 	lending program. 

(1) A guarantee of 75% will be given for loans 	of under JD 5000. 

Bowever, 	 if the production facilities are located outside of the greater 
a 75% guarantee will be raised to JD

Anvian region, the upper limit for 
For loans in the greater Amman area between JD 5000 and 10,000,
10,000. 


All wanen owned and 
a 50% parantee will be provided by the program. 

business loans will be guaranteed at the 75% level.operated 
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No loan of more than JD 10,000 will be guaranteed under the program. 
Blending of a guaranteed loan with regular cmuercial lending will not be 
permitted. Borrowing will be for discrete business activities within the 
loan guarantee limits. 

(2) At least half the number of loans in individual hank programs must 
be under JD 5,000.
 

(3) The guarantee will cover principal and interest (including six 
nonths accrued interest). Loan payments or collections received after a 
guarantee payment is made will be shared by the bank and the IGP on a 
pari passu basis.
 

(4) Banks may draw down on the guarantee on loans that have had no 
payment on interest or principal for over a six month period. The banks 
will be required to describe their collection procedures and have them 
approved at the time of application to the Loan Guarantee Program. Steps 
for collection must be followed in order for the loan to quLlify for 
reimbursement under the guarantee. 

(5) There will be a 2%annual fee charged on the amount of the guarantee 
provided under the program. 

(6) The program will be for term lending for discrete business 
activities or working capital loans. Overdrafts will be excluded. 

(7) The program will also address the difficulty encountered by new 
business in meeting loan repayments before the business has begun to 
generate adequate revenue, by providing appropriate grace periods. 

(8) Jordanian and American law relating to the prohibitions of lending 
for certain items such as pesticides, luxury goods, police or gambling 
equipment, alchoholic beverages, firearms and explosives will be 
applicable. Also the source and origin of the goods and services 
financed cannot be from Communist Bloc countries. 

The guarantee could also be used for supplier credit to individual 
businesses that receive funds in line with the previously listed loan 
criteria. Cne possible approach would be that in exchange for the 
purchase of eligible goods, the entrepreneur would give to the supplier a 
bill which is an agreement to pay for the items purchased per specified 
terms. The supplier may then present the bill to the participating bank 
which will discount the bill to the supplier. The discounted amount 
would then be eligible for inclusion in the Loan Guaranteed Program. 

b. Loan Review vnd Supervision 

In order for a financial institution to participate in the progran, it 
will agree to include in the credit file for each loan a full or 
constructed balance sheet and incae statement showinq the present 
position of the proposed borrower together with a bL~get or cash flow 
analysis which will support the proposed source of repayment of the 
specific loan. An estimate wall be made of future sales, cash receipts, 
cost of inventory purchases, salary expenses and overhead costs in order 
to convert the forecasted sales into cash for the repayment of the loan. 
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If the borrcer has insufficient experien e to prepare a formal financial 
statement, it will be required that the financial institution, in 
cooperation with the proposed borrower, draft a statement which will list 
the assets and liabilities of the business to be financed. These 
estinates, signed by the borrower, must be in the files of the financial 
institution for possible evaluation and audit by the LGP Offioe or its 
auditor. Using cash flow lending techniques, w expect that collateral 
requirements will drop sharply in the lending under the LGP. However, it 
is not expected that collateral requirenent will be eliminated. 
Collateral plays an inportant role in securing the loan repayment on the 
part of the borrower and security to the lender in the case of unforseen 
problems.
 

5. Guarantee Mechanisn
 

Experience has shown that the success of guarantee programs is highly 
dependent upon the clarity of ccrditions and rapidity with which 
guarantee claims are settled and paid. Therefore, to assure success, the 
financial institutions must have confidence that funds will be available 
and that draws under the guarantee will be effected smoothly. A number 
of features have been built into the project to assure that this 
requirevant is met. 

a. Funding Mechanism 

Project grant funds will be used to reimburse the GGJ for payments into 
the Loan Gaurantee Fund that is held in "trust" and managed by the DB. 
The Fund portfolio will be held in Goverrrnent of Jordan bonds cr bills or 
certificates of deposit at local banks. These securities will be held as 
a guaranty fund for loans made under the program. The GCO will purchase 
and be reimbursed for the securitieF over the life of the project on an 
incremental basis, as loans are made under the LGP up to a total of 
Project funding of $8.6 million. The interest proceeds fron the bends 
and CO)s will be used to defray the operating cost of the guarante 
program (payments against bad debts and admirds ~cion costs) -iid to 
increase the s.ize of the guarantee fund. A projection of Furd balances 
over the life of the Project appears in the Financial Analysis Section of 
the PP.
 

b. Agreeents with Ccmnercial Banks
 

These agreements will define the types of loans to be made, cammit for 
the required training in small business lendiing and credit manageent, 
and specify the reporting formats to be campleted by the participating 
banks, so that compliance with the ob-ctives of the projep can be 
monitored. 

c. Draw Down Procedures
 

While the agreement for payments on defaults with the participating 
institutions will not be a standby letter of credit, it should operate as 
easily as such an instruent with the participating institutions. The 
availability of the proceeds of the guarantee should be straightforward. 
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If the institution is in carpliance and its loan is delinquent under the 
terms of the agreement, funds must be immediately available on the
aproval of the Loan Guarantee Program without the need for additional 
review. 

A definition of a bad debt or standard practioe on write-offs for
non-performing loans does not exist in Jordan. Each bank has its own

rules. Generally, Jordanian banks do not cnsider 
a loan as seriously
in arrears until payments are delinquent at least a year. Although this
time frame seems appropriate in the Jordan context, unfortunately the
follow-up on delirquent loans appears very weak in a number of barks.

Good banking practices require that the lender maintain close working

relationship with the borrower and 
should check missed paynents prarptly
and review repayment prospects on a monthly basis thereafter. This

project wi]l consider a loan as qualified for a guarantee payment when
1te __n is delinquent on all payments for a period of six months. 
Consistent with this judgement, the Central Bank has pranulgated a more
stringent regulation which prohibit the banks from accruing interest on
loans that are six months delinquent. For the Lzan Guarantee Program,

the participating bank will be required to visit and 
review the borrowers
situation and show that efforts had been made to collect the funds. In
addition, the lending institution will be required to show that it has
taken all legally possible steps to effect payment once the loan is past
due. his will include demand letters, legal repossession procedures on
machinery and equipment collateral, notices to guarantors and any other

legal 
 steps that prudent banking in Jordan requires on delinquent loans.
Claims uzder the guarantee will include a copy of the debt instrnent,
with payments of principal and interest noted thereon, copies of the
original cash flow analysis undertaken when the loan was approved and
copies of the memos of the contacts with the borrower and copies of legal
steps taken in the collection efforts. 

6. Potential Bank Programs 

All but two of the nine banks contacted expressed interest in 
participating. Thus, it is anticipated that a substantial number of
local financial institutions will participate in the program and
establish or expand sall business lending. The final number of 
participants will depend on the amount of lending of the participating
institutions thenselves, but our objective is to have approximately six
participating banks. A large program and much lendling by the Housing
Bank or the Arab Bank (the two largest banks in Jordan) would limited the 
availability of funds for other financial institutions. Since anobjective of the Project is to help change the lending practices in the
entire banking sector, the participation of a good cross section of banks 
will be sought. 

The program is expacted to have a significant impact on increased lending
to enterprises in outlying areas because of the higher guarantee level
provided for rural businesses. An additional benefit of the program is 
anticipated to be an increase in the availability of credit to
wmen-owned businesses. This is likely to occur principally in Aman
where more women are included among the owners of small businesses. 
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While participation in the Loan Guarantee Program is open to all 
financial institutions, there will be a review of the financial position 
of the bank and recxnuended action on the application submitted for 
consideration by the IDB Board of Directors. 

Participation in the program will also be subject to tte concurrence of 
the Central Bank and AID. The initial allocation may be limited to 
assure that there are at least four banks or financial institutions 
participating. Close monitoring of loan reports from the lending 
institutions will be followed to be sure that loans are to qualified 
businesses, under the terms specified in the program and that 
delinquencies are being followed-up. 

7. Percentage Guarantee 

The decision to provide 50% and 75% guarantees is based on experiences 
worldwide that show that sharing of a significant level of the risk by 
the lending institution and the guarantor is necessary for a successful 
program. As an incentive for the bank to expand its lending into ne' 
areas, a risk sharing of a significant portion of the new lending is 
strong encouragement. Cn the other hand, too high a guarantee (90% and 
up) leaves the bank with insignificant risk and thus little incentive to 
extend good credit and supervise it. The 50-75% guarantee range has been 
found to be appropriate and successful in the expansion of small 
enterprise lending. A more detailed discussion of the incentives to 
increase small business lending is presented in the Technical Analysis. 

8. Size of Program
 

AID will provide grant funding of $8.6 million over the life of the 
project to back the loan guarantees with an equivalent amount deposited 
in the Lo.n Guarantee Furd. Thus, the guarantee will be a 100% backed by 
AID funds. This level ensures confidence on the part of the banks for 
this new program. The total value of loans supported by the guarantee at 
any one time will depend upon the relative sizes of the 75% guarantee 
coapared to the 50% guarantee loans within the banks' portfolios. For 
example, if all loans issued are eligible for a 75% guarantee, the size 
of the portfolio would be approximately $11.3 Million. If only 50% of 
the value uf tho loans issued are quaranteed, the program would leverage 
$17.2 million for loans for small businesses. 

A conservative approach was taken in astimating the value of loans 
generated: It assumed that the rcquirement that half the loans be less 
than JD 5000 would be filled with loans eligible for 75% guarantee. 
Larger size loans are more likely to be made in Aurnan, and a mix of 70% 
Avman-originated and 30% outlying area-originated was ass.ned for large 
(JD 5000 to JD 10,000) loans carrying guarantee coverage of 50% and 75%, 
respectively. This approach produced a weighted average guarantee 
coverage of 64%, and estimated total loan value generated of 
approximately $13.0 million. 

This level of AID backing is attractive not caly from the standpoint of 
confidence building, but also in that it is a level that can be 
self-sustaining in the sense of creating a Fund that can earn enough to 
pay for the cost of the Loan Guarantee Program. 
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As the program matures and default rates drop, t-e earnings fram the fund
should be adequate to increase the level of leverage without drawing down 

e F~r 's capital. 

9. Bank and ME Capacities 

In the present envirorment, the financial institutions are hesitant to 
enter the small business market. Based upon evaluations of the previous
experience of lending officers with sall business lending, it is easy to 
understand their caution. To overcome the limited skills of lending
officers in small business lending, each participating institution must 
agree to send the personnel who will be making the small business lcans 
to an extended training program. Only when the individuals have 
satisfactorily completed initial training will the institution be 
allocated a guarantee line. Follow-up advisory assistance will be 
provided to help the loan officers apply their skills. 

The small lending program administered by the bank will provide
considerable assistance to the potential borrcwer. As part of the
 
lending service, loan officer will work with applicants in helping them
 
develop and describe their financial position and gain a good

understanding of the revenue and cost targets they must achieve to meet
 
their 2oan objectives. As part of routine visits to borrowers, lending

off5 c-rs will also review the current financial position of the 
entrepreneur and suggest corrective actions when appropriate. 

10. GCJ Contributions for Expansion 

Any cyntributions to the Loan Guarantee Fund by the GOJ will, of course, 
increase the level of lending that can be supported by the program. It 
is reasonable amountto expect that the of the fund would be increased at 
the conclusion of AID participation in year 4 when the program has 
achieved self-financing status. 

In addition to GOJ support, the participating banks night be willing to 
supplenent the guarantee by making payments into a risk pool to be used 
for that purpose. 

C. Project Inputs 

1. Technical Assistance 

In addition to the long term Loan Guarantee Advisor at the IDB, twelve 
person manths of short term TA will be provided primarily to direct 
banks, and loan officers in particular, in the application of their new 
skills in risk analysis and cash flow lending. Technical Assistance in 
the amount of $680,000 over the life of the project will be provided
through an institutional contractor hired directly by AID. 

2. Training 

Through the TA contract, training services will be provided for: 

- training of participating bank personnel in cash flow lending and 
small business financial analysis, 
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- brief training program for senior bank management, and
 
- periodic follow-up and technical assistance to participating banks
 

and the LGP Administrative Office as required.
 

To generate adequate support and understanding of the program among 
senior bank management, orientation and worksho sessions of 1-2 days 
will be conducted for these personnel. This will help to assure that 
senior management will be familiar with and will support the new lending 
techniques that will be introduced into the bank's cperations as a result 
of the training provided to lending officers. 

The training of participating bank operational personnel is expected to 
be acconplished through a series of sessics involving personnel from 
participating banks. An intensive program of approximately three weeks 
will be provided for the lending officers and branch managers. Previous 
experience with this type of training suggests that it will be necessary 
to review accounting principles and to provide practice in construction 
of balance sheets and income and expense statements, as well as 
considerable hands on experience in analyzing operating costs and cash 
flow analyses. 

The follcw-up technical assistance that has been included in the project 
will provide for supplemental training and on-site assistance over the 
first two years of implementation of the program. 

Because of the lack of experience with cash flow and suall business 
lending in Jordan, it will be necessary to contract with a U.S.-based 
firm to obtain the training and technical assistance services. Training 
of the type proposed is provided on a regular basis to U.S. bank 
personnel, and no difficulty is anticipated in contracting with a 
campetent firm through a cupetitive procurement. While the materials 
that have been developed for these training programs are in English, the 
contractor would be expected to recruit bi-lingual personnel in Jordan to 
assist in training delivery. The IndLstrial Development Bank's training 
arm, the Jordan Institute of Management (JIM), will be used to give the 
courses and provide staff as appropriate. It already has experience in 
banker training and its institutional capacity is being strengthen by 
USAID/Jordan in other projects. 

3. Policy Analysis 

Although the policy environment for wnall enterprise operation and 
development is sufficient to enable small business to expand in Jordan, 
there are a number of biases within the system that are a constraint to 
faster MSE growth. The encouragement of investment law provides 
incentives to medium and large firms who establish industries in priority 
locations and "econcmic" projects. Generally, production by micro and 
small enterprises does not receive any special incentive from the 
government. There is a potential to help the MSE through concessions in 
the area of income tax, tariff adjustments and expedited custam 
procedures. 

A second major for analysis area will be the effect of the program on 
employment generation. Significant new employment is expected, but 



- 26
 

research on the type (laborer, seni-skilled, manager), level of training 
(uneducated, primary education, vocatiCnal, degree holding) enj source of 
education would be useful to plan additicnal enterprise development 
programs. In relation to decreasing Jordanian unemployment the issue of 
increasing Egyptian migrant worker employment in the MSE sector will be 
addressed. 

A---ther area to study will be the operations of the Loan Guarantee 
Program itself, especially in light of the recent liberalization of 
interest rates in Jordan. Given the need for these policy studies, the 
Loan Guarantee Project will set aside $200,000 for studies and policy

seminars in areas related to micro and snall enterprises develo nt and 
credit extension. 

