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Nsme of Country: Honduras
Name of Project: Small Business 1l
Number of Project: 522-0241

1. Pursuant to Sections 103 and 106 of the Foreign Assistance Act of 1961, as
anended, I hereby authorize the Small Business II Project for Honduras,
involving planned obligations of not to exceed FIFTEEN MILLION UNITED STATES
DOLLARS ($15,000,000) in grant funds over a four-year period from the date of
authorization of funds for the Project, 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 Projact is five years from the date of initial obligatiom,

2, The Project consiats of two components: (a) a Small-Scale Enterprise
Support System to strengthen and expand the programs of Hooduran institutions
which provide credit, technical assistance and training for small-scale
enterprises (defined as including micro-, small-, and mediun-scale
enterprises), and (b) a Small-Scale Enterprise Research and Policy Analysis
conponent to assist Honduran institutions with research and policy dialogue
efforts to encourage the development of micro-, small-, and medium-scale

enterprise in Honduras,

3. The Project shal) be feplemented primarily through a direct contract with
a competitively sele ted tecbnical assistance contractor and operational
program grants to the Honduran Developsent Foundation (FUNADEH), Advisors for
Development (ASEPADE), and the Mational Association of Industrislists (ANDI),
These agrecments may be negotiated and executed by the A 1.D, officer to whoa
such authority is obligated in accordance with A, I.D, regulations and

delegations of suthority,

4, Comodities and services financed by A.1.D, under the Project Agreement
shall have their source and origin in the United States, the Host Cowmtry, or
the Central American Common Market, except as A.I.D. may othervise agree in
writing. Except for ocean shipping, the suppliers of coanodities or services
shall have the United States or the Central lnerican Common market as their
place of nationality, except as A, 1.D, may othervise sgree in writing., Except
for motor vehicles, vhere the total procurement element (i.e., including all
purchase orders and contracts for goods and services) of an operational
program grant {s $250,000 or less, the recipient of an operational progras
grant shall procure all goods and services necessary for the activity in the
following order of preference: (a) United States (b) Bonduras (c) Code 941
countries, and (d) Coda 935 countries, Procurement shall not take place from
sources other than code 935 countries. Ocean shipping financed by A.I.D,
under the Project shall, exzept as A.L.D, may othervise agree in writing, be
financed only on flag vessels of the United 'St.atel.
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FART 1, SIMNARY AND RECOMMENDATIORS

A, Background and Retionale

Bigh levels of uneaployment — the result of low labor productivity and s
lackluster econoay -- are vieved by most Hondurans as the critical prodblem
confrooting the economy and the vell-being of the country, Nearly 12X of the
economically active population is currently unemployed, and underemployment
accounts for perhaps & similar 1f not higher figure. An equally critical
Problea 1s that of low income levels which have fallen significantly over the
past several years,

The inportance of small-scale enterprises -~ SSEs — (which we define to
include micro~, small~, and medium-scale enterprises) in creating productive
Jobs and increasing the incomes of the poor {n developing countries is widely
recognized in the development literature and by the Mission. In many
developing countries, including Honduras, SSEs are by far the most fmportant
component of the {ndustrial sector, in terms of total nunber of firms and
contribution to employment.1 Moreover, most of the ezployment {a
concentrated at the smallest end of the size spectrum (i.e,, micro and
small-scale enterprises), Virtually all studies reveal that SSEs generate
wore employment per unit of scarce capital than their larger scale
Counterpartg, Yet despite the recognized attributes of SSEs, numerous
constraints inhibit their development and growth, These include policy,
inst{tutional, financial, technical, and attitudinal constraints,

Accordingly, in order to create eaployment and increase incomes in
Honduras, the proposed Small Buriness I1 Project (SB II) will implement an
expanded SSE development program as Honduras enters the 1990s, The Project
vill build on the valuable experience and lessons learned from previous
USAID-supported SSE programs, It will also address those constraints either
Dot previously addressed, or for which our ongoing efforts are only partially "
complete.

The Project strategy is to direct efforts at two levels. First, Project
resources vill reinforce and complete the long-tera inst{tution-building
process that has already begun by strengthening a select group of key Honduran
Non-Governmental Organizat{ons (NGOs) that support SSEs, Institutional
Strengthening will be accomplished by i{mproving the NGOs managerial and
technical capacities, as well as by supporting their efforts to move toward
financial self-sufficiency, At the same time, the Project will incorporate
private financial institutions (PPIs) into the Mission's SSE outreach program,
significantly expanding the nuuber of beneficiaries assisted. _

~

Second, the Project will place much greater emphasis on policy analysis
and reforam than has previously been the case. The establishment of a better
policy framework wiil assist all SSEs and significantly {ncrease the impact of
A.X.D. and other donor assistance.

L 1979 figures for Honduras indicate that SSEs provided over 70X of
enployment in the manufacturing sector, Liedholm, Carl and Mead, Donald.
Small Scale Industries {r Developing Countries: Empirical Evidence and Policy
Inzlications, 1987,




The SB II Project supports Miseion Action Plan, National Bipartisan
Comnission on Cectral Aserica, and Central American Initiative objectives of
fncreasing employment opportunities and spreading the benefits of econoaic
growth., It also responds to increased interest by the U.S. Congress in
microenterprise development. Finally, the Project supports the Government of
Honduras (@H) objective of expanding employment opportunities through SSEs,

B. Project Description

The Project goal 1s to increase employment and expand production. The
Project purpose is to: (1) strengthen and expand an inst{tutional system that
wvill fncrease and improve the supply of credit, training, technical
asgistance, and services to SSEs; and (2) foprove the policy and regulatory
eovironneat in which SSEs operate. Project benef{cfaries fnclude inetitutions
vhich assist SSPs and the SSPs themselves, It is expected that no less than
30,000 individuals will be directly assfsted by Project activities. A much
greater number will be assisted indirectly through policy reform and other
sctivities,

The Project 1s composed of two Interrelated components: (1) an SSE Support
Syatem component to strengthen and expand the programs of Honduran
institutions, both Non-Governmental Organizations (N®s) and Private Pinancial
Institutions (PFls), which direct credit, technical aggistance, and training
resources to the SSEs; and (2) an SSE Research and Policy Analysis component
to focus primarily on research, data collection, and analysis efforts to
assist policy-making institutions in the formulation of recomnendations for
policy changes which will lead to an improved policy environment for SSE
development.

1. SSE Support System - The first componeat will be implemented
through dollar-financed Operational Program Grents (OPGs) to three leading
Bonduran N@s which assist SSEs. These grants will ensure that their prograams
are sustainable over the long term. It will also include a ESF —generated
local currency loan and Guarantee Pund Program (Spanish acronya FOPEME) that
vill be channeled through Private Financial Tnstitutions (PPIs), including
commercial banks and finance companies and managed by the Industrial
Development Pund (PONDEI) of the Central Bank of Honduras.

2, SSE Research and Policy Analysis - The second component will
aesist the GDB and the Honduran private sector to establish an effective
policy environment for SSE development in Honduras. This component will: (1)
undertake discrete research activities which will give the GDH, the private
sector, and the Mission a more detailed analytic base on SSEs to permit
continued progran development and modification, and (2) support specific
policy and regulatory analyses and reforms which facilitate policy dialogue
between the public and private sectors and which lead to policy changes that
assigt the development of SSEs in Honduras. Activities under this component
will be closely coordinated with other GOE-USAID prograns, including the
Economic Support Pund (ESF) Program and the Policy Analys{s and Implementation
Project /522-0325).

Th Project will establish a Project Technical Unit (PTU) congisting of a
U.S. institutional contractor to guide overall Project implementatfon, The
FTU will have four specific functions: (1) to provide technical assistance to



the NGOs and financial institutions participating in the Project; (2) to work
vith these entities and other leading private and public eector fnstitutions
on the brosder arena of research and policy analysis; (3) to advise the
Mission on a contfinuing basis on implementation of our SSE etrategy; and (4)
to assist Project implementing sgencies in day-to—day Project management,
including monitoring and processing of Project-related docunments.

C. Estivated Project Budget

The total estimated cost of the Project fs $40 miilion, comprised of a $15
uillion A,I,D, contribution (Development Assistance Grant funds) and a
Government of Honduras/private sector contribution of the U,S. dollar
equivalent of $25 willfon, The A.I.D. appropriated funds will cover primarily
the costs of three Operational Program Grants (OPGs) to three participating
Non-Goveramental Organizations (NGOs) and a technical assistance contract,

(us § 000)

-2.:::::2.-::::1:2’::}::----'----’81I.Ia"’l.:.:’xll-'I’ﬂ'-.--I-,:t.-:’:‘.--:-.::.:::.

PRIVATE TOTAL
USES A, 1,D, cod SECTOR COST
I. SSE Support System
a, Grants to NGOs 8,600 - 4,540* 13,140
b. PPl Credit and
Guarantee Prograa 500 15,000 4,435 19,935
I1. Research and Policy
Analysis 200 1,000 - 1,200
IIT, Project Technical
Unit 4,800 - - 4,800
IV, Technical Assistance
Support Fund 250 - - 250
V. Evaluations/Audits 150 25 - 175
VI. Project Liaison
Officer 300 - - 500
TOTAL PROJECT COSTS 15,000 - 16,023 8,975 40,000

* A waiver of the 251 mininum counterpart contribution was approved by the
Mission Director for ANDI/PYME,

D. Project Issues

The following 1ssues arose in the course of intensive Project review, and
vere analyzed and discussed at length by the Project Design Conmittee and
Mission management, Summary responses to these issues are provided below,

1. Issue: The Project will be implemented by a broad group of NGOs
and private financial institutions. Is the Project dealing with too many
fnstitutions? Is the fnstitutional configuration too complex for effective
implementation and management? Why were the three participating NGOs chosen
over other elegible entf{t{es?



Response: As previously noted, the Project will direct efforts at
two levels: it will strengthen and expand the progrsns of Honduran
Institutions assisting SSEs ({ncluding NGOs and the private financial systea)
and it will foprove the policy environment under which SSEs operate. These
activities are essential to expanding employment and increasing fncomes
through SSEs over the long run, Eliminating any one of them would leave us
short of developing a cowprehensive SSE program, which is the objective of
this Project, This dual fccus requires by necessity, however, that resources
be channeled to multiple institutions serving different segnents of the SSF
spectrum,

During {ntensive review, the Mission determined that, vith respect to
NGOs, Project fmpact would be Iincreased by further strengthening those key
private sector institutions with the capacity to reach the greatest number of
beneficlaries, rather than by concentrating resocurces solely on one
institution. The Mission explored at length the possibility of providing
sssigtance to these fnst{tutions through one “umbrells” entity, Yet our
discussions with the GOH and the private sector indicated that creating a new
entity for this purpose was not a viable option and that no existing
institution had the capacity to carry out this role effectively, Bence, the
Mission will sign three separate OPGs with the participating NGOs. While in
theory having one agreement with one institution to channel resources might be
more attractive, the Mission determined that no single f{nstitution is yet
capable of assuming such a significant role,

With regard to the Expanded Financial System Lending, this component has
been designed to be operationally simple and will require minimal oversight
once functional, Moreover, the design permite significant expansfon of the
nunber of participating PFIs with minimal additional management costs.

In sum, {t {8 the conclusion of the Project Design Committee that the
Froject's institutional configuration is effective and that {t adequately
combines achievement of Project objectives with management efficiency and
existing institutional capabilities. A Project involving numerous
implementing institutions tends, of course, to be more complex, But the Teanm
feels that responsibilities are sufficiently clear, and that the incorporation
of some Project elementn, e.g., & Project Techeical Unit (PTU), will result in
expeditious {wp’ementation, )

In choosing existing organizations as agents of implementation, the
Mission carefully looked at a number of organizatidﬁs, both private and public
sector, that met the general qualification requirements outli{ned in Annex 11,
Exhibit G, The Mission deternined that limited Project resources should be
initially focused on strengthening private organizations assisting the SSE
sector since, for flie most part, these private organizations are more cost
effective than their public counterparts and are protected from the
politicization that often affects governmental agencies, Within the private
sector, we selected the three entities which, based on our analysis during
intens{+: review and our own experience, provide the greatest possible
coverrs to SSEs and which have the most effective programs consisting of
vario: . forms of assistance, ’

2, Issue: The primary Project focus is to assist SSEs, The private
fipancial system credit and guurantee component authorizes loans up to
$125,000 which is a large loan by any criteria. Is there a danger that most
credit resources will go to larger enterprises? Shoulda't the loan and
guarantee funds focus exclusively on smaller firms?