This analysis carponent will be in:luded Ln the training and technical 
assistance contract, and is expected to generate 4-6 major studies 
related to the formation and groth of small businesses, and especially 
the financing and operating characteristics of these enterprises. 
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IV FWL AWI=LYS AND MMA 

A. Pot awigets 

omtztons to the projwtaect o Its four year life arw estimt 
to be jwt a.rd cw$24.7 million of which the AID il~t4oin win1 be 

-i0.0 millim while the lending inttutu-_ will catrihe as Loans to
8l1 I apprximatzly $12.9 milimc, Thre will also be
interest ~~-~zns from the Loan azantee Aid ad OMrantee fee earings
wich are ertivted to be $1.8 millim. 

Mie will also be a nmber of contributions that ar derivative or 
inlirect in nature. If we assume 1:1 debt equity ratio for the
participatr bhisi brrcper rtt h their -2 t1VibtJ M totl the 

eas the banks at $12.9 million. Finally, intaret e&rr 's an the
bank loans wiLU total aproximately $3.6 millionm. 2hx, the total 
e tures of the LGP and minin value of the reslting productive
activities wold be apprc cntely 41.2 millicn. 

AID funds wiL! be obligated on an i ncremental. bes, with an Lnit4al
obligation in PY 1988 of $2,500,000. Specific to the Loan Guarantee 
Fund, AID will provide a grant to the government to reimhu-se the QG for
its contriiutiants to the xoan Guarantee Fund that will be held in trust 
at 1DB. Wsrsennts of the $8,600,000 of AID grwxt funds for the Loan
Guarantee Fun will be made based on quarterly pxoJectins of guaranteed 

amts of moll business leningr by participating banks. It nBLoan

Guarantee Otfice will onsolidate the estimates of all participating

banks and A cit the infomnatin to AID. Adjustuants will be mae to
 
recza ile &Imml amd estimated loan di ra-&rms.
 

A smemry project bougt appears in Table 4 while a detailed yearly
budget ap. rs in Tahle 5. Table 6 is a buxget for the an Guante
Office in the IMI which will be finane by the earaing frcm the LGF and
the 2%guaanee fee. Table 7 provides projections a the sures and 
u&es of funcls for the Lcan Guaramtee Fund and thus provides a projection
of the its self -sutainability. 

For the budget table, a caug of 50 " mmtml irflatlcn of 5%are 
aN4-e0d to the tehical wistanoe arrS tzaing pxtian of the grant.
No inflaticor is qled14aMtnx for the Zuf umd to bed* theIcan gUarwt sii the fumd will be dram down as Deedd. Long te= 
tedricaI aedistanc is bdgeted at $200,000 pe year, all osts
includled, while short tam teckmdml aseaitax I estinta to cct
$15,000 ptr mrnh. To ocmplete an analysis of th "souroe ane se of
funds, a 101 default rate was estimated for the fixt three years of the 
prti rard then mov% to 8%in the fourth year. 

R. &tuve and Uses otFunds 

ft size c the prgm in of total v1e ef ut stmdi; lcmnsA 



-28­

gaga tad by' the Vau.atme is a function~ ef risk sharing (percentage of 
ratee), default ntm and fwd selff-msta lity. 

")e Ii amiad c b1j€imzts and the Worwse fe = .tled from 
pazittid.ng w-s tiavi - of tird that are additive to the
fur3~j]U p -dad by the ?k= Grat jie ftn viabt h ran~t 
a2,e reuoex3 by th*ene c q~xatlng the Lean Progrm WXice2of QOiaxrnt 
and by clal againat the guarantee, of whdc the latter is the etStignlimft. 

I guarantee fees colle&ted frcm banks are sfficierit to wer est .mate 
cerating expeses amd provide a well iuplus. As a rem~t, the ai lity 
of the fund to achie'w sEL-finir is rmitedz by the relaticraship
botwen the iJnesnt ircmariedn by the fund andO the mount paid out 
to cover Ican defaults. Smxwhat pesinstically, the default r.te is 
estimated at 10% an the average wotsta4ing balanoe of I for each of 
the first three years. The rate is assumed to drop to 8% it, the fcarth 
year of the progra as the )anft gain nre aperimece with wg.l kusriness 
lerclirx. To assum a lower default rate wm~d not be in lhit with the 
risks involved and experierpms at the 33B and othLr IflC mll enterprise
develoment progr. Based upctm this default rate, the trd will be 
marginaly decapitalizd throu# its first three years of cperaticn, but 
will becxize nearly Meif-fincing in the fouzth year if the default.6 stay 
at 8%or less. A review of Table 7 on LGF a"d L' Source ad Use of 
Fds prvides the pemific can this finding. 

C. thods of Pwimnts 

7he follcwirq cbart presets a wxnmary of the ontracting and paysient 
mthxdS for all cmnr-_ -- of the project: 

AM Grant: Contract aM Purxlmd )ktbo 

dPant Methd M 

Tecnical Asistan and Direct Pa nt - $110,000 
Traini Qzrtract 
AID Cmtct 

- Direct waei w pot 

Evaluation a"d Axdit - Direct Pamt ­ $105,000 
Direct Contract teaimburant 

Garantlee kon 7zd Boat C.mry - $8,600,000 

Cmaodltim - AID AID Diret $40,000 
P=Vbfte ca&W ft en 

http:pazittid.ng
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Table 4 

Loem omat Po 

SoAoe &M =IB/GW Private S s 73 

i 1 IC IX IC X LC 

A. Te iml ASSi Stance 695 - 695 

B. Tr&inirq 215 - 215 

C. Rsearch 200 .. - - 200 

D. office Cperatian - - - 472 - - 472 

E. C=roorE tie6 15 25 - - - 40 

F. Evluation 105 - - - - 105 

G. IL Fnd - 8600 1291 - - 9891 

B. Funds Lent - - - - 12919 12919 

Criinra-cy (A to F) 60 .- 60 

Inflatimn (A to F) 85 - - - - 85 

TOMIYS 1375 8625 1763 - 12919 24685 
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V MOL MMOINi AM ~ 1 AMRIhN0DTS 

A. hpmpaibiltites 

1. QaJ and =E 

For t-h W1, the Is wiUl be the implezsftizN m9way " haw dLt 
re*sj ibility for in rtof the LMn Q~Aratws Fund and the 
amtnistratio of the qu~mte pvgram itsl. M& Cetral Bk, flas the 
irnitor and regulator of th ban~dng systemi, wil-l hawe orsigbt
responsibility for the Lam Guarantee Programn. Thse GJ will estiblish 
the Ioan Guarantee F" held by the =B, with AID grant mmies ue to 
re.iz trae -the GJ.for its pardAse of bzoas, treasury billso 
certificates of depceit. w'e Departmi~t of Finance within the IMwill 
ranage the fund to esure xdxmn return and appropriate fI .bi Ity to 
pay guarantee liabilities amd the :pe.tinal expeses of the LC' 
Office. It will he a line office under the bank's Geeral ?kwyar with 
major dec icns going to the ard of Directors as appropriate. I I will 
budget and draw from the Loan Guarantee Fund mnes to operate this 
office. An estirrted budget for office qeratics appears in the 
Financial Plan. 

Tbe office staff will have day-to-day resporisilities for dealing with 
the curavercial banks to nsure effective use ,f,and conpliamo with, the 
Loan Guarantee Progr= objectives. The office respcsibilities 9erally
fall under three aeas: First, the office will zeview, evaluate and 
recamend to IDB Board of Direct=s or possibly a subommittee to include 
rersotatives fr= the Catral Bank and the Ministry of Planning the 
aproal of the carmwrdA bank applicatins for the program. Second,
the Offioe will be resonsible for monitcring and evaluating per-nce 
of the ouiercal btanks uranteei leding. nhis responsibility will 
inclvxl training needs a.ssment and training delivery. During the 
first two years of cpeatkr the Advisor will be in the lead in training
but will be dveloing the Wkille of the staff to handle this 
resposibility upon his deprture. Finally, the office will review and 
rd decisions on pe wt under the Loan Guarantee Fund. Since the 
sucte- of loan qxumntee programs aro the world has often tx=)ed on 
thease and fairness of the pae n default, the pr s of revie, of 
the payments on the bad debs alicato izst be tmlly and =teria 
clear and easy to agily. 

2. Oamrial a-*j 

In order to participate in the loan Guarantee Project, the finw a] 
institution will be rered to sign a mster agreement with the IM. 
Ids agrewrent will be qLm an applicatian by pticiatin 

canetrcdal banks. 2li* agrenr t will aecify the AMzu ofcnd ~tio.s 
and the ma~dzn ==mt cf sm&I businas kIe that will be inue within 
qxIci period. 2he k* vlf be vrd to ptmw&d quarwy rqpcnts 
uon coutstanding and~ we projecticms w Ion to be wrotuw &Wing 
the net qumrtax. )/J~'ordan and the IMZ wil-l bave full aces to all 
l recds for lulling wich is owa the grin. 2t s 
expectd tat f the delinwmKd c lowa n 250 of sittm the total 
value orf the total nube ct loans wutaring, qurnt fm a. 

leningwil best to give the jri I g haz*bm time to hqwove 
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. omrar M tinntn kaas 

A direct USA centract wiUl be n.re for techdl a ssitamn,
training and the Analysis "g, . Of the pro*-,+. After viWing the
re~pWieSC tn the QmerC a ir*W r&ily Slicitatian -, Intct in the 

.r by "Greyh ent MrUt2~ h ~t~vi ~i t happzriate cmtrctirjg mec*waiw. Full =4s cpen cxetitirn Or a1 91 1'buainem set-aside will be ge11 depening on the nature of tM 
respxrdrg Grey endment ocotrantx s. Zmr assirig that full " Te
ometiticn, tI&1cgest of the cctacticj prooe2mrS is folloed, 
ontract should be Marded by the 
adv±a nxa.:d -be in Jcm:an to Nzt 
Peruary 1989. 

of Dembr, 1988. 
the establis 

a 
The 1aq-teM 

its re offioe by 

2. COcmnodties 

AID will proure only $40,000 cf orcuiities =mder this project. 
proc.rnt will be made thrczqb An) purch8.se order prepared by theproject Officer in the Private E&terprise Office and issmd by the
14issi. Purchase Orders will be €capleted for an office car of U.S. 
saur¢ and origin, the local pzt mrt of office equipnent and a two 
workstaticn off ice cxjTipter. TocmI p!oc xuent will be gade for the 
perscn al cczwpurt, because of the ne to have arwriate DervIce and 
backup caphbility. 

C. Sdxeile 

2e project bchedule i6 pregit belo in detail for the first year ofiplarmtation and tr ', only the major activities are listed 
thmugh the reaikler of the =oject 1ife. The reqx~ ible entities for
Iuplementation as listed co te SCbr'.'Ule include the Area Cntract Office
(XCO), the UM Hisicwn to air ('AD/J), the Ministry of Planning
("j), the USAD Private ne:-. iW Cficer (PM), the IzAwtrial 
Duc opnent Bank (MB), the JC. Instatute of Hnc ext (IM),
Ccmercdml Banks (Cmn Banks), the IDB's ICSf GQante Office (MG Offici) 

Projectd~a 

iReSPcIible 

1988 
-7/-7 --- o CM mpest - any hwrdnent Fin interest in M 

8/1 -UM/ - rviw of Qry kwnt t Pi= Qalificticn
8415 S*c tGr-un~Apewwt 

- ~W 4-Jdtaticm* f=~ 2R Otract 
8/29 -Iwa- - Isme o for Wdc.e 
91-11A - , - fr ,up Office 

10415 Ur CRt M 

http:purch8.se


Dot* hme*b Aftim 

-AM1 - All Prrtxvms fot~ h Cmtrzvct e1ved
 
11/-1215-AIM,'Ir - Devioi and Seleatim ofci!A Cmtractor
 

12/49 jim - Omtract sim. 

'1989
 
15-OSAI/J7 & - Procue Off ire Bpm A Materials
 

-e -
 Cmr Arrives 
2/B3 -Owitrctr - rriva1 W is ftxalivt 

ice Cpeed-1DB2/15-3/15 IM/US.ThJ 
-Off 

Rekcruit and3 Hire Staff for IC Office 

Ccntractar4/1-5/15 -I.G Office/ - Review and Approve 3--5 Banks for UP~. 
1DB Bord 

5/15 -Ccntractar - First Tral.ig~m Cure 
&iJIM 

6/15 -Commn Banks - First Qwirateed Loam m&. 
8/15 -1LG of flc/ - kxxit fi=z conrct ma~rdec 

Ccntra&tor - First ST Advisor Arrives t.D Belp Apply Cash Flcw 

10/1 -cam~ Banks - Quarterly Reports
10/15 -LG Off icx - Begrnir of Pegalar Cycle of Tmining anid A 

&JIM 
-Lr, Off ioe - Aladit Fizz beginsi iaqLdr Xeviews 

1990 
i/1l -IDB - Syvt~m for Payeats czn Bad Debts Cperataicia1 

-Cctractor - Initial Research M5Ek Ccpleted 
6/a-4/30 -USID/3 - Iten=Al evaluatim of project 

IDB 

5/1--5/'31 US&mI/3 - Major ]Project Evaluaticu 
IDB
 

6/30 wtaor- LT Mdviar dqrs 

Vm - Projwt Amsitc oqx~etie Date 

D. H~dtdirng, BvlUaticn "n &XUitS 

Im additicm to AnD J*rojec~t mnget, revimw md cootrol of the UP' W111 be 
ytwitd Uuvrc three dietiz~t ftw~tICs: mitwing of partic~ating baa 
periu2Enoev1 6Wbatiai of ;&jact ivact; old al3iting of tirwKdiA1 zo 

r 
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1. AID Project Management 

The USAID/Jordan Office of Project Development and Private Enterprise
will be responsible for management and monitoring of the project. With 
the assistance of Mission and regional staff as well as Mission senior 
management, the Office will: 

- Review disbursements of grant funds for reimbursemant of
 
securities purchased by the GOJ;
 

- Select through ompetitive procurement training and technical
 
assistance services;
 

- Monitor project activity, including ontractor performance and GOJ 
compliance with conditions and covenants of Project Agreemnt, and take 
management action, as needed; 

- Supervise project evaluation activities conducted by the
 
institutional contractor;
 

- Help designate topics and evaluate results of policy analyses and 
other studies; 

- Review performance and financial reports prepared by the LG 
Administrative Office; 

- Conduct pericdic visits to participating banks; 

- Review LGP audits of participating banks prepared and take 
appropriate actions; and 

- Report on project progress to Mission management and AID/W, as 
appropriate. 

2. Monitoring of Participant Bank Performance 

Participating bank performance will be monitored by the LGP Office in the 
Industrial Development Bank. Monitoring of participating bank activity 
is particularly important to assure that the banks are applying 
reasonable and consistent standards in the review of loan applications,
and that they are vigorously pursuing debt collection prior to submitting
claims against the guarantee. The activities of the participating banks 
will be monitored in two ways. Quarterly reports will be subnitted by
each bank and then to supplement this reporting, reviews will be 
conducted at six month intervals based upon the anniversary date of the 
entry of the bank into the LGP. Spot reviews, or a more frequent
schedule of reviews will be conducted if the program experience dictates 
or if specific banks appear to be having difficulty. 

The reviews will have two purposes: (1) to detenine the level 
of small business lending activity carried out by the bank during 
the period; and (2) to assess the quality of the small business 
loan portfolio and the overall soundness of the loan management
practices being followed by the participating bank. 
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The review of lending activity will include ompilation of the 
following perfonance statistics: 

- number of IGP loans made during the period;
 
- distribution of loans by
 

- subsector
 
- size of loan
 
- gender 
- size of firm
 

- repayment and arrearage statistics 

The LGP Office will camile this data in quarterly reports for management
review and for subinssicn to USAID and the Central Bank. The data 
collected will be analyzed to determine the effectiveness of the LGP in 
reaching the target groups, and the need for additicnal training or other 
corrective actions at individual banks. 