Response: The Project places great eaphasis on assisting the smaller
of the SSEs, particularly microenterprises, as reflected in the NGO progranms,
It must be kept in mind, howvever, that the Action Plan objective to which this
Project responds is employment creation, The promotion of SSEs {s a wmeans to
accomplish this end. To the extent that support for medium-scale enterprises
also contributes to the cost—effective creation of jobs—se A.I.D. and Mission
experience {fodfcates-~-they should be included as eligible beneficiaries under
the PFI program.l 1In this regard, the ain of the Project is to let the
market allocate funds, rather than to tsrget selected firms through burdensome
eligibility criteria, which complicate the operation of credit programs and
distorts the allocation of resources,

Moreover, numerous studies worldwide have highlighted the {mportant role
that wed{un-scale enterprizes can play, not only in creating jobs and
increasing production but in creating demand for the goods produced by SSEs
through forward and backward linkages, Our ovn experience Indicates that the
linkages between small- and medium-scale enterprises are important and can be
significantly increased, In fact, the relative absence of medium-scale
enterprises in Hondurss nas been identified as a problem afflicting the
Ronduran industrial sector.

Medium-sized enterprises often suffer from many of the same constraints
that are encountered by smaller firms, This 4s partfcularly true with respect
to credit, While they generally have access to the financial sector, large
collateral requirements posed by banks often result in undercapitalized firms
with f{nsufficient working capital, operating far below their capacity, which
limits their potential impact on employment and value added. Experience in
previous USAID credit programs indicates that the proposed lending limit of
$125,000 15 not unreasomable for plant expansion and working capital
requirements of medium-sized firms, While a number of loans of this size will
finance plant expansion and/or fuwportant working capital requiremente of some
firms, lending practices suggest that the average loan size, for both the NGOs
and the PFls, will be far below this limit, in the $25-30,000 range. Por
example, FIA's loan limit 1s $125,000 and yet its average loan size has been
consistently gofng down and is now approximately $35,000; with its current
emphasis on smaller enterprises, this average is expected to decrease
further. Ongoing Project monitoring will indicate whether or not the average
loan size {s reasonable for a comprehensive small business program such as the
one proposed in this Project. Based on Mission monitoring, as vell as formal
evaluation, adjustuentn in the lending limits may be made during Project
inplementation,

3. Issue: Is the fnclusion of both a credit and a guarantee fund
necessary? Why should JUSAID and the GOH guarantee their own fuads?

Response: The loan and Guarantee Funds have two different
purposes, The first is to provide liquidity. Although in the recent past
many (but not all) banks have been highly liquid, this eituation appears to be

1 Periodic evaluatfons will provide fnformation on the cost per job created
for all enterprises, These evaluationc will serve to make any necessary
adjustments in eligibility or other criteria.



changing quickly and the banking systea now faces a lack of liquidity, The
Loao Fund w{ll permit relatively 11l1iquid fnstitutfons to have a source of
funding for SSEs, Second, and more fmportantly, the Losn Pund makes it
poseible for SSEs to receive longer-ters loans which many banks are now unable
to provide because savers, concerned about economic and political uncertainty
in the country, are cautious about making long-term deposits, Third, during
the expansion phase of the project, new PFIs which very often are relstively
{111quid, such as Savings and Loan Cooperatives and Savings and Loan
Associations will be invited to participate {n the project in order to expand
the financial network,

The Guarantee Fund, on the other hand, will permit SSEs with viable
projects, but without sufficient or adequate collateral, to have access to
commercial credit, Thus, we would reduce the banks' exposure but leave them
vith enough risk to ensure that they would perform adequate financial
analysis. Ongeing discussious witn banks suggest that the Gusrantee Pund will
be in great demand, Since banks can guarantee loans using their own funds
(and oot just loans made available through the Project's credit program),
Project resources will leverage considerable private sector resources and
Increasce lending to SSEs, even if the lack of l1iquidity turns out to be &
short-term problem and the Credit Fund does not move as quickly as anticipated,

In sum, the two components are highly complementary but serve distinct
veeds., The PFIs have the option of using the Loan Fund or the Guarantee Fund
or both, To the extent that PFIs use the Guarantee Pund in conjunction with
the Loan Fund, it will help ensure that POPEME resources are channeled to
riskier enterprises which would not normally receive bank credit.,

The Guarantee Fund will generate sufficient income through capital
irvestments and fees to cover anticipated defaults from the Loan Pund
progran, Hence, USAID-GOH principal will not be used when the program {s
undervay to cover defaults, Moreover, in cage of default, banks must repay
principal and interest from the Loan Pund, whether or not they use the
Guarantes Pund.,

4, Issue: The Project will init{ally work with three NGOs who at present
are not financially self-sufficient., To what extent should the Project seek
to ensure their sufficiency by Project end? .

Kesponse: The Mission determined that for those NGOs vith~gfod1t
programs, total self-sufficiency is highly desfrable and should be pursued.
This objective has been csrefully incorporated in Project design. All credit
programs are designed to be self-sufficient, Bowever, Mission and A.1.D,
experience also recognizes that training and technical sssistance efforts may
never be fully recoverable or self-sufficient if we are to support
microenterprises and work with the smallest of the small-scale enterprises.
Given the very high cost of reaching this target group (v ften with loans of
$100-4500), 1t is difficult, if not impossible, to pass along all
adninistrative costs plus technical assistance and training costs to
borrow- -8, Therefore, coaplete self-sufficiency, i.e., including technical
assist ice and training programs, may be outside the reasch of some of these
NGOs, and, 1f insisted upon, would push the NGOs to eliminate technical
assistance and training programs from their SSE assistance packages.



In order to assist the NGOs to maximize efforts to attain
self-gufffclency for their entire prograa or, at a minisum, independence froa
A.1,D, finsncing, the Project will vork with the NGOs to fdentify additional
sources of revenue -~ specifically throvgh the {nplemeatation of
revenue—generating sctivities and the coanmitment of other donor and/or private
and public sector funding., While the Mission way not provide additfonal
funding to the initial three NGOs beyood the 1ife of the Project, it will
retain the flexibflfity to finance future efforts associated with traioing and
technical assistance, As noted above, all credit programs are expected to be
self-sufficient,

K. Recommendation

The proposed Project fully supports the USAID commitment to establish
sustained economic growth and development by creating eaployment and
Increasing {nccmes., Moreover, providiog employment opportunities to Hondurans
18 a key priority in the GOH National Development Plan, It {s the Project
Design Comittee's opinion that the Project 1s technically, fioancially,
socially, and economically sound, Therefore, the Comnittee reccamends that
the USAID/Honduras Mission Director authorize the Project,

II, BACXGROUND AND RATIONALE

A, Definition of the Problem: Macroeconomie Setting

With a per capits GDP in 1985 of approximately $769 (in 1988 values),
Honduras 1s one of the poorest countries in the Western Hemisphere, At the
end of 1987, approximately two thirds of the population had earnings belov the
estimated poverty line fncome of $230 per anoum,

Booduras' poverty is reflected in key socfal indicators associated with
underdevelopmert, The human rescurce base is estremely weak and social
services are woefully inadequate. This is evidenced by the literacy rate
vhich, for the adult population, is a low 60%. Moreover, only 20X of the
rural population over 14 years of age 1s literate, The situation is similar
in the health sector where, despite considerable progress over the last
decade, generally poor health conditions continue to limit productivity,
earaing pover, and improvemeats in the quality of life for most Bondurans.
Maloutrition affects nearly 40X of the population. Sanitation and housing are
inadequate for the majority of the population. ~These and other factors
contribute to s high {nfant mortality rate (79/1000—third worst in Latin
Arerica) and a life expectancy of only 62 years, lovest in Central Amserics.

Bigh levels of unemployment -~ the result of low labor productivity and s
lackluster economy — are viewed by most Boodurans, including the GOH, as the
critical {ssue confronting the econoay and the well being of the country. At
the same time, labor market conditions (1.e., vage levels and unemployment
rate) generally are a reliable fndicator of the health of s society, In
Honduras, labor market conditions bave gone from bad to worse during the 1980s
and threaten to deterforate even further as the decade ends. An estimated



12 of the population 1s unemployed and underemployment accounts for perhaps a
similar figure,l Moreover, the aggregate figures hide the especially hard
impact that adverse labor market conditions are having oo specific population
subgroups. For instance, GOH employzent figures in September 1986 cited
unemployment rates of 21 and 18% for men and women, respectively, between the
8ges of 15 and 24 yeare living o urban areas. March 1985 figures show that
over 51X of the unemployed in Tegucigalps and San Pedro Sula (Bonduras' two
largest citifes) had been uneaployed for over three moaths, and over 18% for
two years or wore, Such statistics suggest the ex{st~nce of a substantial
core of long-term unemployed who are in danger of becoming unemployable,

The wage situation in the labor market {g e€qually bleak, September 1986
figures indicate that 221 of the exployed urban workers labored more than 36
hours per week yet earned less than §100 per month—a level of income wvhich
places these workers at Just barely above subsistence. Moreover, 1f one takes
into account that (Dr per capita has fallen from 1980 to 1986, and that labor
force growth has been substantial (estimated at 3,51), 1t {ig very likely that
real wage rates have fallen significantly, 2

Current labor market conditions are troublesome, but even more so i{s the
possibility that these conditions will worsen in the coming years unless
corrective actions are taken., Economic growth is expected to be modest in the
near future., Yet Honduras is likely to continue to experience high labor
force growth rates for over a decade. As a consequence, the demand for labor
will not be sufficient to absorb the ever-increasing numbers of workers
entering the labor force. Tue GOH estimates that by 1986, about 30,000
additional workers were being added to the labor market each year— but that
only 10,000 new productive Jobs were being created annually, As a result,
unemployment rates might rise in the near term, or, more likely, real wages
could fall even further,

To the extent that Honduras has a predominantly agricultural-based
économy, opportunities to create jobs and incresse fncomes must be sought 1in
the agricultural sector, incluling off-farm employment in agroindustry and
support services, supplies, and equipment for agriculture. But demographic
trends (urbanization exceede 6% per annum) and low productivity fndicate that
Jobs must also be created and incomes increased in the non-agricultural sector
to meet the employment challenge facing Honduras as it approaches the 21et
century, Yet, although the manufacturing sector'a contribution to DP and
eaploynent has increased during the past 15 years--accounting for 12% of GDP
in 1986--performance has been poor,

1 The GOH"s Ceneral Directorate of Statistics and USAID's Office of Economic
Policy Analyeis estimate unemployment at 12%. Using an incomes based
approach, the IBRD estimates open and underemployment at 25X,

2 see the USAID/Honduras Employment Strategy Paper., The above section
sunmari cs its findings, The paper provides a comprehensive picture of the
labor c.tuation in Honduras. Copies are available in USAID/B and LAC/CA.



Manufacturing output grew at a reasonable average rate of 5,6X per year
in real terms during the 1970s but declined by 2.5% per year during 1981-85,
The large import-substitution fndustrialization (ISI) firms that vere
Inftiated or expanded in the sixties and seventies still account for a
considerable portion of the f{ndustrial value sdded and total output, However,
they are in many cases inefficient and are ficancially viable only due to
protective tar{ffs and spectal fncentives assoclated with the ISI 20del,
Iovestment costs per job created through these firms appear to bave exceeded
415,000 1o all cases and epproached $30,000 in many,l Under these
cooditions, investment in the range of ngO-JOO xill{on per year would be
required for the fodustrial se tor to absorb even one-third of new entrants
into the labor force (415,000 or 430,000 x 10,000).