3. Evaluation
 

The LGP will be evaluated twice. First, an internal evaluation will be 
conducted one year into full implementation of the Project and then a 
full evaluation will be conducted a year later to occur approximately at 
mronth 30 of the Project. This second evaluation will be concerned 
primarily with measuring the performance and impact of the two key 
elemnts of the project: (1) the credit needs of small and micro 
businesses; and (2) the development of small business lending skills and 
an increase in lending to small businesses by cammercial banks. 

a. Impact on Credit Needs of Small Businesses 

The evaluations will measure the following effects: 

- number of businesses assisted by the LOP 

- size and number of loans per enterprise 
- subsector distribution of loans 
- distribution of loans by gender of owner 
- size of firm at application and currently 
- urban/rural location of primary business operations 

- profile of non-recipients 

- estimated number of applicants denied 
- subsector distribution 
- distribution by gender of applicant 
- years of business experience 
- reasons for loan denial 
- rural/urban distribution of loan denials 

- quality of service
 

- length of time required fra application to approval 
- competitiveness of interest/fees 
- type and level of assistance provided by loan officer 
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This and other data will be collected fram a stratified randcn sample of 
boaers in both urban and rural areas. Tbe results of the analysis of 
the data fram the evaluation will be used to identify the actions or 
other adjustments that are required to improve the effectiveness of the 
guarantee program over its remaining life. 

b. Impact on Small &'siness Lending Practices 

The second component of the evaluation will address the effects 
of the program in establishing self-sustaining capabilities and in 
institutionalizing financial services to micro and small 
businesses. It will focus on identifying the services that have 
been added by ccanercial banks to meet the needs of small business, 
and the quality and cost of the services provided. 

The evaluation will rely on a survey of all the banks that 
participated in the program, and a sample of non-participating 
banks. There will be sane overlap, but a natural complementarity, 
between those items needed to evaluate credit impact and those required 
to evaluate lending practices. Measures of the impact of the LGP will 
include the follcing: 

- Number and average size of loans made by each bank 

- participating and non-participating banks
 
- rural/urban mix
 
- average loan term and rate
 
- amount of collateral required
 
- average processing time
 

- Loan applications rejected 

- distribution by size of firm and subsector
 
- size of loan requested
 
- reasons for rejection
 

- Number of loans defaulted 

- loan amount
 
- distribution by finn size and subsector
 
- months in arrears at foreclosure
 
- amount of claim on guarantee
 
- length of time to settle claim
 

- Number of personnel assigned to small business lending 

- average time per borrower
 
- typical services provided
 
- processing cost per loan
 

The analysis of the data collected in this portion of the evaluation will 
be shared with the participating banks and used to identify additional 
training requirements or other adjustments that might be required by the 
program. 
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While the results of the evaluation will be inportant in the first 
instance in identifying the progress achieved and the actions required to 
increase program impact, they will also serve to increase understanding 
of the role of the LGP in expanding the "r.sk frontier." 

The credit experiences around the world has led to reliance on guarantee 
extension to promote growth of small enterprise. Experience to date with 
credit guarantee scheres has been too limited to produce conclusive 
evidence of the effectiveness of this approach in Jordan. For that 
reason, the evaluation of the LG project can make a significant 
contribution to the understanding of the issues and program parameters. 
In this regard, the Loan Guarantee Project is quite consistent with the 
AID approach in encouraging the use of innovative projects as a field 
laboratory for expanding understanding of the development process, 
particularly these efforts leading to market-led growth. 

The evaluation of the Loan Guarantee Project will provide additional 
insight into several of the key issues surrounding credit guarantee 
programs, such as: 

- additionality - in view of the very wail number of loans made by 
comercial banks in Jordan, the LGP will provide considerable evidence of 
the effects of a guarantee in drawing out additional credit. 

- bank participation - the participation of the banks, particularly 
privately owned commercial banks, is critical to the success of a 
guarantee program. the LGP will provide very useful information on the 
success of guarantees in encouraging bank participation, and on the 
effectiveness of a two-tiered approach to achicving an equitable or 
tarqei.-.d distribution of loans­

- default rates - for a variety of reasons, there is very little 
commonality of default rate experience that can be relied upon in project 
design. In addition to providing another default rate statistics, the 
IP should provide useful date for comparison with the experience of the 

1DB in administering its small business lending program. 

In summary, the evaluation of the LG Program can be a potential source of 
considerable information of use to AID personnel and others involved in 
the design of credit guarantee programs. 

4. Audits 

Audits of participating banks will be conducted by Independent 
Public Accountants (IPA) contracted through the LG Office using LG Funds. 
This elinintes the need for assignment of AID personnel to conduct the 
audit, although $30,000 is provided in the budget to meet AID audit 
requirements that are not satisfied by the work of the IPA. The 
financial records related to the guarantee program for each bank holding 
guarantee loans in its portfolio during the period will be reviewed and 
audited at least annually. In addition to verifying the completeness and 
accuracy of the financial records maintained bry the bank for its 
guarantee loans, the IPA will also verify that the bank is in compliance 
with the guarantee program requirerents. 
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The review of program curpliance will verify that: 

- loans included in the guarantee portfolio were entered into 
during the period covered by the agreeent between the GP and the 
participat~g bank; 

- multiple loans have not been extended to one fin in excess 
of loan guarantee )_imits; 

- the total value of claims for recovery under the guarantee has 
not exceeded the limit established for individual banks; 

- officers of the bank and their immediate families have not 
received guarantee loans. 

The results of audits of participating banks will be submitted to 
the Industrial Development Bank and A.I.D. on a periodic basis. 
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VI PRQ= ANALYSES 

A. Technical Feasibility 

The technical feasibility of the LGP is strongly supported by the 
characteristics of the current ecrnomic envircrzent in Jordan, and by the 
relative simplicity of the approach that the project takes to provide 
term loans to emcourage the growth of small enterprises. The analyses of 
the technical feasibility of the project focuses on 7n cxamLnation of the 

econrmc and market conditions supporting the demand for small business 
loans, and on the c itions that would need to be addressed by the 
project to overcarie tra itional limitations on the supply of credit to 
this segment of the private sector. 

Analysis of the flow of funds for the project indicates that even at the 
modest level of funding proposed, and using conservative estimates of the 
default rate, the LGP will generate nearly $13.0 million in loans to 
micro and small businesses over the four year life of the project. 

The principal sources of the estimates and assess~nents of conditions in 
the small business and banking sectors are a report prepared by 

Robert R. Nathan Associates under the ARIES project in October 1987, and 
an informal survey of senior personnel in the Amman and branch offices of 

9 major banks conducted in June 1988. 

1. Econcrnic and Market Conditions 

The economic environment in which the LLP must operate has been described 
in detail in previous sections of this Project Papcr. Briefly restating 
that assesment, the Jordanian economy has leveled off and entered a 
period of slow growth following the rapid expansion of the early 1980's. 

Under present conditions, the current rate of growth is insufficient to 
offset the effects of the projected birth rate or the effects of the 
large number of workers that are retu;.Tning to Jordan fram the Gulf. This 
project addresses the nee, to expand the employment base in Jordan in two 
ways. By providing credit to small businesses, the project will assist 
growth of the sector of the econcy that accounts for a 
disproportionately large proportion of the employment base and employment 
grocth. Increasing the availability of credit will also provide 
opportunities for workers returning fran the Gulf to establish businesses 

and generate -Additional employment. The returning workers represent an 
experienced %%c)rk force, many of whom have managed to acuLumluate modest 
savings. In making credit available to these workers, the project is in 
essence creating an opportunity for returning workers to invest these 
savings in their own businesses, rather than just drawing them down 
through a long period of unemployment. 

a. Small Business Credit Demand 

Very little information is available on the composition and 
financing characteristics of micro and small businesses. Statistics 
prepared by the Ministry of Industry and Trade rely on an 
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industrial classification system that requires grouping firms into only 
23 categories; too highly aggregated a level to be useful in identifying 
the areas in which small businesses doninate. A survey of small 
businesses was proposed under the ARIES project, but it was not possible 
to collect data for other than a pilot test sanmple of 50 entrepreneurs 
because of difficulties encountered in obtaining the necessary survey 
clearances.
 

The best source of information on the demand for credit by small 
businesses is the Industrial Development Bank. The bank has operated a 
Small Scale Industries and Handicraft program to provide icans up to a
 
maximnm of JD 4000 for thirteen years. During this period the IDB 
extended nearly 2,400 loans with an average term of slightly more than 3 
years. There had been a steady increase in the number of loans issued 
each year until 1984-1985 when the number of loans issued jumped sharply 
to 400. The sizeable increase overburdened the small staff of 6 loan
 
officers assigned to the program. Because of the amotnt of time that the
 
staff has had to devote to loan management activities and a larger number
 
of problen loans than had been encountered in the past, the number of
 
loans issued in 1986 dropped to 77 (see Annex F for summary details). 

Bank data indicates that the ast majority of loans are for JD 3000 or 
more which suggests that there is considerable pent-up demand for loans 
in excess of JD 4000 thiat are generally only available fron banks. 

Demand for credit in the rural areas seems to be more a function of 
access to bank offices than- a reliable indicator of the interest in these 
areas in obtaining loans to finance business activities. Several of the 
cmrrercial banks are represented in the outlying areas, but branch 
managers generally must seek approval of the Amrman office before making
loans. The Bousing Bank, however, is well represented in the populated 
areas outside of Amman. The Housing Bank program does not currently 
include loans for micro and small businesses, but it has indicated a 
strong interest in participating in the LGI. From the very limited 
information that was collected through the ARIES project effort, it would 
appear that business start-ups and expansion are financed primarily 
through family members. 

b. Hindrances to Increased Access to Credit
 

Term lending to micro and small business entrepreneurs by ccmmercial 
banks is virtually nonexistent in Jordan. The only formal source of 
snall business loans is the Industrial Development Bank, which as 
mentioned previously, has had to reduce significantly the number of loans 
that it makes annually. As in the case of many other countries, credit 
is generally only extended by camercial banks on highly collateralized 
terms to a small group of favored clients. Typically, these loans are in 
the form of overdrafts, and are "evergreen", i.e., are renewed every year 
and, therefo-e, constitute a constant line of credit equal to the 
overdraft linit approved for the borrower. 

Previous studies of the banking sector and the interviews conducted in 
preparation for this project paper indicate that Jordanian bankers are 
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very risk adverse. Most regard snall business lending under present 
conditions as carrying too high a risk and too costly to administer to 
warrant much attention. Not surprisingly, most banks are quite liquid 
and, therefore, could extend credit if they regarded the degree ot risk 
as acceptable. 

The project addresses the adversity of ommerrcial bankers to prcvide 
credit to micro and small businesses, and thereby the need to increase 
the supply of credit to this segment of the private sector in two ways: 
by providing training in lending techniques appropriate to small 
businesses; and by establishing a guarantee level fo! small business 
loans that reduces the risk sufficimtly to attract comercial banks to 
small business lending. 

2. Need to Improve Small Business lending Skills 

Interviews of cxmercial bank personnel in Amman and outlying areas 
indicated that they had little experience in making loans to smll 
enterprises. While the overall quality of personnel seemed quite high, 
their experience has not prepared them for the detailed cash flow 
analysis and lcvel of assistance to the entrepreneur that is 
characteristic of small business lending. Because of the current 
erphasis in the banking sector on highly collateralized lending and 
previous experience with the borrower, it will be necessary to train 
ccrrercial bank personnel in lending techniques that are applicable to 
analysis of the credit worthiness of small enterprises if they are to 
participate actively in the ILP. While the lending analysis techniques 
to be presented in the training are quite different fron the methods 
applied currently, they rely upon the basic accounting and analytical 
skills that are already possessed by lending officers. 

As indicated in the description of the project ccmponents, two training 
programs are proposed. An intensive program of approximately three weeks 
will be provided to lending officers and branch managers. The Jordan 
Institute for Management (JIM) has facilities that would be appropriate 
for conducting the training. Faculty at the Institute will be invited to 
participate in the training programs both to introduce them to cash flow 
lending, and to establish a potential source of future training in the 
subject. The training program does not require any special equipment, 
and can be conducted entirely with the use of basic audio-visual 
equipment such as an overhead projector. Participants would be required 
to have access to adding machines or calculators, but most would be 
expected to supply their own. 

3. Incentives Required to Increase Supply of Credit 

Given the highly risk adverse nature of lending practices in Jordan, and 
the limited experience of commercial bankers in small business lending, 
training in lending techniques alone cannot be fxpected to increase the 
supply of credit to small enterprises in any significant amounts. The 
analysis of current conditions indicated that it would be necessary to 
reduce the risk of lending to small businesses if cxxrrercial bankers were 
to be expected to participate in this activity in any significant numbers. 
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Loan guarantee programs have proven to be highly successful in both 
developed and developing countries in increasing the supply of credit to 
small enterprises. Discussicns with bankers in Jordan confirmed their 
willingness to participate in small business lending if the risk of loss 
could be reduced. At issue in assessing the technical feasibility of the 
LGP is: (1) the distribution of risk between the lending institutions and 
the guarantee fund that would be required to increase the supply of 
credit to the snall business sector, particularly in outlying areas and 
nontraditional enterprises; (2) whether the banks would have sufficient 
confidence in the guarantee fund to participate; and (3) would the program 
overload the capacity of camercial banks to handle an increased 
volume of loans. 

a. Diftribution of Risk 

Experience in 27 developed and developing countries reviewed by the World 
Bank (Jacob Levitsky and Ranga N. Prasad, Credit Guarantee Schemes for 
Small and Medium Eterprise, World Bank Technical Paper Number 58, 1987, 
Washington, D.C.) indicates that the appropriate balance of risk sharing 
between the lending institution and the guarantee fund lies between 20% 
and 50%. When the risk to the banks is less than 20%, there is a danger
that it will issue too many risky loans because it has little to lose. 
Discussions with commercial bankers, representatives of the Industrial 
Development Bank, others various ministries led to theand in conclusion 
that a 50% guarantee would be regarded as adequate coverage for loans 
originated in the kman area. Considerable skepticism was expressed as 
to the adequacy of this coverage to encourage lending in outlying areas 
or to wcmen-oced enterprises. The final project design and the 
agreements that will be entered into with participating banks will 
provide a 50% guarantee to loans originated in Amran, and a 75% guarantee 
for loans originating outside of Anman or extended to women-wned 
businesses. 

b. Bank Confidence 

Experience with credit guarantee programs in other countries indicates 
that next to the guarantee percentage, bank participation is most highly 
influenced by the level of confidence banks place in their ability to 
recover claims against the guarantee fund. Reasonable assurance must be 
provided that: (1) claims will be paid; and (2) that the length of time 
and administrative burden of recovering a claim will not represent an 
additional cost of participation. 

Several features have been built into the design of the LG project to 
provide as more assurance as possible to banks considering participation,
that their claims in the event of loan default will be paid promptly.
For one, ready accessibility to the funds that will be paid to a bank in 
the event of an eligible claim is assured by the fact that guarantee
fund, in the form of securities and investment income, will be managed by
the Department of Finance within the IDB, and, therefore, will be readily 
accessible the LG Administrative Office wit!xout the need to seek other 
than IDB General Manager approval of disbursements from the fund. A 
covenant will be included in the Project Agreement to that effect. 
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The project alsc assigns responsibility to the LG Program Office to
establish, with the assistance of a long term advisor, a clear set of 
regulations governing payment of claims. This will be prepared and 
distributed to the banks prior to accepting applications for 
participation. Procedures and approvals associated with claim payment
will be kept to a minimun, but these also will be published in advance so 
that the banks know exactly what steps they muist take to settle a claim. 
The LGP Office will be committed to settling claims quickly, but will 
reserve the right to re-open the case in the event that there is further
information forthcoming suggesting negligence or misrepresentation on the 
part of the barik. 

Prior to accepting its first application, the Loan Guarantee Program
Office will also establish the procedures and responsibilities for 
recovering from the borrower any portion of the unpaid debt, even after 
settlement of the claim. The agreement between the IDB and the 
participating lender and the IDB will also spell out clearly the division 
of repayments, amounts recovered and losses between the guarantee fund 
and the lending institution. 

c. Implications for Bank Work Load 

The total amount and number of loans that might be generated under the 
guarantee were calculated to detemine the impact on the existing loan 
activities of participating banks. Using a value of $13.0 million for 
the total loan amount supported by the guarantee fund, the banks might
issue as many as 1,600 loans over the life of the project, but would have 
only around 80 in their portfolios at any one time. This estimate 
assumes an average value of JD 3000 for 50% of the loans and an average
value of JD 8000 for the other 50% of the loans. Short-term loans are 
expected to turn over 2-3 tmes and long-term loans would turn over once. 
These estimates would apply at the time of full implementation of the 
project. As can be seen from Table 7, incremental funding of the project
results in a gradual buildup in the value and number of outstanding loans. 

If 6 lending institutions are participating when the program is fully
operational, each bank would be carrying an average of about 135 loans 
each and a total guaranteed loan portfolio valued at approximately
$2,000,000. Thi is well under the loan management workload typically
handled by the banks considered to be strong candidates for participation
in the program, and, therefore, does not ntpresent an excessive burden on 
the banks. 

B. Institutional Analysis 

The analysis of the capacity of the institutions that will participate in 
the LG program was limited to the Industrial Development Bank. Prior to 
receipt of applications, it is not possible to identify the comrcial 
banks or Non-Bank Financial Institutions that might take part in th)e 
program. Applicants, however, will be subjected to an Intermediate 
Credit Institution (ICI) review as part of the selection process. 
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1. Considerations in the Selection of the Industrial 
Development Bank
 

Three alternatives were considered in the deciding where the organization 
that would have responsibility for administration and oversight of the 
Loan Guarantee Fund would be locat.-. The alternatives considered 
included the Central Bank of Jordan, the Industrial Development Bank 
(IDB), and an independent entity. After due consideration and 
discussion, it was determined that the IDB provided the most appropriate 
location for the following reasons: 

- The IDB has thirteen years of experience in operating a mall 
business lending program comparable to the program proposed; 

- It has a corpetent staff experienced in lending to small businesse
that are a potential source of technical assistance to comercial 
ba'.ks participating in the program; 

s 

- The IDB is 30% owned by the GOJ, but is managed on a profit and loss 
basis under very ccrtpetent senior managenent that has established an 
effective private sector-oriented organization; 

- The bank is centrally located in close proximity to most of 
camircial banks that it would be responsible for monitoring; 

The existing Board of Directors of the IDB include senior representatives 
of the Central Bank and the Ministries that would provide GCJ oversight 
of the LGP, as well as key representatives of the business ccrmunity, 
which eliminates the need to establish a separate ocrmittee for this 
purpose. 

2. Capacity of the IDB 

The activities of the bar-k include loans to industrial activities, equity 
investments in projects, participation in syndicated loans, underwriting, 
brokerage services, management of the Jordan Institute for Managen)_nt 
(JIM), and management of the Small Scale Industries and Handicraft Fund. 
In 1987 the IDB approved 58 loans totalling JD 7.7 million with an 
average value of JD 130,000. It currently holds equity investments 
totalling JD 4.8 million in 30 projects. Total assets of the bank are in 
excess of JD 61 illii,. In addition, to being an active and effective 
instruent in proroting market-led growth, the bank has a well-founded 
reputation for being well managed. 

The Small Scale Industries and Handicraft Fund managed by the bank is 
both an example of the success of micro and small business lending in 
Jordan, and an important source of experience for development of adequate 
loan management procedures to be followed by commercial banks 
participating in the LG program. 

The investments of the IDB are managed by an existing Deparbtent of 
Finance with the requisite skills and experience for management of the 
investments of the Guarantee Fund. Access to this existing capacity 
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simplifies the investment managerent requirnts of the program, and

should cntribute to rapid processing of repayments to the banks, when
 
necessary.
 

C. Econmic Analysis
 

1. Macroeconnic Conditions 

Changing economic conditicns in the region have rapidly shifted the focus
of the ploment problen in Jordan fran labor shortages to excess
labor. The econcnic boom of the seventies and early eighties resulted in 
a shortfall of labor supply that necessitated the inflow of a substantial 
number of guest work'rs. With the onset of a slack in the econamies of
neighboring Arab countries, increasing number of Jordanians are seeking

acmestic employment. 
 High population growth rate-3.7%- and the ensuing
.increase in the labor force, further aggravates the unemployment 
situation. 

The labor force in 1986 was put at 535,000 up 6.5% from the previous
year, whereas the labor force actively employed stood at almost 493,000
 
up 4.2% from its 1985 level. Rough estimates by the Ministry of Labor

indicate that same 350,000 Jordanians worked abroad in 1986 largely in

the Gulf States- an amount equivalent to 45% of total Jordanian
 
workforce comprising both domestic and foreign employment. The rate of

recorded unemployment, based on the number of Jordanians registered as 
unemployed at the Civil Service Cczmission was estimated by the Ministry
of Labor at 8% in 1986, compared with 3.9% in 1981. The actual rate of

unemployment is to be currently in of 10%. Bank
believed excess A World 
report, projects the rate of unemployment to rcach 30% by 1990, should 
manpower imbalances remain unt:hecked. The overall labor participation
rate is a low 19.4%. A young Jordanian population (more than 50% are 
less than 15 years of age) together with a low female participation rate
of 12.5% and more than 32% of the total population mnrolled in schols, 
account for this low participation rate.
 

Jordan's balance of payments has been characterized by a persistent

though narrring deficit in the 
trade balance which has been financed in 
part by a surplus on the services account, namely a net inflow of 
remittances, and unrequited transfers. The trade deficit narrowed from
$2488 million in 1982 to $1692 in 1986. lower world oil prices, reduced
private consumption, lower investit-nt, and a depreciation in the exchange
rate have all led to a compression in imports. From a peak of $3.0 
billion in 1982, net merchandise imports (total imports less re--exports)
have fallen by an estimated 16.6% to $2.5 billion. Even with import
contraction, there is a major structural imbalance in Jordan's external 
account: exports of domestic goods cover only 25% of Jordan's 
merchandise import bill (excluding re-exports). Import campressibility
is low for- Jordan as foodstuffs and petroleuix products accounted for 
33.2% of total merchandise imports in 1986.
 

Remittance inflow fram the sane 350,000 Jordanians working abroad dropped
from a peak of $1237 million registered in 1982 to $1185 million in 
1986. Unrequitcd transfers, which carprise Arab grant aid, the largest
carponent, grants fran other donors and private donations, fell 15% in 
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1986 from its 1985 level to $680 million. Declining remittance inflows, 
plus lower levels of Arab aid are likely to characterize balance of 
payments performance over the next few years. Further import compression
coupled with sane expansion in exports are necessary to offset the 
decline in the flow of foreign exchange funds, thus forcing the Jordanian 
policy makers to adopt measures to generate and or save foreign 
exchange. 

2. Small Scale Enterprises 

Interest in small scale enterprises in developing countries generally 
stems from the greater labor intensity of small firms and therefore the 
proportionately higher effect that the expansion of this segment of the 
private sector has on job creation. Although there is some ambiguity as 
to whether small firms are more labor intensive than large finis within 
narrowly defined sectors, on average the smaller firm are concentrated 
in the labor intensive industrial sectors. Financing programs geared 
towards investing in small firms irrplicitly aim at reducing the capital 
intensity of firms overall, they also support job creation by fosterinc 
start-up of new firms and expansion of existing activities. 

The 1984 Industrial Survey Data disaggrigated by firm size: micro (0-5 
employees) small scale enterprise (5-25 employees) and large scale 
enterprises (over 25 employees) clearly reveals that Jordan's small 
industrial base is dominated by a few large finns in phosphates, potash, 
cement, petroleum refining and electricity generation. Large firms in 
these industries account for 37% of total employment, JD 887 million in 
investrent or 80% of total industrial investrent and 61% of value added 
generated by industry. Nonetheless, finns employing 0-25 employees 
account for nearly 50% of total employment and 17% of value added. Micro 
and small enterprises provide more than half of value added in clothing,
furniture and wood products, rubber and rubber products, nonelectrical 
equipment nchinery, and miscellaneous industries as well as in 
industrial services. 

Comparing micro and small enterprises with large enterprises one would 
expect less capital per employee, not only because of the differences in 
technology used to make the same product but also because of the 
differences in the types of products manufactured by micro and small 
enterprises as compared to large scale enterprises in any industrial 
sub-sector. Fixed assets per employee are consistently less for micros 
and SSEs. LSEs utilize nearly 8 times as much capital per employee as 
SSEs ar 53 times that of micros. Furthermore both micro and SSE tend to 
utilize less capital per unit of output than LSEs. ilie ratio of fixed 
assets to value added averaged 0.47 for micros and 1.87 for SSEs as 
compared to 4.36 for LSEs. Lower labor productivity is observed in both 
micros and SSEs. On average value added per employee is JD 1,424 in 
micros, JD 2,413 for SSEs vs JD8,083 in LSEs. Howev-_r, capital is 
utilized more efficiently in micros and SSEs than in ISEs. Cn average 
output per unit of capital is 2.13 for micros, and 0.5. for SSEs as 
compared to 0.23 for ISEs. 
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3. Interest Rates
 

Up until June 6, 1988 a ceiling on lending rates prevailed in Jordan 
making financial institutions lend only to the most established of 
clients on a collateral basis. This has not triggered sufficient need by 
the financial institutions to develop strong project appraisal and loan 
supervision skills that are prerequisite to the establishment of a modern 
investment banking sector. Lack of flexibility to charge higher interest 
rates for more risky ventures has been detrimental to the develonent by 
financial institutions of a whole array of innovative forms of finance: 
venture capital programs, project financing and cash flow lending. The 
rigidity in interest rates hampers optimal resource allocation as 
interest rates are not market determined. A key requiremnt for 
continued expansion of private sector participation is the a- ailability 
of credit at a market determined price. However, the small entrepreneur 
in Jordan with no collateral to offer faces difficulties in obtaining 
credit on the merits of their investment proposals alone. 

The interest rate policy followed by the Central Bank of Jordan until 
recently, has affected the spreads between borrowing and ].ending rates 
and thus profitability of the financial sector. The financial sector 
operated under a fairly detailed ijnterest rate structure where ceilings 
on both lending and deposits rates by instruments and institutions were 
fixed by the Government. Copetition for deposits within the sector 
between the banks coupled with the theoretical restrictions on transfer 
of funds abroad pushed the effective deposit rata close to the ceiling. 
Together with the ceiling on lendi g rates, the spread between lending 
and borrowing rates were reduced, thus curtailing the profitability of 
the financial system. 

On June 6, 1988, the Central Bank of Jordan issued new regulations 
pertaining to interest rates. Whereas the ceiling on lending rates 
remained the same, all firancial institutions are now at liberty to 
charge any rate of ccmission they deem necessary, in effect liberalizing 
lending rates. As far as deposits are concerned, the ceiling on 
certificates of deposits of JD 1000 or more and of duration of three 
months or more were removed. However and for purpose of information the 
Central Bank of Jordan requires the banks to sulbmit, at the end of each 
week, the maximum rate of interest paid on certificates of deposit, and 
the maximum cxxmission rate taken on direct credit. With those recent 
changes, banks may now charge more for riskier or costlier lending. The 
removal of interest rate ceilings can constitute a step toward ensur'ig 
that interest rates for all borrowers approximate the opportunity cost of 
capital. An essential precondition for expanded bank finance to small 
enterprise has been met. 

4. Demand Analysis
 

Since both fixed and working capital are indispensible elements in any 
business activity, the issue according to World Bank Staff Working Paper 
-Small Industry in Developing Countries- is not whether the demand for 
finance "exists" but what are the most efficient channels of supply. All 
but a small minority are excluded from access to institutional finance. 
While informal sources may te ideal for small borrowings of short 
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maturity, they cannot be expected to meet the demand for tenr-loans in 
this sector. For example in the cloth and garments industries the 
demands are greater for working than for fixed capital and are more 
frequently met through supplier credit. 

The World Bank report on snall and mediun scale manufacturing industries 
oncluded that the policies followed by the Govement of Jordan, 

together with the low profitability of banks has had two negative 
implications for lending policies. Because of the narrow spread due to 
interest rate ceilings the banks were not able to differentiate between 
custcmers by risk. They, preferred to invest in low risk loans to 
prefered clients. In 1985, 58% of credit outstanding of the ccruercial 
banks to the industrial sector were in the form of syndicated loans. 
Financial institutions also prefer to lend in the form of certain 
instruments over others. Since the interest rate charged on overdrafts 
was higher than on other forms of lending, banks relied extensively on 
those forms of lending. In short, the ceilings on interest rates and 
Government policies reduced the availability of funds for the small 
entrepreneur thus curtailing a source of growth in the econcmy. With the 
recent liberalization of lending rates a precondition has been met for 
higher levels of bank credit to smll enterprises. 

The traditional source for equity finance for small business in Jordan is 
family and friends. Many business owners are not aware of the 
availability of financing. According to the Aries report on Small 
Business Develcpent in Jordan, financing extended to snall business by 
the banks is conservatively estimated at more than US$ 50. Moreover, 
many firms have needs that are smaller than the minimum loans that the 
banking system can handle efficiently. Because of lack of efficient 
credit information banks are cautious about widening their credit base. 
The report estimates that the market for lending to micro and small 
businesses currently outside the system is roughly $300 million. This 
estimate is derived from guesswork as no reliable data is available. 
Based on a quick sample of 50 or so small enterprises, over 70. of those 
responding said that they did not receive a loan to assist them in 
starting a business. Same 15% of those interviewed said that they did 
not have a bank account. 