In sum, the critical problem frcing the Honduran econoumy and its
policymakers {s to generate additional productive employment and increase
incomes to improve the well being of the Bonduran people, Yet the
agricultural sector can meet only part of this demand +hile the manufacturing
sector 8s a vhole has been stagnant and has fafled to produce the Jobs needed
to absorb the growing labor force at anything approaching a reasonable
investment cost,

B. Response to the Problem: Prowotion of Small-Scale Enterprises

(SSEs) <

The importance of SSEs in cresting productive Jobs and enhancing incomes
of the poor in developing countries is widely recognized in the developaent
literature. Over the years, ISI firms in Bonduras have been unable to create
increasing numbers of jobs, While precise data are ot available, it 1s
estimated that in Honduras, large-scale ISI-type enterprises actually provide
fewer jobs today than they did a decade ago, Moreover, as in many developing

1 Developmert Alternatives, Inc., The Effect of Policy on Small Industry
Development fn Honduras, USAID/H cootracted study, 198 and, ARIES Project,
Honduras--A Small and Micro Eoterprise Development Strate , March 1987,
These documents will be referred to as the DAI Policy Study and the ARIES
Bonduras Strategy respectively,

2 The tern SSE 1s used in a broad sense in this section to-cover
micro--terprises (which employ less than 5 persons and have flxed sssets of
less _ban 410,000) and small enterprises (vhich employ froa 5 to 19 workers
and bhave fixed assets of less than $25,000), The term Medium-Scale
enterprises, also used throughout this paper as part of the SSE definition,
encompasses firms which employ from 20 to 99 workers and have a capital base
between §25,000 and $250,000, This definition conforms to that used in the
1974 Industrial Census, Note, however, that Section IV estsblishes an
slternative defin{tion of SSEs based on AIDA guidance and the Missfon's
experience in its Small Business Development Project SB I), This latter
definition will be used fn this Project,
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countries, SSEs, particularly microenterprises, are by far the most fmportant
component of the industrial sector -~ in terms of total nuaber of firms and
contribution to employment, SSEs include both “"formal™ enterprises (i.e,,
those registered with GOH authorities, wvhich pay taxes, licenses, and other
government charges) and those "{nformal” enterprises which operate outside of
governcent control and registration systens,

Table 1 below summarizes findings from the 1974 Industrial Census and
illustrates that Honduras' industrial structure is dominated by micro-
enterprises with relatively few small, medium, or large enterpriges. Of the
approximately 38,000 Honduran {ndustrial enterprises identified by the census,
approximately 981 of these firms fell into the microenterprise category (under
five workers),

The 1974 gurvey demonstrated that microenterprises make the greatest
contribution to {ndustrisl employment, providing jobs to approximately 577 of
the industrial workforce of approximately 90,000 laborers (see Table I),
Recent updates of employment data {ndicate that wmicroenterprises now play an
€ven greater role in the provisfon of {ndustrial jobs. Central Bank data
estimate that currently there exists s universe of approximately 300,000
individuals, employed by about 78,000 SSEs 1n various subsectors, 1 1In
fact, microenterprises (sometimes called the {nformal sector) are the only
segment of the {ndustrial se:tor that grew significantly throughout the last
decade, An additional 40,000 micro businesses are engaged in commerce and
services (including market vendors and street merchants) and eamploy
approximately 120,000 peOple.2 '

These figures illustrate the faportance and magnitude of SSEs in
Bonduras, Based on 1985 Central Bank estimates of an econonically active
population of 1,11 aillfon, SSEs in fodustry, service, and commerce employed
more than a third of the total workforce, This estimate coincides with '}
World Bank figure of approximately 300,000 persons who are employed by
SSEs.3 In Tegucigalpa alone, microenterprises are estimated to eaploy
nearly half of the workforce.® Numerous studies indicate that these figures
significantly underestimate employment by SSEs in rural areas of the country.

Finally, studies commissioned by the Mission indicated that SSEs in
Honduras outperformed larger ISI firms in oet return to capital, net return to

4 ARIES Bonduras Strategy. pg. 16. The PP document uses the 300,000 figure
to denoninate the universe of potential beneficiaries.

2 pax Policy Study
3 world Bank, Country Memorandunm, 1386,

4 ARIES Bonduras Strategy
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labor, and social cost/benefit measurements (see following parazrapbo).l

In sum, SSEs form the most important component of the industrial sector
not only from the point of view of number of firms and people eaployed, but
also with respect to the overall efficiency of resources sllocated to
fodustry, The advantages of SSE promotion — as a means both to overcome the
employnent and low income problems facing Bonduras acd to attsin other
imwportant developmental objectives — are suzmarized below,

* Potential to Increase Enmployment levels: Based on
conparative data on investment cost per job created, SSEs tend to employ more
direct labor per unit of capital than larger enterprises, Studies also show
that SSEs generate more indirect employment as well, due to the stimulation of
complimentary businesses (forward and backward linkages). Data in Honduras
demonstrate that jobs created by SSEs (fixed capital per worker) cost
considerably less than those created by larger enterprises (approximately
$500-4,500 per job for micro-, small and med{um-sized firms, veraus $17,000 to
$30,000 for larger enterprises),?2

* Dynamism of SSEs: In many developing countries, SSEs
represent the fastest growing segment of the economy sand the most important
provider of new jobs. As noted above, figures in Honduras have confirmed this
fact.

* Inpasct on the Poor: SSEs generally undertske activities
having appreciably higher employment demand for unskilled workers which
translates into greater employment opportunities for the poor and their
ability to increase their incomes, Moreover, due to the nature of SSEs, the
unskilled also often gain experience in other facets of business, including
management and other tasks requiring greater skill levels,

* Higher Productivity of Capital: SSEs, with a lover level
of investment per worker, tend to achieve a higher productivity of capital
than do larger, more capital-intensive enterprises. Available data measuring
value added in relation to financing for enterprises in Honduras suggests that
small manufacturing firms outperform other enterprises in the same
wanufacturing sector, Output per capital ratios for small and large
enterprises in Bonduras range from 2,13-3,57 for SSEs to 0.28-1,41 for larger
firms, indicating much higher pruluctivity for smaller enterprises,

1 DAI Policy Study and ARIES Bonduras Strategy

2 pax Policy Study and ARIES Hondurss Strategy

3 DAI Policy Study and ARIES Honduras Strategy
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Tasie 1
SIZE DISTRIBUTION OF INDUSTRIAL FIRMS

No. of Percent Employ-  Perceat Gross Percent Percent
Firms of ment of Value of of
Total Total Added Total Output Total
(Lps. 000)
Artisan 36,973 97.8% 50,137 57.1Z NA NA NA NA
(1-4)
Small 476 1.32 4,606 5.3% 17,166 7.1Z 60,473 6.12
(5-19)
Medium 292 0.8 13,012 14.82 79,769 3. 397,396 40, 3%
(20~-99)
Large 81 0. 19,975 22,87% 143,485 59.7% 528,219 53.6Z
(over 100
clploy_'uo) _ 3
TOTAL 37,822 100, 0X 87,730 100. 02 240,420 100. 0% 986,088 100.0X :;
. inm

Stallman, Judith and Pease, James “"Rural Industrialization Policy and Programs
A Preliminary Assessment” International Ladbor Offica, Geneva.

SOURCE:
Honduras:
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* Encouragement of Private Sector-Led Crowth: Fostering
SSEs supports the development of market-led giovth and of & dynaaic,
indigenous private sector, Forward linkages to larger scale enterprises, such
as subcontracting srrangements, for example, provide a means for establ{ghed
firms to play important roles in technical assistance, marketing, and other
fuactions, Moreover, exphasis on the importance of SSEs to the overall
economy, particularly those firas towards the micro and small end of the
spectrum, will increase avareness among the general population about the
Pluralistic nature of the private sector and will reinforce democratic values.

* Other Arguments for Promoting SSEs include: The creation
of coomplementary businesses; SSEs' affect{veness as mechanisus to support
economic decentralization; the stability and coherence they lend to
compunities; their generally minimal adverse environmental impact; their
fmportance as generators of savings; and their role as a major source of
enploynent for women.

For these reasons and others listed in the development literature, the
promotion of SSEs 18 considered a viable and effective mechsnism to fncrease
employment and incomes fn both rural and urban sreas in Bonduras. SSE
promotion addresses the employment problem facing Bonduras and encourages the
country to rethink national policies and procedures which discrimipate against
the use of labor absorptive production techniques in favor of an excessive use
of capital, Furthermore, assfstance to SSEs addresses a ma jor A.L,D,
developmental priority, which 1s to support and strengthen the private gector
a8 a catalyst for economic growth and development, and responds to the U,S,
Congressional mandate to channel increasing levels of resources to
microenterprises.

C. Constraints to the Growth of SSEs in Honduras

Despite the recognized sttributes of SSEs, numerous constraints iohibit
their development and growth, These fnclude policy, institutional, financial,
technical, and attitudinal constraints, vhich are discussed below.

1. Policy Constraints

One of the fmportant characteristics of the Honduran industrial sector
is the overwhelming number of aicroenterprises compsred to small, medium, and
large firms. Indeed, microenterprises account for the great majority of firms
in the industrial sector, as noted earlier in Teble 1, This relative absence
of small- and medium-scale firms is disturbing because studies have
demonstrated that, while microenterprises are very important generators of
enployment (particularly compared with large firms), the small enterprise and
the lover range of medfun-sized enterprises are more efficient and bave
greater economic potential, in teras of employment, value added and other
economic measurements, An increase fn the number of small firms and
wedium-sized firms would, therefore, be expected to have a greater fmpact on
the development of the Honduran economy,



13

The relative absence of small~ and mediun-scale enterprises in Honduras
raises an fsportant question: Given their dynamic nature, .why don't
microenterprises grow ({.e., "graduate™ to the formal sector and to formal
financial fnstitutions)? The answer is complicated and differs by subsector
and even according to firm, There are numerous reasons and constraints that
affect thefr growth, as noted belov, Perhaps most {mportant is the hidden,
yet pervasive influence of {nappropriate macroeconomic policies and
regulations, The potential for economic growth is limited by the distortions
and inefficiencies generated by these policies, which effectively prevent
microenterprises from “"graduating” to the formal sector.

For example, financial market policies cap the maximun lending rate,
thereby providing a disincentive for banks to lend to smialler, riskier
clients, At the same time, most microenterprises and some swall firms only
have access to informal credit at ruinous interest rates, Exchange rate
policy supports an overvalued Lempira (currently L2 = $1) which primarily
benefits larger enterprises that have access to forefign exchange at the
of ficfal rate. Smaller firms must purchase imported inputs through other
channels and add the customary markups, Similarly, trade policlies favor firms
that can readily obtain tax exemptions on imported inputs, In effect,
financial market and exchange rate policies as well as trade policies lower
the cost of capital for larger firms but hurt the competitive poeition of
swall firms, In addition, the tight monetary policy required to maintain the
official exchange rate reduces the liquidty of the system and the linited
financial resources are channeled to the larger well collaterized big firms.

Another result of Bonduran trade and exchange rate policy, albeit
unintended, vhich hurts smaller firms is the large quantity of smuggled goods
entering the country, Contraband 18 destroying firms im the shoe production,
textiles, and clothing industries—subsectors doninated by large numbers of
microenterprises, At the same time, these firms' export potentisl is severely
hampered. The cost of Bonduras' progressive labor legislation ~- provisions
such as the seventh day and 13th month of pay — also affects the smsller,
more labor-intensive firms disproportionately to their financial means,
because the wage bill for those firms, i.e,, SSEs, is proportionately greater
than for larger, more capital-intensive firms.