Small businesses usually deal with a large number of suppliers. More 
than 60% of the small businesses indicated that they received credit or 
were allowed deferred payments fran suppliers. The normal repayment 
period ranged fram three days to one year with the mean being 72 days. 
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The bias in lending by the financial sector toards large fiars and the 
comparative underfinancing of smaller firms is demonstrated by marked 
differences in the ratios of outstanding loans to enterprise sales. From 
the Industrial Survey 1984 figures for sales and interest payments can be 
dissaggregated by finn size. Sales and interest payments for finns 
employing less than 25 persons amounted to roughly MD95 million and JD1.2 
million respectively. For the larger firms, that is, those employing 
more than 25 persons sales totalled almost JD815 million and interest 
payments stood at JD35.2 million. Using an interest rate of 11% 
-interest rate and commissions that prevailed during 1984-the value of 
outstanding loans amounted to JD11 million of the small enterprises and 
JD320 million for the large enterprises. The loan/sales ratio averages 
11.7% for snall enterprises compared with 39.3% for large enterprises, an 
indication of the bias of the financial sector of extending loans to 
larger fins, and suggesting that small firms are ccaparatively 
underfinanced. 

Overall market conditions indicate continued growth in demand for the 
products of small enterprises. Most small scale enterprises are in the 
business of producing goods consumed by households (clothing, furniture, 
foodstuff, light consumer goods etc.). Demand for the items is linked 
most directly to the rate of population growth and household formation. 
These are very high in Jordan as the population growth rate is 3.7%. 
Another source of demand for micro and small enterprise products is the 
production linkages with other sectors of the dcmestic econamy. In 
addition, with the depreciation in the Jordanian Dinar inported products 
have become increasingly more expensive, hence demand is shifting toward 
substituting domestically produced goods for foreign goods, forcing 
already existing enterprises to expand and new ones to get started. 

5. Economic Justification 

In economic terms the justification for financing programs for snall 
scale enterprises is that without such programs small firms are 
restricted to self finance and high cost borrowing from the informal 
sector. Projects with rates of return above the marginal cost of capital 
to sources in the formal sector remain unfinanced. With the Loan 
Guarantee Project, the econonic benefits would include a savings in the 
cost of finance for those activities that would otherwise use high cost 
altern-tives, and additional economic output from those projects that 
alternatively would not be undertaken. Relaxation of administrative 
controls on lending rates is a necessary but not sufficient condition to 
direct an efficient flow of finance to small-scale enterprises. Even 
with the liberalization of lending rates, institutional short-comings 
still prevail. Finalcial institutions will still not lend to small scale 
activities-including efficient and financially sound projects- because 
these financial institutions have acquired neither the capacity nor the 
information needed to be able to screen projects on a cash flow basis. 

In addition, the legal franework that is necessary to maintain a loan 
repayment discipline is rather weak, as there are no set standards 
regarding default.
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Costs of ascertaining risk could be high as informaticn and kncwhow is 
not widespread. Therefore, even with no effective ceilings on lending 
rates, the ost initially to the financial sector of extending credit to 
the small borrower is high. The Loan Guarantee in sharing the risk 
reduces the loss and therefore the cost of lending. 

In addition, the technical assistance coponent will train credit 
officers of participating banks in risk lending. There are eoonamies 
associated with learning by doing that arise fram the accumulation of 
information and experience within the institution as lending takes 
place. The effect is to improve screening procedures and reduce both the 
risk and administrative costs of subsequent loans. Ecxmies of scale 
sten fran the fixed costs of processing a loan, which are incurred 
regardless of the size of the loan, and fran the expected gradual 
increase in the size of the loan. 

Assuming that "long term" loan amounts to half the total loans leveraged 
by the project, then the "long term" loan averages JD 6250. The return 
to fixed asset investment and entrepreneurship are exceedingly high. 
From the 1984 Industrial Survey, operating surplus and depreciation for 
the 8316 snall firms (<25 euployees) totalled roughly JD 29.3 million. 
Fixed asset per enterprise averaged JD 7,854. For every one JD worth of 
fixed asset investment the entrepreneur gets a return of 449 fils 
cuprising of operating surplus and depreciation. Assuming that the 
useful life of a machine is 7 years, the stream of costs and benefits 
translates into an internal rate of return of 40.7% (Table 8). 

The other half of the loans leveraged under the project are of a "short 
term" nature i.e. 3-6 nmths which will be used for working capital 
finance,, It is generally believed that working capital loans increase 
profits due to the fact that the principal source of increased profits is 
the ability to buy in larger quantities, thus taking advanta;: of 
supplier discounts. Working capital finance is less risky to supply as 
there are less uncertainties about the investment for it relates to 
current and more proven operations of the business. The borrower 
generally requires working capital regularly which enables him to enter 
into a familiar relationship with the bank personnel. 

D. Social Analysis
 

1. Summary 

The Social Soundness Analysis shows that the Loan Guarantee Project to be 
feasible and in fact small business lending is desiable within the 
socio-cultural context of Jordan. The guarantee itself will act as a 
catalyst to expand MSE lending. The social impact of the lending will be 
to increase employment and provide econic benefits to improve welfare. 
The Project is socially sound. 



LOAN GLARANTEE PROGRAM 

CALCULATION OF INTERNAL RATE OF RETURN 

TABLE 8 

SIZE OF FIRM 0-5 EMPLOYEES 5-25 EMPLOYEES TOTAL 

NUMBER OF ENTERPRISES 6.847 1.469 9,316 

FIXED ASSETS (3D) 10,025,905 55,291,224 65,317,129 

OPERATING SURPLUS 
DEPRECIATION 

TOTAL 

O) 12,949,641 
957,597 

13,907,238 

11,494,097 
3,901,232 
15,395,329 

24,443,738 
4,958,629 
29,302,367 

AVERAGE FIXED ASSET/ENTERPRISE 1,464 37,639 7,854 

OPERATING SURPLUS PER JO OF FIXED ASSETS 
OPERATING SURPLUS + DEPRECIATIDN PER JD OF FIXED ASSETS 

1.292 
1.387 

0.208 
0.278 

0.374 
0.449 

AVERAGE LONG TERN LOAN W3D) 
ANNUAL AMOUNT OF LOANS FOR FIXED ASSETS: JD 30.000 
ASSUMED FIXED ASSET ECONOMIC LIFE OF SEVEN YEARS 

6,250 

'.. 

r~j 

YEAR FIXED ASSET LOANS AND ANNUAL RETURNS NET BENEFITS 

I 
2 
3 
4 

5 
6 
7 
9 
9 

tO 

11 

(630,000) 
292,631 
282,631 
2B2,631 

282,63,6 
282,631 
282,631 
282,631 

(630,000) 
282,631 
282,631 

3B,631 
282,631 
282,631 
282,631 
282,631 

1630,000) 
282,631 

28,631 
282,631 
282,631 
282,631 
282,601 

282,631 

(630,000) 

282.6,31 
282,631 
292,631 
282,631 
282,601 

282,631 

282,601 

(63fOnO) 
(347,369) 
(64,739) 
217,892 

1.130,522 
1.130,522 
1,130,522 
1,130,522 

847,892 

565,261 

282,31 

IRR: 40.771 

SOURCE: DEPARTMENT OF STATISTICS, 1984 INDUSTRIAL CENSUS 
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2. Socio-Cltural Context and Feasibility 

Bank lending for enterprise dervelcpment is an accepted practice in 
Jordan. Although the Moslem r-ligion places restrictions on interest 
payments that can be applied to lending, comercial banks have operated,
until the recent reforms, with only the legal constraints of interest 
rate ceilings. Moslem banking does exist through the Islamic Bank, but 
its size and importance in the market is relatively small. This project 
is not designed to deal with Islamic banking. 

In a general context, banks in Jordan have been rather conservative with 
regards to their lending practices extending loans only to the more 
established clients on a collateral basis. Carmercial banks are 
reluctant to extend texnm loans to sall and micro enterprises, as they
lack the skills required to evaluate such loan applications and make 
appropriate decisions as far as risk and cash flow is concerned. When 
treated as cam-ecial loans, repayment is taken seriously. Howeve, if 
the government is involved, say through specialized credit institutions, 
then attitude of the debtor differs, and repayment becaes unreliable. 
The LGP is designed to go through com ercial channels with the guarantee
being an internal banking matter of which the client is not informed. If 
the guarantee is perceived by the small entrepreneur as a grant from the 
United States Government, then repayment may be erratic. By keeping AID 
and GOJ roles in the program in the backcound, the project builds on the 
strong reputations for requiring loan repayment and arrearage collections 
by the participating ccxmercial banks. 

In relation to collateral requirements, the improved credit analysis will 
reduce the requirenent for high collateral. However, it is expected that 
sane collateral will remain necessary to ensure a good repayment record. 
Over the life of the project collateral requirnents are expected to be 
further reduced. 

3. Beneficiaries and Replicability 

The Loan Guarantee Project targets a population, namely the small scale 
entrepreneur, with little or no previous access to credit from the formal 
financial sector. The project introduces a poorer segment of the 
population to financial institutions which have been closed to them. 
It directly benefits smaller enterprises, including women owned 
businesses. The project aim at encouraging female entrpreneurs by
providing 75% guarantee to all loans extended to wcmen. Banks will be 
encouraged to broaden their lending base to clients that would otherwise 
be turned down without the Loan Guarantee Project, thus changing their 
attitudes towa-rds MSE lending. The motivation for both the banks and 
businessmen is comercial, that is increased opportunities for profit. 

As estimated in a previous section alirost 1,600 opportwuties are cpened 
to micro and snall enterprises under this, project, supporting 
approximately $13.0 million in outstanding loans at any time during the 
life of the project. Direct beneficiaries could include Jordanian 
expatriates returning from the Gulf who may have sane capital Lot need 
additical financing to set up a new business. Also benefiting fram the 
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project are existing enterpreneurs who need additional financing to 
expand. New Employment opportunities are t).us created. Since women and 
rural enterprises are offered higher guarantees than others then 
employment in those categories are encouraged. Small ar' micro 
enterprise development is one strategy, seemingly quitcr effective in 
addressing the unemployment problem in developing coun-ries. The project 
by targeting this sector helps increase income and standards of living of 
the project participants, creates new jobs and reacnes a population that 
may not have had access to the formal financial sector. 

4. Impact
 

The Loan Guarantee Project through its guarantee mechanism encourages 
commercial banks to extend loans to micro and small firms that otherwise 
could not obtain credit from the formal financial sector. Since 
commercial banks have extended Little credit to small and micro 
enterprises, the project would encourage such loans. During the life of 
the project a record of repayment would be established that instills 
trust and confidence by the banking officials in micro and smail 
enterprises lending. We can reasonably expect a substantial spread 
effect as the banking community becomes more comfortable with such loans. 

The snall entrepreneur would establish a cradit history for future 
reference and be compelled to develop viable feasibility analysis to 
secure credit. The.=, _ entrepreneurs would no longer find the formal 
financial sector intimidating, and the banks would develop skills to make 
small loans profitable thus making the whole project sustainable. 

E. Environmental 

The project will fund a combination of technical assistance, training and 
policy research as well as reimburse the government for contributions to 
its Loan Guarantee Fund. This Fund will provide a partial guarantee on a 
wide range of long and short term loans for operating capital, raw 
materials and capital equipment. The loans will be made through 
intermediate credit institutions and AID will not be involved in the 
selection and approval of the lending. AID will have no direct 
irvolvement in the actual implementation in the micro and small 
enterprises benefiting from the project. 

In the Initial Environment Eamnination, the project activities were found 
to fall within the categorical exclusions of 22 CFR 216.2(C)(2) as a 
technical assistance and intermediate credit institution project. The 
Mission Environmental Officer, therefore, determined that the project 
qualifies for a categorical exclusion from formal environmental review 
procedures and that no further envirrmental impact assessment is 
required.
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VII 	 LEGAL STAWJS 

A. Project Agreents 

There are two levels of project agreements that need to be negotiated and 
approved for the Loan Guarantee for Snall Enterprise Develorent. First, 
a Draft Project Grant Agreement with the Goverrent of Jordan will be 
suhrnitted to the Ministry of Planning for its review and recomendatin 
to the Cabinet for its approval. In the development of the project., the 
Minister of Finance and various officials of Ministry of Planning and the 
Central Bank have participated in the design. Because of this 
collaboration and cooperation as well as the project's very positive
development impact, we expect timely endorsement of project by the 
Cabinet. 

As one of the initial steps of project implementation, ccmercial banks 
will sign a ( rantee Agreement with the IDB. The program nust be 
attractive to the carercial banks to ensure their participation. The 
terms and conditions described for the guarantee are the result of 
discussions of a selection of leading financial institutions in the 
country. We believe that the terms are reasonable and attracti-. to the 
cammercial banks.
 

B. Conditions Precedent
 

In addition to the normal conditions precedent on legal opinion and the 
specification of a government grant officer, two special conditions will 
relate to the Loan Guarantee Fund. Prior to disbursement under the Grant 
for LGF, the Grantee will, except as the Parties may otherwise agree in 
writing, furnish to AID in form and substance satisfactory to AID: 

(1) 	 Evidence that the Loan Guarantee Fund has been duly established as a 
tnst held by the Industrial Development Bank and that adequate 
mechanis and operating procedures have been developed to utilize 
and administer the Fund, and 

(2) 	 Evidence that the Industrial Develcpment Bank has been given the
 
requisite authority to make disbursements from the fund for prompt
 
payment of claims against the approved loan guarantees and to meet
 
operating expenses not covered by fees collected from participating
 
financial instituticins.
 

C. Covenants
 

Covenants in the following three areas will be included in the Grant 
Agreement. 

1. Project Evaluation
 

The Parties agree to establish and Evaluation Program as a part of this 
Project. Except as the Parties may otherwise agree in writing, the 
program will include, during the implementation of the Project: 
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(a) Evaluation of progress toward attairment of the objectives set 
forth in the Project Paper for the Project; 

(b) Identification and evaluation of problem areas or ocstraints 
which may inhibit attainment of Project objectives; 

(c) Assessment of bow such information may be used to help overccme 
identified problems and constraints; and 

(d) Evaluation, to the degree feasible, of the overall development 
inpact of the Project. 

2. Policies and Procedures 

The Grantee agrees to study and to review certain policies and procedures 
that are important to the enouragement of development of micro and small 
enterprises. Lending policy and practices will be a prime area for 
review. These policies and procedures will be examined by, and 
reccmendations will be provided by, the prime technical advisory 
contractor for consideration and appropriate action by the goverment. 

3. Suspension of Bank Participation in Loan Guarantee 

The grantee agrees to ensure prcpt suspension or termination of the 
Guarantee Agreemnt between the IDB and a participating financial 
institution in the event that IDB determines that the said financial 
institution is not in compliance with the terms and cc ditions of the 
Agreerent. 

4. Loan Guarantee Fund Termination 

If the Loan Guarantee Program is terminated, the GCJ agrees to use all 
funds remaining in the Loan Guarantee Fund to support directly micro and 
small private enterprise development. 
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TAGS: N/A
 

SMALL ENTERPRISE DEVELOPMENT PROJECT
SUBJECT: ANPAC: 

(278-0255)
 

1. ANPAC ON SUBJECT PROJECT WAS HELD MAT 4 WITH ANE/PD
 

DIRECTOR PETER BLOOM CHAIRING. DEPUTY DIRECTOR JOHNSON
 
SUBJECT PID WAS
ATTENDED ON BEHALF OF THE MISSION. 


A"IPROVED FOR AN ACTIVITY OF AT LEAST FIVE YEARS DURATION
 

(SE5 PARA 2C BELO'), AND MISSION MAT PROCEED TO DEVELOP
 

FGR FIELD APPROVAL UNDER EXISTING DELEGATION.
PP 


DURING ANPAC REVIEW SEVERAL ISSUES WERE DISCUSSED AS
2. 