The inplementation of policies is plagued by bureaucrstic inefficiency.
The existing system of tramitfs. or red tape saps the resources of all firms
but particularly 4inhibits the progress of amall firms. The process is
sufficiently coaplicated and costly that it discourages smaller firms from
atteapting to receive benefits under the Industrisl Incentives Laws, to import
products directly or, to a lesser degree, to export, Although it is llegal
to be unregistered, the cost of legalizing & firm fncludes paying all back
taxes due since the firm began operations, Thus, unregistered SSEs comprising
the "informal™ sector must leap over a high barrier of costs to join their
formal gector counterparts and grow, Annex 1I, Exhibit C presents an overview
of steps required to register firms formally as well as a flowchart of steps
required to classify firms.
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If the esploynent and economic potential of SSEs {s to be realized snd
needed dynanisn injected into the Hondursn economy, inappropriate polici and
regulatory conditions such as those outlined above should be corrected.
While this Project alone cannot redress the existing imbalance, 1t will
initiste policy research and analysis and will support other Mission efforts
directed at policy refora,

2, Inetitutional Constrainte

There are aumerous constraints associated with institutions that provide
various services to SSEs, An important one concerns limited service coverage
to SSEs. Commercfal banks have not traditionally provided loans to SSEs
because of the high transactions costs and high risk (lack of collateral) that
SSE lending represents. Those banks that have expressed interest in providing
assistance to SSEs have also requested technical assistance in the arcas of
minagement information systems, asset and 1iability management and small
business project analisis,

In the absence of commercial bank lending to SSEs, public and
non-governmental orgaunizations (NGOs) have attempted to fill the gap. There
are approximately 25 such organizations in Honduras that provide sgme type of
service to SSEs through approximately four SSE promotion "models,™¢ Yet
coverage of SSEs by these institutions is extremely low. A recent survey
indicates that only 6,700, or less than 10 of small- and medium-scale
fodustrial ecierprises in Bonduras received some type of services in 1986.3

Overall individual coverage vy existing NGO institutions is low, ranging
from approximately 150 to 2,600 clients assisted yearly, On}y five
(non-banking) organizations reach over 100 clients per year." Yet expansion

1 The previously cited DAl Policy Study presents s thorough description of
policy constraints which this section very briefly sunmarizes. A wmore
complete summary i{s presented as Annex II, Exhibit D, The complete study is
listed as unattached Aonex III, Exhibit B, and i1s available in USAID Honduras
and LAC/DR,

2 These models are described in the ARIES Honduras Strategy Paper,
unasttached Annex III, Exhibit D, pages 40-46,

3 Ibid. Thise survey assumed no overlap; services include credit, TA,
training, attendance at workshops or seminars, and promotional talks,

4 They include the National Association of Industrialists' Program for Small
and Micro Enterprise (ANDI/PYME), Advisors for Development (ASEPADE), Honduran
Development Foundation (FUNADEH), Center for Industrial Development Rural
Technologies Program (CDI/PTR), and the Honduran National Association of Small
and Mediun-sized Industries (ANMPIB),
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of coverage 1s a difficult task, Many of these organizations are relastively
new, Others can be categorized as “mwon and pop” operations whose capacity to
grow i1s limited, Others, particularly—though not exclusively—public sector
institutions, are burdened with high management costs and operational
ineffectiveness, Moreover, the experience of A, I.D, and other donors has
demonstrated that transforming organizations wvith small prograas to
orgsnizations with significant outreach capacity is extremely difficult and
wust be undertaken with caution in order to avoid overextending the
fnstitutional capacity of the entities.

Another problem faced by many of these {nstitutions is thefr limited
ability tc raise resources through fund-raising and/or charges for services,
Contributing to the problem is the fact that donor programs have not
enmphasized self-sufficiency nor have they in most cases been concerned vith
this {ssue, No Honduran NGO serving SSEs 1s presently financially independent
and all must depend on some form of donor assistance., However, some credit
programs, notably those of ASEPADE and FUNADEH, have attained a high level of
self-sufficiency. While {t may be difficult, 1f not impossible, to attain
self-sufficiency for overall programs, NG@s supporting SSE development can
give greater attention to financial viability, including generating income
from services and attracting contributions from additional resources,
especially those in the private sector,

Inadequately trained staff, particularly in the areas of accounting and
financial controls, data processing, and overall credit delivery, 1s another
institutional constraint that affects many N®s.

Finally, there is a notable absence of effective coordination between
NGOs and donors supporting SSE development, as vell as between these
institutions and the govermment, Efforts to improve coordination have deen
undertaken over the last year with some success. For example, in November
1987, the Priedrich Ebert Foundation sponsored a conference that brought
together numerous local NGs to discuss problems faced by the SSEs. Another
exanple is the recently established Committee on the Informal Sector which
includes representatives froa Bonduran small business assistance entities, the
formal financial sector, and the GOH, 1Its purpose is to discuss problems of
SSEs, and to define and implement a course of action. While some efforts have
been initiated, there 1s considerable room for improving coordfnation of
efforts~-particularly those geared to analyzing policy constraints and making
recomeendations to solve these constraint{.

3. Financial Market Constraints

A major impediment to SSE growth is very limited access to formal credit
resources by SSEs, particularly microenterprises and the smaller range of
small enterprlaea. A credit demand analysis of SSEs confirmed that their
potential annual needs ($115 millfon) far outstrip the availability of credit
from the existing NGO programs and the formal banking sector. (See Part
VI.D.1) Unt{l recently, the linkage between the financial sector and the
small businese assistance community was practically nonexistent. As in most
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countries, the formal banking system is apprehensive about lending to small
enterprises, To a large extent, this resistance {s understandable given the
higher costs assoclated with a large portfolio of small loans, higher risks of
lending to the sector, and the low levels of collateral that SSEs can offer.
Yet while banking 1s (and should be) s conservative business, the Hooduran
financial comomunity relies almost exclusively on asset-based lending, {.e.,
collateral, for its lending decisfons. This precludes the financing of many
projects which could be justified on a cash-flow basis, Reliance on
collateral as a basis for financing has a perticularly negative iapact on
SSEs, part{cularly the smallest of these enterprises.

There are also structural constraints which {nhibit lending to SSEs,
Por example, preferences accorded to the public sector in the financial sector
(e.g., tax free bonds earning 101 annual interest with no risk for banks
holding these instruments) leave little incentive for banks to increase their
lending portfolfo to SSEs or in many cases for larger SSEs or med{um-scale
businesses to make additional investments, Thus, the lack of access to
financial resources by many SSEs must be viewed not only in the context of
limited availability of funds, but also as part of a series of policy and
structural coastraints which plague the financial sector,

Fioally, lack of 1iquidity is a constraint to SSE lending. NGO
organizations chronically face a l1iquidity problem, but more recently in
Honduras, lack of liquidity is an issue for PFls as well, While banks vere
11quid through most of 1987, at the end of the year, excess liquidity began to
diainish as a result of a seasonal peak for coffee pre-export and export
fioancing and Christmas inventory purchases, In early 1988, the Central Bank
announced & 31 legal reserve increase effected in monthly increments of 1%
from February through April. This measure has bastened the reduction of
l1iquidity in the systen,

4, Technical Constraints

The owners, managers and workers in the majority of informal sector
businesses and other SSEs lack sufficient knowledge of basic business,
minagement and technical operations to permit them to expand, Knowledge and
application of basic msnagement tools such as sccounting systems and ioventory
controls are not common among SSEs.

These shortcomings are compounded by a limited knowledge of marketing
and a lack of information on available markets for their products. At the
uicro- and small-enterprise level, marketing of products appears to be
haphazard and few learning opportunities exist that directly meet the needs of
the entrepreneurs, For larger SSEs and medium-scale enterprises, attempts to
enter the international market ar: hanpered by export regulations, lack of
information on the international marketplace, and the difficulty of meeting
quantity and quality standards and delivery targets,
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S. Attitudinal Cocstraints

One of the most fmportant characteristics of an entrepreneur is his/her
willingness to take risks to mobilize the enterprise, Yet the Honduran
business community tends to be risk averse and {s often reluctant to take the
steps necessary to expand production, or to undertake new ventures and
investments due to the high risks involved at the micro level, The
aicroeotrepreneur often has no choice since there are few other income-earning
opportunities. For the microentrepreneur to survive, he must accept adverse
conditions, Prnanding productiuvn beyond the micro level and particularly froa
the small- to the medium-scale enterprise level, hovever, requires risking
hard~earned capital that may be lost in the undertaking. This category of
Honduran businessman 1s characteristically conservative by nature and
frequently does not demonstrate resourcefulness, flexibility or willingness to
take risks. In essence, then, a problem affecting the growth of many
enterprises i{n Honduras is the lack of entrepreneurship among many business
persons at all levels,

D, Overviev of Recent USAID—Supported SSK Activities and Lessons
Learoed

In recognition of the importance of small-scale enterprises and of the
problems and constraints affecting their growth and development, the Mission
has undertsken various activities that support them through the implementation
of several projects and operational program grants (OFGs), These activities
are briefly presented here,

1. Overviev of USAID-Supported SSE Activities

USAID/Honduras' development strategy has been based on the premise that
private sector~led growth resulting in the generation of foreign exchange and
employment is the wmost appropriaste way to address the veak economic conditions
prevalent in Bonduras. 1In recognition of the extent of rural poverty and the
fmportance of rural enterprises in Bonduras, the Mission approved the Rural
Technologies Project (522-0157) in 1979, A main focus of the project has been
to increase gmall-scale rural industrial production and employment through the
introduction of improved production and management systems and the
establishment of new enterprises, The project has provided financial support
to the Centro de Desarrollo Industrial's (CDI) Rural Technologies Program
(PIR) component, PTR, previously an autonomous division of (DI and now &
senjautonomous unit within the Ministry of Economy, has offices in rural areas
throughout the country and provides vital services to the small-scale
iodustrial and agro—industrial sector, including technology adaptation and
dissenfnation and linited amounts of credit, A 1986 project evaluation
indicated that the disegenination of technologies has had a highly positive
ecoaoaic fmpact on the rural participants, It found that, on average, rural
participants focressed their annual income by approximately 271, Assistance
has been provided to small-scale rural industries with significant potential
for generating income and employmant, as well as foreign exchange through
exports,
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In the early 1980s, various studies {dentified the major problems of the
small- and med{um-scal: enterprises ss low avaflability of 'and access to
credit sources and a linfted understanding of adainistration, msrketing,
technical knowhow and the legal environment, In 1984, the Mission approved
the Small Business Development Project (SB I, 522-0205), its flagship project
fn support of SSE developueat, The project was designed to expand financilal
and technical assistance to a segment of the private sector that had virtually
no access to the banking system, It provided support for the establishment of
8 development-oriented but for-profit finance company, the Financieras
Industrial y Agropecuaria (FIA), and a complementary technical assistance
system (known as the Business Assf{stance System — BAS) which is coordinated by
the National Assoclation of Industrialists (ANDI),

FIA provides loans to small- and medfur-scale businesses} as of March
1988, it has made 80 lcans for $3.2 million, FIA's activities are
complemented by technical and managerfal support provided by organizations
participating in the EAS, or through its own newly created technical
assistance capability, ANDI, through its PYME program (Programa para la
Pequena y Microempresa), ccordinates existing small business service
organizations, strengthening them through budgetary support, personnel
training, finaoncing of dollar costs of technical assistance, and the
establishment of monitoring and ~valuation systems. As of March 1988, the
ANDI/PYME program has made 59 grants to 21 PVOs and has conducted 38 training
courses.

The Small Business Development project has {n fact developed a source of
sccessible financial and technical assistance for Honduras' small- and
wedium-scale businesses, thereby fncreasing production and eaploymeat in these
businesses as recently confirmed by an independent evsluation of the project.
The evaluation indfcated that both organizacions are positively affecting
enployment and income generation through the strengthening of small and
medium-sized enterprises. FIA's program has directly created 650 jobs and
maintained 700, vhile the ANDI/PYME oetwork has resulted ia the
creation/maintenance of more than 5,000 jobs and the provision of technical
asgistance to over 3,000 small and microenterprises.

To complement the FIA/ANDI programs, the Mission also approved a series
of small Operational Program Grants to NGOs which provide credit, technical
assistance, and training services to small-scale enterprises so that they can
expand their businesses and strengthen their technical and managerial skills,

For example, under the Microenterprise Development Project, Asesores
para el Desarrollo {ASEPADE), s local NGO, is helping entrepreneurs in the
informal sector to obtain access to credit to develop or expand as
microenterprises, In 1984, a U.S. PVO, Accibn International/AITEC, initiated
8 pilot program with ASEPADE to serve the credit needs of the smallest urban
businesses in Tegucigalpa and two other cities (now expanded to eight cities
throughout the country), In August 1986, the Mission provided a local
currencv grant to AITEC to support an expansion of this program of credit and
manage: i1 assistance for microenterprises in the areas of services,
manufac curing, small vendors and to businesses which are members of, or are
forming, solidarity groups, Lloans range between $200 and §1,000 per
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beneficfary, The project goal is to improve the socioeconoaic conditions of
the lowest stratum of the economically active urban population, create new
Jobs and fncrease family {ncomes. In eighteen wonths, ASEPADE hag made 3,160
loans totalling §1,200,009; their efforts have resulted in the creation of 490
Jobs (357 women) snd maintepance of 3,700 jobs (591 wozen),

The National Foundstion for the Developwent of Honduras (FUNADEH), a
Honduran PV, received & grant from the Missfon in 1985 to focus an the
provisfon of loans, technical assistance and training to micro~ and amall
enterprises, FUNADEK is providing credit and technical assistance to
small-scale and microenterprises with limited resources in and around San
Pedro Sula, Bonduras' second largest city and the country's business and
comrercial ceater. By fncreasing the profitability of selected SSEs, the
project is helping these SSEs to establish and maintain a stable income base
Lo create new employment opportunities, In three years, FUNADEH has made 650
loans totalling §2,2 willion; their efforts have created more than 1,000 jobs,

Beginning in mwid-1985, USAID/Bonduras also provided a grant of $5
million {n local currency equivalent to the Honduran Federation of PWs
(FOPRIDEH) which provides financing and technical assistance to the Honduran
PVO compunity at large. To date, FOPRIDEH has approved grants totalling
approximately 41,5 million in local currency equivalent to 25 local
organizations. A substantial number of projJects approved by FOPRIDEH (10) 4n

urn provide credit and production assistance to the SSE sector, The Mission
80 supported a local PW working with small women's cooperatives in rural
eas; this assistance has continued under the FUPRIDEH project,

Finally, fo 1985, the Partners of the Americas {initiatcd a prograam to
{n Hooduran swall business owners in the partoer state, Vermont, To date,
“teen groups (each comprising 20 individuals) have received trajoing in
vont 1o areas such as basic accounting and management as well ay technical
¢ as (e.g., restaurant management, pork production, horticulture gnd dairy
he-d management),

2,  Analytical Base and Lessons Learned

Through the implementation of these projects, including evaluations,
contracted studies, and our review of current development literatuge oo the
desiyn and {mplenentation of SSE-type projects, USAID/Honduras has gained a
valueble analytical base on SSEs.l This analytical base has assisted us to
‘ cptualize and refine the strategy for the proposed Project, This section

~arizes briefly key lessons learned that are relevant to the Project,

* While discrete project-specific interventions are required in the
promotion of SSEs, more important is the establishment of an
adequate economic policy and regulatory environment that will
benefit all SSEs and remove structural biases against thea,

pr——

* A complete 1isting of the studies, evaluations, and other documants
analyzed during Project design appears in Aanex 11, Exhibit E,
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*  The formal f{nancial systeam could reach the greatest number of SSEs
and a strategy to accomplish this should be incorporated in a
coaprehensive SSE promotion strategy., The best way to do thie (s to
ensure that the strategy promotes commercially viable activities and
that it programs SSEs to “graduate” to borrowing from commercial
financial {ostitutions,

* A strong base of institutions serving SSEs must be developed. But
this institution-building process is a lcag-term proposition. In
particular, these organizations must develop the managerial base to
implenent these programs efficiently, The long-term nature of the
institution-building process also suggests that the establishment of
new {nstitut{ons should be undertaken only wheu no alternatives
exist,

* The long-term sustainability of these institutions depends upon
their ability to achieve an adequate level of self-sufficiency.
Credit programs in particular should become completely
self-sufficient, While costs for training, technical assistance,
and siuilar programs may not be completely recoverable, every effort
should be made to recover at least a portion of these costs through
fees and efficfent, market-orieated credit programs.

*  Coordination of efforts among institutions serving SSEs 1s necessary
and aust be promoted. In particular, iastitutions serving SSEs must
avoid duplication of efforts and coocentrate in their areas of
comparative advantage., For example, trsining is one area in which
several organfzations should avoid duplication and benefit from
greater coordination, With regard to cooperation, however, programs
must avoid & “forced marriage of interest between
organizations.'1 Collaborative efforts must be beneficial to all
participating entities,

*  There is an important "missing middle” of small- and mediun-scale
enterprises in Honduras that should be assisted as part of SSE
programs if forward and backward linkages in the sector are to be
naximized,

* The literature on SSEs and our own experience verify the importance
of fovolving implementing institutions in Project design.

*  The literature on SSEs and our own experience confirm that it is
extremely difficult for the NGO traiaing and technical assistance
programs to become self-financing due to the relative inability of
the beneficlaries to pay for the coets associlated with these types
of prograas,

* While Project design must be based on a clear and defined strategy,
projects serving the SSE sector must be flexible in their design,
alloving for operational modifications and the incorporation of

4 SB I Project Evaluation
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lessons learned, The Mission's ongoing small business activities
have all undergone some modifications and improvements which have
bean {nstrumental to their success,

In addition to these general observations, numerous operational or
technical "lessons learned” have been drawn upon in the course of implementing
the current SSE portfolio and analyses of the sector. Aa important lesson
learned 18 that credit delivery systems must be as simple as possible, with
reduced information and administrative requirements. A serious mistake made
in many SSE programs is that—to ensure proper “targeting”—the credit
criteria which are developed result in a burdensome a,proval system, It has
also been found that repayment schedules need to conform to the time profile
of cash flow—but a “flexible” policy on loan repayments often results in
fnefficient and bankrupt programs, Experience in other programs in other
countries indicates that the shorter the repayment period, the better the loan
recovery rate, In any case, loan repayments must be strictly enforced.

Another key lesson learned is the {mportance of a well-desigoed,
vell-managed information and computerized data base system to track the loan
port folio and to provide vital information on job creation and increases in
production value e&dded.,

E. Project Strategy

As measured in recent evaluations, Mission efforts to date in support of
SSEs have been highly successful in accomplishing planned outputs, Our
programs have helped establish a preliminary institutionel base of support for
SSEs, Through resources made available for credit, technical assistance, and
training, these programs have reached thousands of businesspersons, helping to
increase their production and incomes, However, despite their success, our
programs are reaching only a small percentage (no more than perhaps 52) of the
target group., Moreover, serious constraints continue to affect the ability of
SSEs to develop and expand.

In evaluating present and past efforts, and in further analyzing the
problems and constraints facing SSEs, the Mission determined that a more
comprehensive and far-reaching approach to SSE development was required.
Accordingly, the proposed Project will implement an expanded SSE progranm as
- Honduras enters the 1990s. The Project will build on the valuable experience
and lessons learned from our recent efforts, It will also address those -
constraints either not previously addressed, or for which our ongoing efforts
are only partly coaplete.

The Project strategy is to direct efforts at two levels. First, Project
resources vill significantly but prudently expand the ongoing credit,
technical assistance, and training efforts of initially six core
fnstitutions. The Project will reinforce and complete the long-ters
institution building process that has already begun with selected Honduran
Non-Government Organizations (NGOs) serving SSEs, enabling those organizations
to expand their service capacity and pumbers of beneficiaries reached. These
fnstitution building efforts will constitute the secood and final phase effort
aimed at increasing the efficiency of ongoing N@ programs (the first phase
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having been {wplemented under the SBI Project and the two OFCs),

Institutional strengthening wvill be accomplished by fmproving the NOs'
wanagarial and technical capacities as vell as by enhancing their chances of
achizving financial self-sufficiency for, at a minimum, their credit programs,

At the same time, the Project will incorporate private financial
institutions (PFIs) into the Mission's SSE outreach program, vhich will also
significantly expand the number of beneficiaries assisted, The incorporation
of private banks into the Project is perceived as the firgt phase of a
long~term Mission strategy to address financial sector constraints and enhance
the capability of the Honduran private financial system to serve as a catalyst
for private sector led growth, :

Second, the Project will place much greater emphasis on policy analysis
and reforn than has previously been the case, Under this Project, research
and policy analysis activities will identify key policy constraints and
elaborate recommendations for policy dialogue and change, The Project
implementing team will work closely with policy-waking bodies in both the
public and private sectors to ensure coordinationm, Specifically, the Project
will supply the analysis on policy constraints to SSE developaent to those
entities ~- such as the Honduran Council for Private Enterprise (COHEP), ANDI,
and the chambers of commerce — that lobby for and have the clout of achieve
policy change with the Government of Honduras (GOH). The Project will provide
close coordination with efforts under the Mission's Policy Analysis and
Implenentation Project (522-0325) and with the structural reform component of
the Economfc Support Fund (ESF) program., Through this eaphasis on policy
analysis and reform, the Project has the potential to benefit the entire
universe of Bonduran SSEs, N

Maximum flexibility in implementation will be key to Project success.
The Project will permit flexibility for innovation during implementation,
including the possible expansion of core group fnstitutions through Project
asendments. Aay such expansion will be subject to written USAID approval,
The Project incorporates the design of a flexible and effective mechanism — &
contracted Project Technical Unit (PTU) -- to provide technical assistance to
core group institutions, research and policy analysis support, and Project
implementation support, In addition, during the course of Project
faplementation, the PTU will be encouraged to recommend to the Migsion
possible refinements or new approaches for reaching SSEs more effectively,
(See Pfrt IV for more discussion of the Project Techaical Unit,)

ITI., PROGRAM PACTORS

A. Relationship to A.1.D. Policy, Mission Strategy and Action Plan, and

Qggoig; Projoctl

The promotion of SSEs tbrough increased growth and development is a
priority area for A, 1.D., and one in which the Agency has had much experience.
Through rentrally funded programs like the Program for Investment in the Small
Capita’ :nterprise Sector (PISCES), individual projects in most A.I1.D.

Missic 5, other donor programs, and considerable resesrch in this area, the
Agency has come to appreciate the economic and social dimensions of SSE
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programs and their potential to coontribute to economic development, SSEs have
been a valuable instrument for the Agency to promote several of its msndates.
For example, SSE promotion is an effective wmeans of targeting the poor,
Moreover, in terms of pumbers of beneficiaries reached, support for SSEs is
the most important component of the private sector in the majority of
developing countries, and thus has been an effective mechaniem for using
private initiatives to catalyze economic growth and development,

More receotly, the U.S. Congress has shown a greater awareness of the
importance of SSE development and has mapndated, through the earmarking of
funds 1o the FY38 Continuing Resolution, that A,1,D, target microenterprises
in {ts development programs, The SB Il Project will contribute to meeting
that objective. The Project's goal of providing increased employment
opportunities also support the recommendations of the National Bipartisan
Commission on Central America (NBCCA) and the Central American Initiative
(CAI),

For the Mission, SSE promotion is a means to meet our Action Plan
objective of generating productive employment under the broader goal of wider
sharing of the benefits of growth, While the Project will certainly be
instrumental in assisting the Mission to meet this goal, it will also support
USAID efforts under another broad goal: Basic Structural Reforms Leading to
Rapid and Sustained Economic Growth, The Project's policy analysis and reform
efforts, in coordination with the ESP program and other USAID-supported
projects such ss the Policy Analysis and Implementation Project (522-0325),
will help establish a more appropriate policy framework for the growth of
small- and mediun-scale businesses in Honduras,

The Project will be complementary to and will support the efforts of
other USAID projects. For example, small-gscale industrialists under the Land
Use Productivity Enhancement Project (522-0292) will have access to credit
funds under SB 11, as will lumber operators under the Forestry Developmnt
Project (522-0246)., 1In addition, local currency disbursements will continue
to be provided to the Rural Technologies Prograa (PTR) to cover basic
operating expenses of this program; furthermore, it is expected that the
participating NGOs will contract with PIR to provide specialized technical
assistance in the area of technology development and dissemination.
Coordination with the CADERBE OPG (522-0257) will be important since financing
for industry specific training needs analysis and contracted training is
available, The FOPRIDEH OPG, fully funded and recently amended to extend its
grant expiration date to March of 198%, will continue to provide limited
grants to private, non-profit organizations, oriented towards the development
of self-sustaining programs in Honduran communities nationwide., Support will
continue to the Partners of the Americas/Vermont and Honduran branches which
are implementing variour small business training activities.