FOLLOWS:
 

A) POLICY CHANGE; ANPAC NOTED THAT THE PID DOES NOT
 
CHANGES IN QUOTE MACRO UNQUOTE
DIRECTLY ADERESS POLICY 


AREAS SUCE AS TAXATION AND INTEREST RATE REFORM AS BEING
 
PROJECT'S HYPOTHESIS IS


ESSENTIAL TO PROJECT SUCCESS. 

THAT LACK OF INSTITUTIONAL CREDIT CHANNEL IS PRIMARY
 

OF GOODS AND SERVICES
INCRTASED PRODUCTION
CONSTRAINT TO 
BY LOCAL SMALL-SCALE ENTREPRENEURS. THE MISSION
 
RiPRESENTATIVE DISCUSSED THE VIEW THAT BANKERS'
 

ATTITUDES TOWARD LENDING SOME OF THE SURPLUS LIQUIDITY
 

IN THE SYSTEM TO THE SMALL ENTERPRISE SECTOR WILL BE
 

CRITICAL TO PROJECT SUCCESS; HOWEVER, IMPROVEMENT IN
 

MACRO-LEVEL AND INDUSTRY-SPECIFIC POLICIES WILL.HEIGHTEN
 

THE LEVEL OF SUCCESS WHICH MAY BE ACHIEVED. ANPAC
 

RECOMMENDED THAT PP ADDRESS WHAT MACRO AND
 

SECTOR/INDUSTRY SPECIFIC POLICY CHANGES ARE NECESSARY 
TO
 

INCREASE THE LIKELIHOOD OF LONG-TERM
 
INSTITUTIONALIZATION OF A GUARANTEED LENDING FACILITY
 

FOR SMALL-SCALE ENTREPRENEURS, AND THE APPROPRIATE
 

POLICY7NVIRONMENT NECESSARY TO PERMIT SMALL PRODUCERS
 
INCREASE PRODUCTION.
TO UTILIZE BETTER CREDIT ACCESS TO 


THE PP MAY IDENTIFY POLICY AREAS WHERE THE MISSION CAN
 

DIRECT FUNDING EITHER ON ITS OWN OR THROUGH THE PROPOSED
 

SMALL BUSINESS FOUNDATION.
 

PRIVATE BANK SUPPORT: ANPAC AGREED WITH
B) PUBLIC VS. 

DEPUTY DIRECTOR JOHNSON THAT IT MALES MORE SENSE FOR
 

GUARANTY fACILITY TO LEVIRAGE LIQUIDITY IN PRIVATE BANKS
 

STATE 144329/01

FH UNCLASSIFIED 




(i.a.*, PITR BANff: JORDAN BANK, 
 TG-.) TAMA Tu siaw&aa,..
GOJ RICIONAL DEYELOPMENT FUND DEPOSITS IN THE CTDB.
 
ANPAC BILIZTES THI MISSION SHOULD INSIST ON LIMITING'USE

OF GUARANTY FUND TO PRITATC BANX LENDING UNLEMS THERE ISCOMPELLING JUSTIFICATION TO USE THE GUARANTT FUND FOR

PUBLIC FINANCIAL INSTITUTIONS (I.G., CTDB).
 

C) ROLE O SMALL BUSINESS FOUNDATION (SBF); LENGTH OF
PROJECT: ANPAC EXPRISSED SnRIOUS RESERVATIONS ABOUT THE
VIAJILITT 07 CR0ATING A SMALL BUSINESS FOUNDATION' JEICH
COULD FUNCTION AS THE PROJECT'S COORDINATING ENTITY.
ANPAC WAS NOT CIRTAIN SBF WOULD BE ABLE TO MAINTAIN A
STRONG DIGREE OF AUTONOMT IN THE EYES OF ITS

CONSTITUINCT (SMALL ENTREPRIENURS), HAVE THX DEGREE OF

IMPLICIT AUTHORITT REGARDING THE USE OF THE GUARANTT

MECHANISM, AND 31 VIEWED 
 AS THE PROJECT'S IMPLEMENTING
ARM ON EHAILY OF AID AND/OR THE GOJ. IT IS ALSO NOT

CLEAR HOW THT ORGANIZATION WILL BE CREATED 
 AND BECOME
OPERATIONAL QUICKLY ENOUGH TO DO WHAT EXPECTEDIS OF IT 
GIVEN THE PROJECT'S THREE-TIAR IMPLIMENTATION
 
TIMEYRAME. ANPAC FELT TEAT IT WILL LIKELT BE IMPOSSIILE

TO QUOTE WHOLISALE UNQUOTE PROJECT MANAGEMENT RELATING

TO TA, TRAINING, RESEARCH AND MONITORING OF GUARANTY
 
FUND TO AN ORGANIZATION THAT DOES NOT YET EXIST. IN
FACT, IT MAT BE A SUFFICIENT ACCOMPLISHIENT FOR THE

PROJECT TO PROPOSE FOR THE SB? AN ADVOCACT ROLE FOR TEE

SMALL ENTREPRINZUR AND LIMIT ITS FUNCTION TO THAT. IN

ANT EVENT, ROLE 
 FOR SB? MUST B1 CAREFULLT DEFINED.

ANPAC FELT STRONGLT TiAT PID REFLECTED A PROJECT WHICE

WOULD NOT LIKILY SHOV SIGK:17ICANT RZSU'.TS IN TERMS OF
 

INCREASID PRODUCTION OF C.OODS AND SERVICES FROM A CREDIT
 
GUARANTT MECHANISM IN A THREI-TEAR PERIOD, AND

RECOMMENDED DESIGNING A PROJECT WITH A LIFE OF AT LEAST
 
FIVE TEARS.
 

D) GOJ CONTRIBUTION: 
 PID DOES NOT DISCUSS GOJ
CONTRIBUTION TO PROJECT, ALTHOUGH IT IS ACKNOWLEDGED
 
TEAT THE REGIONAL DEVELOPMENT FUND WILL BI A SUBSTANTIAL

RESOURCI DEVOTED TO PROJECT OBJECTIVES. ANPAC FELT PP

SHOULD MORE FULLY ADDRESS THE RELATIONSHIP OF TME
 
PROJECT TO THE GOJ REGIONAL DEVELOPMENT FUND AND DISCUSS

TEX OVERALL ANTICIPATED ROLE OF THE GOTERNMENT IN THE
 
PROJ CT AS 
IT RELATES TO THE CREDIT OPERATIONS.
 

E) DIFFERENTIAL LOAN GUARANTT RATES FOR WOMEN: r ANPAC
RECOMENDED TEAT SOCIAL SOUNDNESS ANALATSIS IN PP SHOULD
JUSTIFT WYT THERE SHOULD BE DIFFERENTIAL LOAN GUARANTT
RATES FOR MEN AND WOMEN, AND ESTABLISH A WAT TO MONITOR
PERFORMANCE OF BANKS IN MAKING LOANS TO MALE AND FEMALE
ENTREPRENEURS TO DETERMINE IF THE GUARANTY RATES, SHOULD 
BE ALTERED. 

FE UNCLASSIFIED 
 STATE 144329/01
 

http:RZSU'.TS


F) ESTABLISHMENT OF CREDIT GT'ARANTY FUND: ANPAC WAS 
TO ESTABLISH THE PROPOSED
UNDECID7D ON THE BEST WAY 


GUARANTT FUND/MECHANISM. CPFCIFICALLY, SHOULD AID FULLY 
CAPITAL17. A GUARANTY FUND INITIALLY WITH A DOLS 2.5
 
MILLION DISBURSEMENT, OR HOLD DOLLARS FOR REIiBURSING
 
THE FUNED FOR LOSSES AS THEY ARE INCURRED? IN THE LATTER
 
CASE, A MEASURE OF SUCCESS WILL BE HOW LITTLE AID FUNDS
 
ARF USED. ON THE OTHER HAND, DOES AID HAVE SUCH
 
DFFINABLE INTERESTS IN THE GUARANTY FUND (E.G.,
 
ESTABLISHING AN INTERMEDIATE CREDIT MECHANISM) TO
 
ADVANCE ITS CAPITAL REQUIREMENTS? IF AID WERE TO HOLD
 
BACE ITS DISBURSEMENT UNTIL GUARANTY FUNDS ARE NEEDED,
 
iLL WE BE REIMBURSING TEE GOJ FOR DINARS IT MAY LEND TO
 

TEE GUARANTY FUND, OR WILL REIMBURSEMENT BE DIRECT TO
 
BANKS7 FUNDAMENTAL TO THIS SET OF QUESTIONS IS
 
UNDERSTANrING WHAT TYPE OF ENTITY/WINDOW WE ADVOCATE
 
ESTABLISEING, WHAT THE GOJ'S ROLE WILL BE IN FINANCING 
AND. MANAG:NG IT, AND WHETHER THE GUARANTY SCHEME IS A
 
DISTINCT MECHANISM OR SIMPLY A LENDING WINDOW THAT EACH
 
BANK WILL USE AS APPROPRIATE. IN EITHER CASE. WHAT WILL
 
BE AID'S FOLE IN MONITORING THE USE OF THE GUAfi NTY
 
SCHIM7'S RESOURCES? ANPAC CONCLUDED THAT BUREAU COULD
 
O}IFR LITTLE MORE THAN SUGGESTIONS REGARDING DESIGN, AND
 
OFFERED TO CONSULT WITH S AND T AND PRE ON VARIOUS
 
OPTIONS FOR DESIGNING A GUARANTY MECHANISM. VILL ADVISE
 
OUTCOME OF THAT DISCUSSION SEPTEL. DEPUTY DIRECTOR
 
JOHNSON HAS ALSO HANDCARRIED COPY OF THAILAND RURAL
 

:tDUSTRIES AND EMPLOYMENT PROJECT. 

F' CONCERNS: THE ANPAC IDENTIFIED THE FOLLOWING
 
CONCERNS WHICH THE MISSION SHOULD CONSIDER IN DESIGNING
 
:-E PP:
 

1) THE MISSION MAY WANT TO CONSIDER FEASIBILIT'OF
 
rROVIDi:;G CREDIT GUARANTIES TO LARGtR WHOLESALE
 
PURCHASERS OF SMALL ENTERPRISE PRODUCTS IN ADDITION TO
 
SUPPLIER C-iDET. 

2) THE MISSION SHOULD CONSIDER DISAGGREGATING ITS'DATA 
COLLECTION UNDER THE PROJECT'S MONITORING AND EVALUATION 
STSTEM BY SEX. 

3) THE PP SHOULD MAKE CLEAR WHAT THE LONG-TERM 
REQUIREMENTS ARE FOR THE PROJECT AND WITH WHOM THE 
RESIDENT TA PERSONNEL WILL INTERACT. 