Similarly, the Project will complement the work being undertaken by
Peace Corps Volunteers (PCVe) throughout Honduras. In fact, PCVs have been
previously cssigned to several of the Honduran organizations that will bo
supported through the Project (e.g., ASEPADE has had the services of a P(V
vhose field of expertise is data information and computer systems), It i:
expected that cooperation with the Peace Corps will continue and be expanded
through SBII,
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B, Relationship to GOB and Other Donor Programs

As noted {n the GOH's four-year 1987-1990 Nat{ional Development Plan, and
in delfiberations of the National Tripartite Commission—which includes
Tepresentatives of the public, private, and labor sectors~-providing
employment opportunities is the number one priority for Hooduras., The GOH has
actively supported SSE development through numerous prograns, some of which
will receive linited assistance under this effort, In particular, the Mission
supported Rural Technologies Project has been acclaimed by the GOH as a
successful fnstrument in promoting employment,l The GOH will continue to
support this and other SSE development programs, More recently, the GOH has
expressed an {nterest in assessing the policy framework under which SSEs
operate and in studying policy reforms required to increase their growth and
development, Separately from the Project, the Mi{saion will program local
currency funds with the GOB to support these programs, In addi{tion, the
Project's technical assistance unit may also provide assistance to these
programs,

Both bilateral and mult{lateral dooors have also been active in SSE support in
Honduras. Thelir support has for the most part targeted small and medium
industry 1in order to increase both production (industrial/manufacturing,
agricultural) and create new employment opportunities, Ia particular, the
Inter-American Development Bank (IDB) has utilized {ts small program loan
vindow to provide funds for several Booduran NOOs, The IDB progran focuses
Primarily on institutional strengthening efforts to organizations that, in
turn, provide credit to micro and small businesses, In the case of IDB
programs, ensuring uniformity of interest rates and that these rates reflect
market conditions has been a problem in the past, Through intensive dialogue
with the IDB, however, these problems have been largely overcome. We will
continue the dialogue with the IDB under thiy Project and will bring any
policy discrepancies to the attention of AID Mashington.,

The World Bank ( IBRD) supports SSEs and medium-scale enterprises through
the Fondo de Desarrollo Industrial {FONDEI), a Central Bank red{scount program
implemented with a technical staff supported by the IBRD and the GOH, The
UNDP has supported the Center for Industrial Development's ((DI) program of
assistance for the development of small and medium {ndustries, and plans to
sign another agreement with CDI in the near future. The Buropean Economic
Community has promoted small rural enterprises through a simultaneous package
of credit, technical assistance and training that leads to the diversification
of income sources, The Canadians, Swiss and West Germans also have provided
assistance to this sector mostly in the form of technical assistance and
trainiag and on a much smaller level than that of the multilaterals,

As part of the Project design effort, it became appareat through
discussions with other donors, that there exists a lack of knowledge among
donors of what others are doing in support of SSEs, The Project will seek

4 The °~ ssfon anticipates that local currency funds will be provided to
cover ¢ crating cests for PTR's program beginning in FY89, These funds will
be programsed with the (OH,
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active cooperation and dialogue with these donors, particularly in the area of
policy coordination, including 8 concerted effort to highlight the policy
constraints facing the SSE sector.

IV,  PROJECT DESCRIPTION

A, Froject Goal and Purpose

The Project goal is to increase employment and expand production,
Indicators of achievement of the goal will be approximately 20,000 jobe
created by 1993 and increased value added to production by SSEs.2 This
figure will {ncrease the pumber of productive jobs currently being created on
an annual basis by approximately 30X,

The Project purpose i1s to: (1) etrengthen and expand an institutional systeam
that will {ncrease and improve the supply of credit, training, technical
asgsistance, and services to SSEs; and (2) improve the policy and

regulatory environment in which the SSEs operate, End-of-Project Status
indicators will be an increase in direct coverage (i.e., individuals receiving
assistance) of small-scale enterprises from 5,000 individuals to approximately
20,000; a 20 increase in formal bank lending to SSEs; the adoption of policy
and regulstory reforms by the GOH; and two self-sufficient NGO credit programs.

L In an effort to begin donor coordination, a workshop/seminar will be held
in 1989, This workshop will bring together nuwmerous donors and NGOs to
discuss how best to work together to strengthen individual institutions and
increase services to the SSEs,

2 This figure is based on estimates reviewed by the Mission of

approximately 7,100 jobs to be created through the FUNADEH and ASEPADE
programs; 6,900 jobs to be created through the PFl lending program; and
approximately 6,000 indirect jobs to be created through forward and backward
linkages, particularly through the PFI program. The experience in SSE
development worldwide has indicated that approximately 1-3 indirect jJobs are
created for every direct job created., Our figures use a very conservative
estimate of 0.5 {ndirect job created for every direct job created, The total
direct employment number is also very conservative and is likely to bde
significantly higher. Because of the difficulty of quantifying jobs created
by s second story organization, the total figure excludes ANDI/PYME estimates
of 9,000 jobs created through their program, Moreover, the PFI lending
program will in all likelihood, create jobs at less than $5,000/job. Lowering
this figure will significantly foncrease the number of jobs created. Most
important, this figure does not take into consideration that number of
addit{onal jobs that may be created through an improved policy emvironment for
SSEs, These measures slone could easily double or triple the nuaber of jobs
created,
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.+ Key assumptions linking the purpose and goal statements are: (1) a
policy climate favorable to SSE development, particularly SSE lending; (2)
coatinuing political and economic stability; and (3) continued support by
Honduras for entities that assist SSEs,

B. Beneficlaries and Rxpected Accomplishments

In line with the Project etrategy and purpose, resources will be
targeted to existing SSEs throughout Bonduras in industry, commerce and other
nonagricultural sectors. Project activities wvill also strengthen locsal
institutions that support the SSE sector.

1, Small-scale entrepreneurs

The main emphasis of the Project will be micro and small businesses
which in Honduras are owned and run primarily by people vho can be broadly
categorized as the working poor, Data developed from the previous Small
Business Development Project indicate that this target group has the following
characteristics: low incomes, 1little education, and limited access to credit
and the factors of production, except for labor, In the commercial sector,
women entrepreneurs predominate and tend to have lower average incomes and the
smallest businesses, Maopufacturing enterprises are owned and operated by both
sexes, with gender lines often drawn by product, While the focus of the
Project will be micro and small enterprises, based on their potential
{aportance to employment and economic developsent, the Project also will
support medium enterprise development, through the participating for-profit
financial sector institutions., (See Summary Social Analysis, Section V C and
Annex II, Exhibit F for a more detailed description of project beneficiaries.)

Following new guidelines from the A.1.D, aAdvisory Committee on
Microenterprise Development, we define microenterprises as firms which employ
less than 10 persons and have fixed assets of less than $10,000 and small
enterprises as firas which employ from 11 to 25 vorkers and have fixed assets
of $10,001 to $50,000. Por the purposes of this Project, we define the term
SSE to include micros and small businesses as vell as mediun-scale enterprises
encompassing firms employing from 26 to 99 workers and having a capital base
between $50,001 and $250,000,1

The geographic emphasis of the Project will be on the Honduran growth
corridor, an open "S" curve extending from the North Coast to Choluteca in the
south, including both urban and rural areas. This area contains the greatest
percentage and concentration of the population and the greatest number of

4 The definition of small and microenterprises has been debated at length
in the developnent literature, One major study suggests that there are over
50 definitions currently in use-——all with some validity and some liabilities.
The definition here has been chosen to incorporate the legal definition in
Honduras and A.1.D.'s most recent definition as Indicated in STATE 129707,
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businesses, While the geographic focus fe not exclusive, it g expected that
the vast majority of SSEs assisted will be in these areas. . SSE programs in
other areas will be supported only to the exteat that they are
adainistratively and economically viable,

It 18 anticipated that the Project will provide direct amsistance to
approximately 30,000 individuals employed st ths ricre-, szall- and
medium~scale business level. This figure represents approximately 10X of the
SSE universe, Tncluding families, approximtely 150,000 will directly benefit
from the Project, Through forward and backward linkages, an additional
150,000 to 300,000 people will benefit from the Project, Moreover, the entire

universe of SSEs will benefit from an fmproved policy environment which the
Project will promote,

2. Iotermediary Institutions

Inftially, a core group of six intermedfary institutions--three
nongovernomental {nstitutions (NGs) snd three private sector financial
fntf{tut{ions (PFlg)—will implement this Project, The NGOs will receive grants
to maintain and expsnd their ongoing small business assistance and small-scale
lending programs, The PFIs will receive local—currency generated loans
through a rediscount loan Pund and will have sccess to a Guarantee Pund in
order to encourage them to enter into or expand their SSE lending prograns.
Four of the entities (the three NGDs and one of thc PFIg) were selected based
on demonstrated strengths and potential observed over the past several years
in carrying out A.1,D, ~funded small business activities. The other two PFls
were selected based on thefir expressed interest in SSE lending,

After careful revievw of the broad spectrua of public and private
institutions that support the SSEs in Bonduras, the Mission has concluded the
SSE support systen currently -established in Bonduras can be most efficiently
strengthened by expanding the programs of this selected core group,

The Project includes the f{nitial participation of two additional private
sector financial {nstitutions in order to increase and improve the efficiency
of commercial lending to SSEs. The Project will focus on building the
capacity of the six iastitutions to support SSE grovth ‘in order to provide a
continuous source of credit, technical assistance and training to small
entrepreneurs in Bondurus, .

Assistance provided to the intermediary inetitutions vill accoamplish the
following:

*  Minioum of two financially viable non-bank institutions with
expanded programs providing credit, technical assistance and/or
training to the SSEB;1

1" By the end of this Project, the NGs should have reached a level of
self-sufficiency and/or have generated sufficient non-AlD funding so that they
will not require additional financial support from A, I.D,
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* A strengthened second-story NQ providing greater support to N®s
and PVOs assisting SSEs;

®  Costs of Ns providing services per SSE beneficlaty reduced;

®*  Substantially increased private financial sector participation in
SSE lending;

* A self-sustaining credit guarantee program,

C. Project Components

The SB I1 Project 18 composed of two {nterrelated components: (1) an SSE
Support System compovent to strengthen and expand the programs of Hoonduran
institutions, both NGs and PPIs, which direct credit, technical assistance
and training resources to the SSEs; and (2) an SSE Policy Analysis and
Research componeat to focus primarily on research, data collection, and
analysis efforts to assist policy-making fostitutions in the formulai{on of
recommendations for policy changes which will lead to an improved policy
environment for SSE development,

The firet component will be implemented through dollar-funded
Operational Program Grants (OPGs) to three leading Hooduran NGOs assisting
SSEs. These graats will ensgure that thelr programs are sustainable over the
long term. It will also include a Loan and Guarantee Fund that will channel
through Bonduran Private Financial Institutions (PFIs), including commercial
banks and finance companies, This combination of sctivities will expand the
number of SSEs that currently have access to services necessary to increase
their production, These services include credit, technical assistance, and
training.

The second component will assist the GOH and the Honduran private sector
10 establish an effective policy eovironment for SSE developnent in Honduras,
A pa jor constraint to this objective is the lack of sccurate, reliadble, and
current data on SSEs, particularly data co microenterprises. This coaponent
will: (1) undertake discrete research activities which will give the GOH, the
private sector, and the Mission a more detailed, analytic base on SSEs for
continued program development and modification, and (2) support specific
policy and regulatory analyses to facilitate policy dialogue between the
public and private sectors. Honduran SSEs in general will benefit from this
research, policy analysis, and dialogue.

The Project will establish a Project Technical Unit (PIU) consisting of
s U.S, fnstitutional contractor which will assist the private sector
institutions in overall Project implementation., The PTU will have four
specific functions: (1) to provide technical assistance to the NGOs and
financial institutions participating in the Project with primary
responsibility to the initial three NGOs; (2) to work with these entities and
other leading private and public sector {institutions in the broader arena of
policy analysis and research; (3) to advise the Mission on a continuing basis
on the implementation of our SSE strategy; and (4) to assist Project
implementing agencies in day-to—day Project management, including monitoring
and prc ssing of Project-related documents, e.g., vouchers, reports, action
memos, Although the PTU will prepare all documentation in draft, final
appro il of all documentation will rest with the Mission.
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Contracted directly by the Mission, the PTU will be responsidble to the
Of fice of Private Sector Programs (PSP), Project funds will finance a Project
Lisfson Officer assigned to PSP to work directly with the PTU ia the oversight
and management of all Project activities,

The Project will address the constraints previously cited., Improving
the policy frawework under which SSEs operate through research and policy
analyses s a specific Project objective . Institutional constraints are also
gpecifically addressed, In particular, the Project aims to establish
sustainable programs which will continue to assist SSEs long after the Project
terminates, The Project addresses the important constraint of inadequate
access to financial resources. More important than simply providing credit
resources, the Project's objective is to make NGO credit programs financially
viable and ensure their long-tera sustainability, Through an innovative
guarantce program to reduce collateral requirements and through training and
technical assistance for participating financial institutions, the Project
also will have an important impsct in expanding SSE access to the formal
financial sector.l The SSEs' lack of marketing and technical knowledge also
18 addressed by the Project's NGO programs,

Finally, a Project of this type cannot in and of itself change risk
aversion and other attitudinal constraints, But a more attractive policy
environment and increased access to financial and technical resources will
have an {mpact on the Bonduran small-gscale investor's perception that his hard
earned capital can earn a profitable return,

1, SSE Support System (A.I.D, Contribution of $9.1 million;
GOH Contribution of $15 million Local Currency Equivalent;
Private Sector Contribution of $8.9 million local Currency
Equivalent)

The SSE support systea component is divided into two subcomponents: (a)
NGO strengthening and service expansion and (b) expanded financial systesm
lending.

Taitially, the NGOs included in the core group will be ANDI/PYME,
ASEP/DE and FUNADEH, These three organizations were selected based on their
past track records, their ability to expand their services, and their desire
to participate in the program evidenced by their presentation of fn-depth
proposals, Ia-depth instfitutional analyses of the three organizations (see
Part V aud Annex III Exhibit C) corroborated their ability to participate
successfully in the Project. Given the private sector nature of the Project,
it was felt that initial focus should be on private sector insitutions rather
than those in the public sector (e.g., I, PIR).

I This guarantee program is described in the section on Expanded Financial
System Lending.
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Assistance to these organizations will be channeled through Operational
Program Grants (OPGs) using appropriated funds. The private financial
inatitutions (PFIs) which will partfcipate initially asre FIA, Banco de
Occidente and BANCAMSA, Credit resources from ESP-generated local currencies
will be provided to the PFIs oo & loan basis through a Participation Agreement
that will be signed between private financial institutions and the Central
Bank of Honduras (Bi).l Through the PTU, each fnst{tution will also
bepefit from technical assistance and training to enhance the effectiveness of
their ongoing or emerging SSE programs,

Although the Project will support six entities in the first year, the
Project retains the flexi{bility to expand the core group as Project
implementation progresses and management capabilities permit, This expansion
will be financed through Project Amendments, In particular, it is expected
that an expansion of participating PFIs, which will not require any Project
sawendments (since funding is available from ESF local currencies), will occur
over the short term, Participation of NGOs will be based on a review of each
institution's ongoing programs, level of coverage and potentf{al impact, the
market orientation of the organization, complementarity with ongoing programs,
and technical and financial management capability, It is not expected that
this Project will help create any new NGOs.

Pending the availability of additional funds (e.g., additional to those
to be authorized initially under this Project), for expansion in years two and
three, the Project Technical Unit, in coordination with the Hiesion, will
inftiate discussions with gelected organizations to determine the most
suitable candidates for participation, Expansion will be determined by the
availibility of funds and selection will be based upon the criteria outlined
in Annex 11, Exhibit G, The PTU will not initiate any discussions with new
NGOs without prior written approval from USAID,

8. NGO Strengthening and Service Expansion (A.IL.D.
Contribution of $8.6 million; Private Sector Contribution
of $4.5 million Local Currency Equivaleat)

The objective of this subcomponent is to provide technical assistance to
the three participating NGOs to strengthen thes as institutions and enable
thens to expand their actual output of services delivered to targeted SSEs,
Through the Project, OPGs will be awarded to three leading Bonduran
institutions serving SSEs: FUNADEH ($2 million), ASEPADE ($2 million), and
ANDI/PYME ($4.6 million) to expand and improve their current programs, A
summary description of the programs of each NGO is provided in Annex 11,
Exhibit H, Unattached Annex 111, Exhibits E-G, available in USAID/Honduras
Project bulk files, include the proposals presented by each NGO and a detailed
description of each institution's program.

The PTU staff of long- and short~term advisors will provide
institutional strengthening assistance to the three NGOs to improve their
operational efficiency, increase their techpical expertise in specific areas
that are .dentified in their respective proposals (e.g., internal accounting
system: {nformation systems, marketing assistance, etc.), and develop their
monito .ng and evaluation capacities.
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The TA will be based both on the needs outiined in the individual
grant/loan agreements with the partfcipating entities and on the PTU's owvn
asgessment of needs within the core group in conjunction with these
fostitutions and A.I,D, The NGOs and the PTU will sign annual technical
asgistance plans which will lay out the responsibilities of both parties with
regard to TA and training efforts, and the level of TA and tasks expected,
The PTU will be responsible for assuring the provisioo of TA either directly
vith fte own staff and through a sub—contract for services, and/or identify
and coordinate TA and training efforts with Honduran, U,S, or other private
and public sector TA and training institutions,

Initially, the PTU will provide guidance and technical sssistance in the
areas of marketing, credit systems, overall program mouagement and
administrat{on, management ifnformation systems and training systems, Through
the assistance provided by the PTU, the three primary NGOs will further
fimprove their capacity to provide credit, technical assistance, and training
to their beneficiaries. A brief overview of the Project-supported activities
of the NGOs in these areas follows.

(1) NGO Credit for SSEs

Approximately $2.0 million in credit will be channeled through the N®s,
permitting them to increase their ongoing lending portfoliocs. The NGO credit
programs will complement those of the PFls (see below). The NGOs will reach a
broad segment of the target group which have good business prospects but which
are for the most part “unbankable” due to limited assets available for
collateral, linited or no experience in obtaining resources from the formal
banking system, and other concerns. Hence, the NGO credit programs aim to
reach a target group which would not be covered by the private financial
systen,

ASEPADE in particular will reach the poorest segment of the target group
which 18 curreatly perceived as not creditworthy -- microenterprises including
the micro commerce sector, FUNADER will reach the larger of the
microenterprise and small-scale business target group; it is expectei that
many of FUNADEH's clients can become bankable over the mcdium term.

Indeed, a key Project objective 1s to graduate clients from informal sources
of credit to private commercial banks, initially under the Project to the
three participsting PFIs, Special eaphasis will be placed on establishing
good working relations between the NGOs and the PFIs to enhance this
gradvoation process.

The credit program will adhere to market principles, both in the
deternination of costs to borrowers and costs to the implementing
institution. The principal thrust of the Project-supported credit programs is

T"ZNDI/FME does not bave a credit program and, therefore, is not discussed
in this section.



32

not only to make resources svailable to SSEs, but to ensure that these
programs are economically and financislly sustainable, Ioterest rates to NGO
borrovers currently range between 173 to 24%; during Project {mplementation,
races will be increased as necessary to ensure that credit programs sre
floancfally viable and cover all credit-related operating expenses,

The NGOs will receive credit funds on a grant basis frow the Mission,
Nonetheless, FUNADEH and ASEPADE have agreed to impute an initial interest
rate of 121 which will be increaged by approximately 2% per year to either the
ceiling on lending rates for conercial banks, or an equivalent market rate in
the absence of such a cefling.

Interest generated from this imputation process will recapitalize the
NGO's credit funds, It will also establish administrative discipline in the
operation of these credit programs in that resources from this 12% rate will
not be used to cover operating expenses or bad debts, Rather, operating
expenses and loan loss reserves will have to be covered by the remaining
spread charged by the institution, Through this mechanism, the Project aims
to make the FUNADEH and ASEPADE credit programs self-sufficient and put thenm
in a position to gain access to commercial loans, rather than rely on grant
resources for the future expansion of their credit programs, Over the course
of Project implementation, these institutions will essentially impute an
amount equivalent to what banks would charge thea to onlend resources and make
it possible for them to borrow profitably from the formal financial sector in
the future to enhance their credit programs. This mechanism will also
fncrease the incentive that FUNADEH and ASEPADE have to charge interest rates
that reflect the higher transactions costs and risk inherent in lending to
SSEs. Section V.A.5 describes the isputation process in detail. This concept
vill be outlined 1n each of the OFG agreements with these N(Ds.

(2) NGO Technical Assistance/Training Services for SSEs

ANDI/PYME, ASEPADE, and FUNADEH all provide training services to their
clientele, (Ia the case of FUNADEH, they usually contract out their treining,
but would like to be able to provide limited training services themselves.,)
The PTU will review the existing training programs to determine their quality
(course content, appropriateness of topic, methodology used) and value
compared to cost, The PTU will suggest necessary changes to improve the
overall quality of the training programs and their usefulpess to the SSE
sector,

A8 required, the PTU will assist the intermediaries 1in the design and
development of new courses and/or identify existing Honduran or Central
American training institutions whose courses are practicable for use by

T Imputation is defined in Part V, AS,
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project beneficiaries, For example, a local N, Gerentes y Eapresarios
Asociados de Honduras (GRMAH), has initiated a pilot trafning program for
small businesses based on a wodel developed by the Carvajal Foundation in
Cali, Colombia. If the pilot program is successful, the PTU could contract
GEMAH to carry out more extensive small busianes: training under SB 11,

The NGOs will also require specific technical assistance as they develop
and expand their programs, For example, in the case of ASEPADE, despite the
great strides that the organization has made in the management and operation
of 1ts microenterprise support programs, the Mission and ASEPADE both feel
that the presence of a full-time advisor will be of continuing benefit to the
organization, We recognize that SSE programs require close monitoring and
overall management to ensure an efficient and cost-effective progranm.
Moreover, alone among the core group entities, ASEPADE {s faced with the
inherent difficulties of dealing with a much larger target group of
microenterprises which results in an extremely high volume of loans and rapid
rotation of funde, Therefore, in order to continue to assist ASEPADE with the
day—to-—day management of its programs, an individual will be contracted to
work full-time with ASEPADE and {ts Executive Director., This individual will
either be contracted through the PTU (and be a member of the long-term TA
team) or will be contracted directly by ASEPADE f{tself, 1In addition,
short-term assistance for specific requirements will be provided as needed,
particularly ian the area of accounting and financial managewent, We
anticipate that other NGOs will require ongoing support from the PTU as well
ae selected short-terz assistance, as described In their proposals.

Baged on our analyses, SSEs are likely to require technical assistance in
a number of key areas: basic accounting, financial analysis, management
Principles, and marketing. Project-supported N@s will play a key role in
providing these services to a greater number of SSEs, A brief illustrative
description of two key areas -- accounting and marketing — where TA and
training are expected to be provided to the SSEs follows,

Our past experience confirms that most small enterprises have no formal
accounting system, Business accounts and funds are comingled vith family
accounts and funds; few records of purchases or sales are kept, As a result,
SSE owners have difficulty estimating their annual or monthly sales volume or
their profit margin, Many lack any systema“{c way of establishing costs of
production and oftentinmes pricing for the products sold is unrelated to the
cost of production. The need for training in basic accounting practices 1is
fundamental for all SSEs; Project technical assistance and training efforts
will focus priority attention on thie area.