4) OPnORTUNITIES FOR GRAY AMENDMENT CONTRACTING MUST BE 
IDENTIFIED IN THE PP. SHULTZ 
BT
 
#429
 

NN1 N 

UNCLASSIFIED 'STATE :144329/02
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I T TTN TIO? 'lNAINfC E PRODUCTIVYE.ItPORTS BY, SMALL AND 
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~DKLWM,,lKNE.N~,~TO LAGR IE FIRMS IN THE' SMALL AND 
MEDIU N G I TH ,IMPORT' REQUIREMENTS 

~~~ 1, TO; HELP :AID/WV UNDlERSTAND WHER.E THE._AACREIl~ 

ThE F -S _ ,TE ISSUES, RASED IN TEE ANPA C 
tx ~ tER.Dr4~.F TEA T. TE S -AREZ-VW-.- A.~WE NOTE' 

PAPER' ISSUESp;,S~E L BE 0FSLVyED ONLT .'dITH,~~ 
TEF COMRLETION' OF THE 5 PP.'~ " U 

SP"IOJEC'T: 

PPOLICY CHAN,'ES IN,'~LNE,',WITEH ANP 1.C,,,U I DAN CEWE VILL'< 
I NV, ST T0 "LEVEL TE~%TATE' 1CNLEELPOLI1CIES -NEDED 
KA-71It~:L" SVELASINDUST 'l SPOEIFIC AN MIRO 

C3HA",ES- MOQ FOR. RESSE ARC 't_AND P Y.,STU ILL' 
CGINTINThF TO 'BE AV -AL V HI H RJEi 

2 PUKIT~C VS.wPRIVATE 3A f 1 SUPPORT:* THVIS ,SSUE HtAS, EEN\ 
tOL V ED' WILL GOtIN 0ii. tERCIAL 

~ SEC TOR SMIALL ENTERPRISE LENDING. 
C~ ALLA iUNDS BE TO BAN KS~ 

~7C . OL';, C7 SMALL BlYSI{ES.S, !YUNDATION: WVE FAV~E
 
~' PT COiPODNENfT
NtT2TI 7S OF THE' PROJtECT,. 

D GOJ' COT BIO tSINCE LOCAL, BANKS WILLUE h.R 
N- $S~'I- LEVERA'GED AVES.TO T.O ON.E BY -THEE LOANJ3 

Fp.'~CL I TY , T F9L- CAL CON TBUTIQ,0 WILL: BE:,AT: L"EAS- OUBLE 
A I St THE tINITPIAL LEVERiG'E _lEVEL'. I S~EXPEC TED. TO BE 2: 1 

AI Fl TE I SS U~ES RAISED liN ANPAC IN~ REL VOT O E 
FlO!A DtEVELOZ E'fl FU14ARE, NO' LONGER ARELEVAktNT. 

rT FwFZDRI.NTAL ~LOAN GTA RA N T 'RATES FWOEfi 7Tt 
0 1NT S I S7D, 'UND ER THItS' ISSTTE 'YtILL BE- ADDRESSER 1N TEE 

IE 5'7Gf.N,~ T'tE iEIP -CF A LOCAL SOC IOLGST 

F, E.STABtLI'SHMENT OF' TE CREDIT GUARANTTEE PRRAM THE-
PR ~JEO~f ~ TO ESTAlLISR:IA LQ~GA~~TO~J IV 

iFX?~ ND: AYTER TR I QlOJIECTlIS :COMPLITE. ,-O A-CB I EV F 
THWt1F.,1 4 THE PRORM NEEDS, TO BE 'ESWABI SHED-,AN' 

OV~R~tE-DBY A L"O"AL 'ENTI TY, '&l TH,' IDPAYIN OL-

-' U A.A T-TELEG TER 0U G I THE-.PR0JECtT T H4 jS 'OR' TH'z 
LOC FU DS L AID "7U4DS BEI G:USED T,O REIrBURSE:,

Y OVERT 
SYUUI'-51 S A N D' BI L L H;ELD TO A-C~NTlEE.T 

tV~ -TIT _P~fdAEOF 1 
R''AU 

zc~zcI 

1 



'7CZCAJI
 

DRAWDOWN OF THE GRANT WILL BE OVER THE LIFE OF THE
 

PROJECT TO COVER THE AGREED UPON PERCENTAGE OF THY LOANS
 
GIVEN THE COMMERCIAL
MADE BY THE PARTICIPATING BANKS. 


BAN&S PRESENTLY PERCEIVED HIGH RISK OF THE SMALL
 

ENTERPRISE LENDING AND THEIR BAD EXPERIENCE WITH LOCAL
 

GC*RANTEES TEAT ARE NOT BACKED BY A SECURITY FUND, THE
 
GUARANTEE FUND IS ESSENTIAL.
 

V'E EXPECT THAT OVER TIME TEE EIPERIENCE GAINED WILL
 
ENPEBLE US TO REFINE THE RISK REQUIREMENTS AND LOWER THE
 

ACTUAL AMOUNT NEEDED TO COVER LOSSES FROM BAD LOANS.
 
SEEK INCREASED LOCAL CONTRIBUTIONS TO
ALSO WE PLAN TO 


TIE FUND ONCE ITS VALUE IS CLEARLY UNDERSTOOD.
 
(DRAFTED: PD/PE:JDEMPSEY; APPROVED: D!R .?READE)
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BT 
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NCLASSIFIED r. S'IAT 17 5/0AI' AN.N/EX A. 3
 
INFO AMS DCM ECON
 ACTION AD-


,7-CZC A 01 LOC: 21/02 343 
00 RUEHAM " J0' E-_ 042; 
' RUEHC #6205/01 1530107 C7 

ZNR UUUUU ZZH G
 
0 02?1O6Z JUN 88 DI T:
 
rM SECSTATE WASHDC/ 0 2JU
 
TO AMEMBASSY AMMAN IMMEDIATE 8381 J
 

UNCLAS SECTION 01 OF 02 STATE 17620-


AIDAC
 

E.O. 12356: N/A
 
TAGS :
 
SUBJECT: LOAN GUARANTEE PROGRAM FOR SMALL ENTERPRISE
 
DEVELOPMENT - 278-0255
 

REFS: A) AMMAN 5029; B) AMMAN 4620
 

.. PROJECT COMMI'lTE, CHAIRED BY ANF/PD DIRECTOR
 
'.FNEZZIA, REVIEWED REFTEL A REQUEST FOR REVALIDATIO: OF
 
PID APPROVAL AT THE DOLS 10 MILLIO.. LEVEL ON MAY 11.
 
BASED ON PRC REVIEW, AA/ANE HEREBY CONFIRMS FID AFPROVAL
 
WITH FIELD APPROVAL OF THE PP. DISCUSSION POINTS iCLLOi.
 

2. INCREASE IN GUARANTEE U"UND: REF TEL PROPOSES TO
 
TNCrEASE THE GUARANTEE FUND FROM DOLS. 2.5 MILLION TO
 
DOLS. F.5 MILLION, WHICH AT 2:1 LEVERAGE ASSUMES DEIIA':D
 
FOR LOANS TO SMALL ENTERPRISES TOTALLING DOLS. 17
 
MILLIO;N. WHILE 'HIS IS S'ALL AMOUNT RELATIVE TO
 
JORDAN'S ECONOMY, IT MAY REPRESENT AS MUCF AS ONE
 
F7RCENT OF CREDIT, A SUBSIANTIAL AMOUNT AT THE MARGIN.
 
ACCORDINGLY, PRC REQUESTED THAT PP INCLUDE A DEMAN-

LN'ALTSIS DEMONSTRATING NEED FOR THIS LEVEL OF SMALL
 
ENTERPRISE FUNDING. WHILE AUTHORIZATION OF REQUESTED
 
LOP AMOUNT OF DOLS 10 MILLION WOULD APPEAR APPROPRIATY
 

!F DEMAND CAN BE ESTABLISHED, BUREAU REQUESTS THAT 
OPLIGATION RATE OF PROJECT FUNDS BE COMMENSURATE WITH 
EXPECTED RATE OF USE. 

3. CASH MANAGEMENT PROCEDURES: AS IN OTHER GUAJANTEE 
PROPOSALS, DISBURSEMENT PROCEDURES SHOULD ASSURE fiiAT 
DISUFURSEMENTS NOT BE MADE IN ADVANCE OF NEED. IN THIS 
CASE AID FUNDS WILL REIMBURSE THE IMPLEMENTING ENTITY 
FOR THE PURCHASE OF SECURITIES VHICH BACK THE GUARANTEE, 
AND ARE DISBURSED ONLY AS SECURITIES ARE PURCHASED TO
 
COVER QUALIFIYING LOANS AS THEY ARE MADE BY
 
PARTICIPATING BANKS. CAPITALIZATION OF THE FUND IS THE
 

OBJECTIVE AND THE BASIS FOR DISBURSEIENT. PRC AGREED
 
TFAT THIS WOULD BE AN APPROPRIATE PROCEDURE WHICH
 
ADEQUATELY PROTECTS AGAINST PREMATURE DISBURSEMENT.
 

4. ACCESS TO THE GUARANTEE: PRC DISCUSSED NEED FOE
 
BALANCE IN THE DEGREE TO WHICH THE GUARANTEE IS
 

XH UNCLASSIFIED STATE 17F205/01
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FULL INCFTIV? TO' T.iF
T3ERE SHOULD ]EACCFSSIBLE. 

GOOD BUINEISS PRACTICE." IN
 BANKS TO FOLLCJ
PkRTICIPAING 
 i~r TCPROCEDURES,SUFERVISION-Tl'IR LENIDING AND LOAN IRIOR TCEFFORTS kT COLLECTION
MAXE ALL REASONABLE 

AT TH7 SAME TINIE, THE PR.OiECT'S 
TO THE GUARANTEE;-RTSORT 

TO DEMONSTRATE TO THESE LENDING
 .OT.J,CTIVE IS TO SMALL ENTERPRISIS 
-INSTITUTIONS THAT REACHING 

DOWN 
UNQUOTE COLLATFRAL CAN

EXCESSIVF-WITHOUT REFQUIRING QUCTE 
TO ACCOMPLISH LATTER OBJECTIVE,
PT AN ACCEPTABLY RISK. 

?ANKS HAVE TO BE CONVINCED THAT THE GUARANTIE 
WILL BE
 

OF ETTRAORDINARY LOSSES ON
 ACCESSIBLE IN THE EVENT TO EXPLOREWILL NEEDTHE PROJECT DESIGN
pPOJFCT LOANS. 

APPROACHES AND DEFINE A SET OF PROCEDURES 

WEICR PhOTECT
 

CAPITAL WITFOUT ENCOURAGING 
THEM TO REDUCE
 

I.YNDFRS' 
 INDIVIDUAL BORROWERS.
 
SUPERVISORY DILIGENCE REGARDING 0
 
WITH RTGARD TO COLLATERAL, 

WE A-SUME THAT THERE IS 

GUARANTOPR)OPPOSED TOITSELF (AS

TNT7NTION HERE FOR AID 
IN THE FVEN 4OF COLLATERAL

TO TAKE TITLE OR POSSESSION 

OF DEFAULT.
 

THF PROJECT COMMITTEE DISCUSSED 
THE
 

POLICY CHANGE:
5. 
INTEREST RATE CEILINGS ARE A
 

CURRENT 
 IF
FXTFNT TO WHICH 
ACCESS TO CREDIl.


' MAJCR CONSTRAINT TO SMALL 
FIRMS' 

OF IORRD ERS 
RATES CHARGED TO VARIOUS CLASSES 

INTFRFT RISK, ONE WOULDPURE CREDITTHE UNDERLYINGREFLECTED TCA USFFUL :I:DUCFME:NTTO PROVIDETHE GUARANTEEFYPFCT BY ThTRISK IS OVEREST.,:.771)THY BUSINESSIND WHERE AND LOANIN RISK ANALYSISTRAININGBANKS. (THE TA AND 
WILL BE AVAILABLE TOWHICHCAPACITYAPPROVAL/MONITORIN7 

THE PARTICIPATING FINANCIAL 
INSTITUTIONS THROUGH TEE
 

ITSELFAS THE GUARANTEEAS IMPORTANTPPOVE'ROJECT MAY C OF SMALL AND MICROTHE TON !MFROVIN ACCESS CREDIT 
TNTERPRISFS.)
 

HOWEVER, ITIS DISTORTED,RATF STRUCTUREINTFREST '.'ILLIF THE OF THE GUARANTEEINTRODUCTIONIS NOT CLEAR THAT TBE 
PRC NOTED TEAT
 

THE DESIRED MARKET CORRECTION.
PFSULT IN NEEDED iACRO-LEVELINVESTIrATrTF MISSION PLANS TO 
AND M:CRO CHANGES,

WELL AS INDUSTRY-SPECIFICPCLICIES AS A PARA 6A), AND 
AND POLICY STUDIES (REF

RESEARCHTIROUGH INCLUDE DISCUSSION OF 
RrCOMMENDED THAT THE PP ANALYSIS 

MAJOR CONSTRAINTS TO SMALL 
ENTERPRISE LENDING, INCLUDING 

INTEREST RATV POLICY AND 
COLLATERAL REQUIREMENTS, 

AND
 
REQUEST
ON THE PROJECT.IMPACTTHEIR POTENTIAL 

MISSION'S VIEWS ON POSSIBILITY OF OBTAINING 
GOJ POLICY
 

CHANGE AS CONDITION TO THE 
PROJECT.
 

PRC REQUESTED THAT
 
6. LENDING PROCEDURES AND CRITERIA: 


PROJECT PAPER SPELL OUT 
HOW THE GUARANTEE FUND WILL
 

INCLUDING LENDING CRITERIA 
TO ASSURE THAT LOANS
 

OPFRATE, AS VELL AS AID'S RIGHTS TO 
PROJECT OBJECTIVES,SUPPORT 

STATE 176275/31
 
UNCLASSIFIED
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~'STATUTORY CHECKLISTY~'~
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4. 	FAA Sec. 611(b): FY 1988 Continuing
 
Resolution Sec. 501. If project is for
 
water or water-related land resource
 
construction, have benefits and costs
 
been computed to the extent practicable 

in accordance with the principles,
 
standards, and procedures established
 
pursuant to the Water Resources Planning
 
Act (42 U.S.C. 1962, et seq.)? (See
 
A.I.D. Handbook 3 for guidelines.)
 

5. 	FAA Sec. 611(e). If project is capital
 
assistance (e.g., construction), and
 
total U.S. assistance for it will exceed
 
$1 million, has Mission Director 

certified and Regional Assistant
 
Administrator taken into consideration
 
the country's capability to maintain and
 
utilize the project effectively?
 

6. 	FAA Sec. 209. Is project susceptible to
 
execution as part of regional or
 
multilateral project? If so, why is
 
project not so executed? Information and 

conclusion whether assistance will
 
encourage regional development programs.
 

7. 	FAA Sec. 601(a). Information and 
conclusions on whether projects will 
encourage efforts of the country to: 
(a) increase the flow of international 
trade; (b) foster private initiative and 

competition; (c) encourage development 

and 	use of cooperatives, credit unions. 

and 	savings and loan associations; 

(d) 	discourage monopolistic practices; 

(e) improve technical efficiency of 

industry, agriculture and commerce; and
 
(f) 	strengthen free labor unions.
 

8. 	FAA Sec. 601(b). Information and
 
conclusions on how project will encourage 

U.S. pri'.ate trade and investment abroad 

and encourage private U.S. participation 

in foreign assistance programs (including
 
use of private trade channels and the
 
services of U.S. private enterprise).
 

9. 	FAA Secs. 612(b), 636(h). Describe steps
 
taken to assure that, to the maximum 

extent possible, the country is 
contributing local currencies to meet the 
cost of contractual and other services, 

and foreign cu;rencies owned by the U.S. 

are utilized in lieu of dollars. 


N/A
 

N/A
 

Not so susceptible.
 

(a)Yes, but only in a 
limited way. A few 
smalL enterprises mir 
export same products. 

(b)Ye-s, through small
 
enterprises developmE 

.c)No impact. 
(d)No impact. 
(e)Yes. 
f) No impact. 

Some small enterprises mz
 
purchase inputs exported
 
from the U.S.A.
 

The local banks will
 
contribute nearly $13.0 
million in Loans to small 
enterprises. The U.S. 
owns no local currency ir 
Jordan. 
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10. 	FAA Sec. 612(d). Does the U.S. own 
excess foreign currency of the country Jordan is not an excess 
and, if so, what arrangements have been currency country.
 

made for its release?
 

11. 	FY 1988 Continuing Resolution Sec. 521.
 
If assistance is for the production of
 
any commodity for export, is the
 

on
commodity likely to be in surplus 

world markets at the time the resulting N/A
 
productive capacity becomes operative,
 
and 	is such assistance likely to cause
 
substantial injury to U.S. producers of
 
the 	same, similar or competing commodity?
 

12. 	FY 1988 Continuing Resolution Sec. 553.
 
Will the assistance (except for programs
 
in Caribbean Basin Initiative countries
 
under U.S. Tariff Schedule "Section 807,"
 
which allows reduced tariffs on articles
 
assembled abroad from U.S.-made
 
components) be used directly to procure No.
 
feasibility studies, prefeasibility
 
studies, or project profiles of potential
 
investment in, or to assist the
 
establishment of facilities specifically
 
designed for, the manufacture for export
 
to the United States or to third country
 
markets in direct competition with U.S.
 
exports, of textiles, apparel. footwear,
 
handbags, flat goods (such as wallets or
 
coin purses worn on the person), work
 
gloves or leather wearing apparel?
 

13. 	FAA Sec. 19(q)(4)-(6). Will the
 
assistance (a) support training and
 
education efforts which improve the
 
capacity of recipient countries to N/A
 
prevent loss of biological diversity;
 
(b) be provided under a long-term
 
agreement in which the recipient country
 
agrees to protect ecosystems or other
 
wildlife habitats; (c) support efforts
 
to identify and survey ecosystems in
 
recipient countries worthy of
 
protection; or (d) by any direct or
 
indirect means significantly degrade
 
national parks or similar protected areas
 
or introduce exotic plants or animals
 
into such areas?
 



14. 	FAA 121(d). If a Sahel project, has a
 
determination been made that the host
 
government has An adequate system for N/A
 
accounting for and controlling receipt
 
and expenditure of project funds (either
 
dollars or local currency generated
 
therefrom)?
 

15. 	FY 1988 Continuing Resolution. If
 
assistance is to be made to a United
 
States PVO (other than a cooperative
 
development organization), does it obtain
 
at least 20 percent of its total annual N/A
 
funding for international activities from
 
sources other than the United States
 
Government?
 

16. 	FY Continuing Resolution Sec. 541. If
 
assistance is being made available to a
 
PVO, has that organization provided upon
 
timely request any document, file, or N/A
 
record necessary to the auditing
 
requirements of A.I.D., and is the PVO
 
registered with A.I.D.?
 

17. 	FY 1988 Continuing Resolution Sec. 514.
 
If funds are being obligated under an
 

N/A
appropriation account to which they were 

not appropriated, has prioi approval of
 
the Approtpriations Committees of Congress
 
been obtained?
 

18. 	FY-Continuing Resolution Sec. 515. If
 
deob/reob authority is sought to be
 
exercised in the provision of assistance,
 
are the funds being obligated for the
 
same general purpose, and for countries N/A
 
within the same general region as
 
originally obligated, and have the
 
Appropriations Committees of both Houses
 
of Congress been properly notified?
 

19. 	State Authorization Sec. 139 (as
 
interpreted by conference report). Has
 
confirmation of the date of signing of It wilL be sent when
 
the project agreement, including the date is confirmed.
 
amount involved, been cabled to State L/T
 
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
 
those same offices? (See Handbook 3,
 
Appendix 6G for agreements covered by
 
this provision).
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3. Economic Support Fund Project Criteria
 

a. 	 FAA Sec. 531(a). Will this assistance
 
promote economic and political
 
stability? To the maximum extent Yes.
 
feasible, is this assistance consistent
 
with the pLlicy directions, purposes, and
 
programs of ParL I of the FAA?
 

b. 	FAA Sec. S31(e). Will this assistance be
 
used for military or paramilitary No.
 
purposes?
 

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

Mr L.P. Reade
 
Director
 
USAID/Jordan
 
Amman.
 

Dear Mr. Reade,
 

I would appreciate it if the initial contribution of US $2,500,000
 
can be allocated for the Loan Guarantee for Small Enterprise Development
 
Project under USAID Technical Assistance Program.
 

Sincerely yours,
 

/frd r Pning 



ANNEX E
 

Draft
 
PRWECT AUTHORIZATION
 

Name of Country: 	 Hashemite Kingdom of Jordan 

Name of Project: 	 Loan Guarantee Project For Small Enterprise Development 
Project 

Number of Project: 278-0255 

i. 	 Pursuant to Section 531 of the Foreign Assistance Act of 1961, as 
amended, I hereby authorize the Loan Guarantee For Small Enterprise 
Development Project tor Jordan involving planned obligations of not to 
exceet $10,000,000 in grant funds over a four year period, su~Ject to the 
availability of funds in accordance with the A.I.D. OYB/allotmenc 
process, to help in financing foreign exchange and local currency costs
 
for the project. The planned life of the project is four years from the
 
date of initial ooligation.
 

2. 	 The project consists of helping local financial institutions to increase 
tneir lending to s-mp.ll businesses, thus improving the ability of local 
entrepreneurs to establish and expand their productive enterprises. 

3. 	 The Project Agreement wnich may be negotiated ano executec by tne officer 
to whom such authority is delegated in accordance with AID regulatiois 
and Delegations of Authority shall be subject to the follwoing essential 
terms and covenants and ma3or conditions, together with such other terms 
and conditions and AID ray deem appropriate. 

(A) Source anc Origin of Cmnmodities, Nationality of Services 

Commodities financeo under the AID grant shall nave their sou-ce and
 
origin in Jordan or in the United States except as AID may otherwise 
agree in writing. Except for ocean shipping, the suppliers of 
commodities or services financed under the AID grant shall have 
Jordan or the United States as their place of nationality, except as
 
AID may otherwise 	agree in writing. Ocean shipping financed under 
the AID grant shall, except as AID may otherwise agree in writing, be
 
financed on flag vessel only of the United States. 

Date 	 Director, USAID
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SMALL SCALE INDUSTRIES & NANnICRAFT DEPARTMENT 

ANALYSIS OF APPROVF) LOANS First 
Qarter 

1975 - 1979 1980 1981 1982 1983 1951 9981.NATURE OF PROJECT 
 No. AMOUN N'1. AMOUNT NO. AIO0-T N3. A1TOIT MO. &,%1TNT NO - IFIUNT NO.-r- AflOIINT MTK NoAM'UOJI O AMN NO. AMOUNT MO AMOUNT 

N.. Projects :46 520J60 63 214100 q0 316000 1]4 494-900 134 506700 mn ];9p7 253 791600 258ExpanLOn Projects 254 397620 39 79900 94 :5320 
883500 5" 15)200 5 11800 

93 20L400 107 267400 97 1717l0 64 ,)"300 355800 23 61000 1 4000 
Total 
 500 917980 102 ZQ4000 194 569200 227 
 69930)0 21 7, Q,(07 417774100 9 12714o0 *0 . 1239300 77 216200 6 21800
 

SECTORAL DI~lg'rrON-------------------------------------------------------------------------------------------
Carpentry --- -­17: 315900 21 
 55200 39 107370 47 126700 50 13sn0oo 371 sno 6.. I30 '!)9 137100 '0 37200 IConstruct.ion material 87 162160 21 58J0 3500


5; 17900 .2 12:9,00 44. I.1010,1 30 oQ0000 51 15 )0 47 122000 5 10500 -Metal Work. 
 74. 149300 19 5200 3 99200 36 114300 40 117,0 3 57 7;'2,10 631 Q2900 199200 7 15500-nilingP -4alIorin 74 99720 5 13700 12 34100 20 63700 
 33 103 00 TI 3100 49L7ather A Shoe, 159100 48 140700 6 q80010 18550 
 o2 33,C 66h0 4 :Q00 3 14,00 4 000
Maintenance 24 55200 13 39q00 5 14500 ­16 52H00 35 125.700 37 
 9no 31 99700 63 19100 66 202300 1. 39300 2 7200
Pri, :int & Photography 
 ,5 5500 5 16700 I1 4.1400 9 33b00 
 7 22000 12 321"() 20 723(,0 Z21 74700 2 5000
PlIa.c B.gs 
 2 -500 - ­ - I 1000 1 4000 - - ­ -Tourism 4 Other. I
4, 4800 3 6500 6 16500 13 33900 9 "9000 12 3 30 24 60500 18 53400 6 16100 I
Confectzorry & Food 29 576)0 75 50400 14 21 
4000 

40000 59000 )6 102000 19 (s*'0 85 2709no 86 291Z00 27 35200 2 7100
 
Total 
 500 917980 702 294000 184 569200 227 699300 
 261 77410o 188 4.914(0 417 1273900 404 1239100 77 :16200 6 
 21800
 

Ceographical Ciscribac oo:- ------------------------------------------------------------------------------------------------------------------------------------------------------ - - - -.
 
Aan 251 477470 53 145300 97 3717400 108 338000 1)7 417600 93 243900 
 228 648900 190 591900 21 64300 
 I 4000
Sal 34 52750 !4 45600 29 83800 20 64700 26 70700 19 55400 27 85600 31 87200 13 36400 -Irbed ­70 127050 16 55800 22 6:000 34t 98800 28 3082300 80600 49 146600 64 205600 II 29100
Karsk 3 10300
16 23200 5 13500 11 35900 20 67800 70 26300 14 33900 16 
 47200 19 52100 2 7000
Zarka ­46 95700 8 18800 I2 34500 20 63200 25 69600
M a t r a k Mark . - _ 

15 4.2400 34 99100 I 1 6 16300 - ­- - - - 4 9 1 0 5 0 9 0 0 6 1 3 0 9500 8 18700 I 3500 
Taftla acd Ma'am 13 25900 1 2600 2 5000 3 5700 
 8 :2:Inn 2 0200 4 4 1250090500 2 5600
 

15adaba
1 25600 4 11800 5 78500 15 46900 5 15 00 10 1540 
 74 38700 1 1 31900 6 19400Jar.?h and Aj'un - ­15 27950 I 600 5 14600 I 
 4000 3 9200 3 7600 I0 2300 9 26900 3 7900Jordan Valley & other 40 62360 - - I 3500 6 10200 19 59 00 I 2000 35 119400 21 70800 5 11500 I 4000 
Total so0 917680 702 2 o94000184 569200 27 699300 -61 774100 188 
 296400 4t7 1273900 4.34 1239300 77 216200 6 21800---------------------------- ------------------------...--.. 

21&0 
Size- ---- - - - - - - - - - - - ­
3eo ;D 500 40 17155 2 1000 I 500 
 6 3000 4 2000 3 1500 I 500 -JD. 50 - 1000 65 55375 I 50014 13200 21 20800 25 24:-500 33 32000 4.1 39800 66 53600 55 54600 7 6700JD tot - 1500 71 92600 5 6600 a 12000 10 13900 II 15500 11 15000 15 21200 15 20500 70 1.100
JD. 1501 ­ 2000 213 406850 9 17300 70 24500 !5 27300 
 24 46600 21 40300 22 42500 30 
 :5700 18900
JD 2001 - 2500 29 66900 8 18500 13 37200 It 27000 30 75400 16 38200 26 63200 27 65300 4 9800
.D. 2501 - 3000 
 39 774700 9 25300 22 61000 26 '6100 
 25 74000 17 49400 40 117300 43 127300 70 29300JD 3001 
- 3500 12 40700 T0 
 34100 12 41200 12 43800 12 40800 12 27
41300 92400 1r 130300 3 70200 3 9800JD. 3501 - 4000 
 31 123700 45 178000 97 372000 
 122 483700 722 457800 67 26590 
 2:0 87"200 196 782600 32 126700 3 1200 
Total 501) 9179800 102 2-4000 18', 569200 227 699300 261 774100 188 4,91400 41T 7273900 404 7239300 77 276200 
 6 218000
 

-----------------------------------------------------------.-----------.-................................
 
Duration :-

Up To 3 Year. 114 101330 27 32700 47 71500 
 50 57100 57 66700 59 63500
3 Co 4 Years 306 576150 17 40900 91 102000 79 93000 23 30200 - -JO 81100 24 58700 50 116100 40 90700 51 122200 55 125500 II 25100 - ­4 To 5 Years 80 240500 58 220400 107 416600 
 153 583500 754 591300 89 337200 
 Z75 1049700 270 1020800 43 160900 6 21800 

Total 
 500 917980 102 294000 184 227
569200 699700 261 774100 188 491400 417 1273900 404 17239300 77 216200 6 21800 

IZ/AM. 
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Approvals
 

Loans : ­

rnr domestic purchases 

ro r rre iqn pu chaseS 

101TAL 

Cancellation 


loans:­for dO-e-3tic purcheses 

For fnreign purchase-

Total Cancellations 

Commlttments:-

For domestic purchases
Loans : -

For fore qrpurchases 

---- - - ... o
Toislurc=,tS-...................................................
-
s :- 5. 790CO tursement 23 50570.eoToa oitet 


For dome t- ourchases 


For foretqr; pruches 


TOTAL 


Approasli 

Loans for purchasing :-

Machinery and tools 


R m taria] 

TOTAL 
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- ORDAN 
INOUSTA'ES & HANOICRAFT OEPARINENT
 

SIlMMAR( OF OPERAIIONS
 
SMALL SCALE 


1987 
1982
1981 1 0l3 1984 1985 lq96 

1"H0
1975-1979 


(19 21h200
080012!81(10
758100 475400676300
553200
278000 


69203 16000 16000 


848777 


23000 16000 

(,,)9 inn 7741002 "t 0 569200
91798C 


2%1150 1 7100 inon 377 0
95589 

-0000 0 0 ­2000 


~~~~~~~~~~~~~~~~~~~~~-
97589 29550 21300 

75318B 252a50 535900 

67203 12000 i000 

733943 264150 488600 

652f8 9000 21000 

799191 2'31 0 509600 

572087
71790
251080 

42920 97410 127213 157357 
Z49129 


213z1 


699300 774100
270450 294000 569200 


-

11000 37260 

665300 720840 


16000
23000 


o 


671216
601250 


16000 


611875 777216 


10625 


616743 


0o 0 19500 ­

1 300 216200 

16000 


491401 127 5)00 I 

3 8 0
1i78
32400 3)429 9 

-
- . ..... 00.. 

3200 596439437837400 35929 

940 185
 
443000 1204h7 1 182 

--36500
2 500
16000 


I 621 

, .: .. ' ... -- ................................
1781..5742 .............. 
............... 


4 1621
252506
TIl3i65 950

426001 11',8194 


9250 -­9250
2is550
38795 


.39001 1256989 1139774.500 261756 


13000 


419871
 

Q 1 5 15 1 4
 
14 1035 2&6 45141035
376908 


2T636 22186
203874 


491400 12731)0 1239300 216200 Z38000
 

114492 Z7986 
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ANNEX G
 

LOAN GUARANTEE PROGRAM OFFICE
 
LDtG-TE ". BANKING ADVISORY POSITICN
 

I. BANKGRON 

The Loan Guarantee Project (LGP) is being planned by USAID/Jordan to 
increase the availability of credit to small. and micro enterprises 
in Jordan. The project is one of several eiforts being assisted by 
A.I.D. to expand the eploment base in Jordan by encouraging the 
formation and expansion of firms and productive activities. 

It is proposed that the Lcan Giarantee Prcject be administered by 
the Industrial Development Bank (IDB). An Administrative Office 
will be established to provide the management, training, and 
monitoring functions associated with operation of the LGP. 

II. SCOPE CF SERVICES 

The services to be provided by the LGP Advisor shall include, as 
a minimum: 

- Assist in the organization uf office operations and assign 
staff responsibilities and authorities necessary to carry 
out the LGP in an effective manner; 

- Help establish procedures, and review and make 
recommendations on applications received from participating 
bank candidates; 

- Help establish and manage operations of an information 
system to monitor participating bank performance, and the 
status of loans included in the guarantee portfo-lio; 

- Identify training requirements among participating bank 
staff, and manage development of training programs to 
improve skills in small lending practices; 

- Help conduct periodic reviews of participating bank 
performance and recamend corrective actions to improve 
lending or collection practices; 

- Develop educational and other advertising campaigns to 
prcmote participation by enterprises in rural or priority 

subsectors;
 

- Help establish procedures for revi.w of claims against 
guarantee and prompt payment of valid claims; 

- Organize career develoiir-nt and training programs to assure 

orderly transition to a self-sufficient LIP Administrative 
Office staff by the conclusion of the advisor assignment. 
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III. QUALIICATIONS 

The long-term advisor should possess the following qualificaticns, 
as a minnimum: 

- A minimnum of 10 years experience in commercial banking, 
preferably in small business lending or retail banking; 

- Experience in organization or delivery of loan officer 
training, preferably small business/cash flow lending; 

- Experience with small business operations and management 
through banking or related financial services; 

- Ability to ccammnicate and operate effectively with senior 
host government managers, business persons, and A.I.D. 
officials;
 

- Experience in analN.zing the quality of loan portfolios; 

- Previous experience in managing staff and directing loan 
management activities; and 

- Sane knowledge of banking and business practices in the 
Middle East and of Islamic culture; 
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Loan Guarantee Program Office Director 

Re__ 	 ~sibilities : 

The Loan Guarantee Program Office Director will have overall 
management responsibility for all aspects of the Loan Guarantee 
Program (LGP). In this position he will be directly responsible to 
the General .Manager of the Industrial Developrent Bank. 

His 	specific resporsibili ies include: 

1. 	 Acts as the major x'tct at IDB for the banks participati.g 
in the LGP. 

2. 	 Accepts and reviews bank applications for participation in 
the 	LGP.
 

3. 	 Supervises the inforration Manager and other staff in the 
Office. 

4. 	 With the Infomation .'uager, mon-itors performance of 
participating financial institutions in t-he LGP. 

5. 	 Reviews and determix' - acceptability of bank requests for 
bad debt payments under the loan guarantee. 

6. 	 Is a lead IDB Officer in the selection of an auditing firm 
for the LGP. 

7. 	 Supervises audit contract for LCP. 

8. 	 Budgets and controls office expenditures. 

9. 	 Provides estimates of Office expenditures and payments for 
bad debts to the manager of the Loan Guarantee Fund held in 
trust. 

Qualifications: 

In order to acccmplish the above assigned tasks, the individual must 
be a proven banker with experience in small business lending and be 
able to deal tactfully with government officials and senior bankers 
faced with a material change in the way they have been doing 
business for many years. Ccmpletion of the above tasks will require 
that this individual be a high ranking senior member of the IDB with 
at least ten years experience in the Jordan banking cariunity. 
Since training to prcmaote cash flow lending will be important, 
preference should be given to individual who has experience in 
application of such techniques to lending. 