Another area requiring attention is marketing. A majority of small
businesspersons lack sufficient marketing knowledge necessary to develop their
businesses, Market research at this level 1s nonexistent small entrepreneurs
produce what they think they can sell or simply what they know how to
produce, For most of the target group, marketing is haphazard and
inefficient, even though it is one of the keys to the survival of an
enterprise in a limited national market such as the one in Boaduras.
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Through fmplementing institutions supported in most cases by the Project
Technical Unit, the Project will address marketing constraints through several
@eane, First, credit resources and technical assistance will be targeted to
aicro- and small-scale commercial enterprises that market goods produced by
SSEs. Second, {mplementing entities, as well as the PTU, will aggressively
establish production/marketing l1inks betveen micro~ and small-scale
enterprises and between these¢ enterprises and medium~ and large-scale
businesses, Third, through research efforts undertaken by the PTU, specific
mirketing constraints and means of overcoming them will be fdentified. Pourth
and finally, training will be provided to the intermediaries to assist them to
develop marketing strategies to be disseminated to the SSEs.

In the first {nstance, FUNADER and ASEPADE will continue to target
resources directly to commercial enterprises since most of their client
entrepreneurs market theiir goods through small commercial outlets or stalls in
the marketplaces., These commercial intermediaries generally lack financing
for fnventory and so cannot pay the producer for the goods to be sold until
they are actually sold. These two {ntermediaries have acknowledged the
liokage between producer and commercial outlet and are now providing financing
to commercial enterprises. Under the new Project, these activities will be
closely monitored and ways of strengthening these linkages devised.

Secondly, production/marketing links between micro- and small-scale
enterprises and between these enterprises and medium- and large-scale
businesses will be strengthened, Ome highly successful effort has already
begun in the shoe industry, Honduras has literally hundreds of shoemakers,
most of whom operate independently as family businesses with perhaps one or
two oonfamily employees, Many of these shoemakers have a difficult time
miking & living, because they lack quality rawv materiale, have inadequate
equipment, and must compete with cheaper contraband goods in the limited
domestic market, These problems were fdentified by an International Bxecutive
Service Corps (IESC) volunteer brought in by FUNADEH to help a group of
shoemakers that had received FUNADEH financing. The volunteer also identified
one very important comparative advantage that these shoemakers had — superd
hand stitching. This volunteer began working with FUNADER and FIDE, & local
export and investment promotion agency which implements an A, I.D. assisted
export promotion project, to develop a project to hand-sew leather uppers for
shoes as part of a U.S. assenbly operation. lader contract vith g U.S,
shoe company, three medium-sized shoe companies (20~25 employees) as well as
two larger shoe companies, have beec organized to asscmble leather shoes from
U.S. raw materials, i

Thirdly, the PTU, i{n conjunction with ANDI, FIDE and others, will
continue to {identify major marketing constraints that small-scale businesses
face in Honduras. This will be done primarily through contracted industrial

I This . an assembly operation which is governed by Section 807 of the
Tarift .chedule of the United States and therefore is exempt from Lautendberg
Amend: :nt restrictions, ‘



profiles of up to five industries where SSEs predoninate, Fourtb they will
then assist the participating entities, primarily the NGOs, to de.elop and
inftiate basic macketing training programs and product-specific strategies for
the SSEs, e.g., programs that 1ink micro and small-scale enterprises to
larger-scale.enterprises through contracting-out or other means, Individual
or group training seminars may then be scheduled by the intermediaries
(especially by ANDI/PYME) and their effectiveness monitored by the PTU., In
addition, in coordination with the iotermediaries, the PTU will undertake an
assessment of svailable markets and product market strategies and the results
will then be applied in appropriate SSE training courses,

Training resources for small and microenterprises will be available under
vhe CADERH OPG (522-0241), CADERH's component 11 (Industry Specific Training
Needs Analyses and Contracted Training) has financing available for the
undertaking of training needs analyses as well as funds to contract specific
Industry-related training {(predominately vocational training for workers in
such areas as tailoring, shoemaking, metallurgy, woodworking, etc.).

Financing 18 provided on the basis of low interest loans (NGOs may wish to
contract CADERH's services), NGOs and SSEs can submit proposale for training
analyses and/or training to CADERH. For example, ANDI/PYME would like to
undertake analyses of five industries where SSEs predominate in order to get a
better understanding of the industrial environment, It is likely CADERH will
be contracted to undertake these studies for ANDI,

Training wili be contracted on the basis of training performance
objectives defined by CADERH and the SSE, Trainees will receive training and
be evaluated on the basis of CADERH's certification system with payment for
training contracts made on the basis of the number of people vho master the
previously dafined training objectives, Whenever possible, local trainer
counterpsrts will participate in training progrsms so that a pultiplier effect
can be achieved efter the inftial training is completed.

The SBII Project will provide an opportunity for the Peace Corps to
expand their services to Honduran NRs assisting the SSE sector. As
previously noted, some PCVs are already working with these institutuicns,
Purthermore, discussions are underway with the Pzace Corps to determine how
their contribution in this area can be strengthened,

b. Expanded Financial System Lendi (A.I,b. Contribution of
$550,000; GOH Contribution of $15 million Local Currency
Equivalent; Private Sector Contribution of $4.4 million Local
Currency Equivalent)

(1) Overviev

The conmercial banking system and numerous N®s in Honduras have made
loans to SSEs in varying degrees. Lending to SSEs by commercial banks has
been mostly directed to larger, better collateralized firms on the upper end
of the small business spectrum, The few micro and small firms which can
provide sufficient collateral eare, according to USAID research, of only
marginal interest to the banks because of the relatively high transactions
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costs and high risk assocfated with smaller loans., Given the legal lending
rate liaft of 171 currently placed on commercial bank loans, banks cannot
raise their rates suffictently to compensate for these costs, NG@s have also
provided financi{al assistaunce to SSEs, but these {institutions are relatively
1111qQuid and have difficulty achieving financial self-sufficiency due to thelir
emall portfolios, In short, available loan sources have the following
characteristics: banks, with available resources, show only marginal interest
in small business loans; N(Os, which show interest are i1l1iquid; fnformal
sources of credit (local money lenders) offer very high rstes; and traditional
government programs are uanresponsive,

A.I.D, experience in Honduras indicates that, given the iaportance of the
private financial system to overall business development, three conditions
wust be met before the SSEs' potential can be fully realized: (1) a broad
spectrum of SSEs must have access to commercial credit; (2) the institutional
capabilities of the private financial institutions to develop large SSE
lending programs must be strengthened; and (3) policy constraints to the
commercial viability of SSEs, such as the legal lending rate limit, and a
cumbersome regulatory envirooment must be rectified,

A banking analysis undertaken by USAID revealed that, given the high risk
and relatively high traneactions costs of small business lending, a
significant increase in lending to SSEs by private financial institutions
(PFIs) would require the following conditions:

* Interest spreads would have to be sufficiently ample to cover costs
and produce a profit, This implies that interest rates charged must
be at least the same or higher than the prevailing market rates
charged by banks to their preferred, larger customers;

*  Risk would have to be reduced or mimimized to get financial
institutions to reduce excessive collateral requirements;

*  Banks would have to be free to use their established procedures in
loan analysis and approval system, in order to maintain financial
diacipline,

With these principles in mind, and building upon the credit experience of
local FFls, the Project will establish a Small- and Medium-Scale Pund (Spanish
Acronya: FOPEME) to expand lending to SSEs by .Bonduran private financial
institutions (PFls) including commercial banks,> finance confanien.
cooperatives and credit unions, and other private entities.? PFOPEME will
consist of two {nter-related but independent sub-components, One will be a
rediscount credit facility to finance SSE lending by participating PFls. The
other consists of a self-sustaining Guarantee Pund which will partially secure
the loans made by PFls through FOPEME credit resources or their own
resources. The Guarantee Pund will thus reduce the PFls' exposure but will
leave enough risk for the banks to ensure that they would treat each loan with
due care.

1 PFls are defined as private financial institutions that will sign the
Participation Agreement with the BCH,
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The partic{pating PFIs will use their existing systems and procedu~es to
channel fncreasing volumes of credit to SSEs at marginal cost to a new client
group with reasonable expectations of profit. Additionally, formal financial
institutfons will continue to tap domestic savings, channeling a percentage to
their SSE lending progranm and leveraging the Project financial resources,

With the participation of private fipancial system institutions, the Project
will channel more resources to a greater number of entrepreneurs, resulting {in
significant increases in productive erployment and value added,

The Small Business Loan and Guarantee Punds, initially funded at
corsisting of §14,0 million and $1.0 million in local currency equivalents,
respectively, will be financed by a GOH ESF-generated local currency
contribution, The objectives of FOPEME is to:

1. Creste new jobs: It is estimated that among SSEs & credit of about
$5,000 will result in the creation of new Job, PIA's experience todate
indicates that they have created an additional direct job for every
$4,923 of credit, Disregarding the multiplier effect and assuming that
investment by SSEs will be financed 30X by the PFIs and 70X by the loan
Fund, the §14,0 million participation of the loan fund and the $13.1
®illion accumulated profit would Tepresent a total outstanding portfolio
of sbout $35,1 million after ten years of operation, Assuming uverage
maturity of three years for the loans it would mean that, 1o year five,
the Project has generated approximately 6,921 new jobe,

2, Leverage PFI resources for SSE lendgggz Under the Project, PFIs are
entitled to & maximum redfscount of 701 of the amount of the loan
disbursed to a PFI, therefore leveraging private sector resources., For
every seventy cents disbursed from the loan fund the PFIls would
contribute 30 cents from their own resources, Moreover, the Guerantee
Fund will leverage PF1 lending from their own resources,

3.  Encourage medium-term credits to SSEs: At present there are few
financial institutions engaged in tera lending to SSEs, Through the
rediscount and guaraotee mechanism, the Project will encourage
mediun-tern lending, since the PFIs credit rediscount operation will be
based on the term that the PFIg give to the SSEs,

The loan and Guarantee Punds are complementary, The Loan Fund will
permit relatively 111iquid fnstitutions to have a source of funding for SSEs,
Although 1n the recent past banks have been highly 1iquid, the banking system
oow faces a lack of liquidity, The loan Pund also makes it possible for banks
to make term loans, by providing access to resources for longer terms than are
currently available to banks. The Guarantee Fund will permit SSEs with a
viable project, but without sufficient or adequate collateral, to have access
to commercial credit,

Discussions with banks suggest that the Guarantee Pund will be i: great
demand, Since bauks can guarantee loans using their own funds (and no. just
loans made available through the Project's credit program), Project resources
will leverage considerable private resources and increase lending to SSEs,
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FOPEME, both Loan and Guarantee funds, will be managed by the Industrial
Development Fund (FONDEI) representing the Central Bank of Hoonduras (BCH) and
acting as a Fiductary Agent for the funds, The bilateral project agreement
will detail operating guidelines and responsibilities,

(2) Loan Pund

(a) Operating Procedures

As previously noted, the FOPEME loan fund will be initially capitalized
at $14,0 willion in local currency equivalent, to support lending to
small-scale enterprises.] The loan Pund vill have minimal eligibility
requirements and straightforward operating procedures so as to fac{litate {ts
usage. To establish and manage the loan fund and channel f{nancial resources
to the PFls, the Central Bank will assign FONDEI to serve as a Fiduciary

Agent,

FOPEME will work as a rediscount mechanism, financing 702 of the loans
disbursed by the PFI, The banks will, therefore, be required to provide 302
of the loan from their own resources. Since they are likely in turn to
require a winimum equity of 201 from borrowers, the fund will leverage a
higher volume of private sector funds.

The Pliduciury Agent will make funds available to the PFIs under the terms
and conditions of the Participation Agreements that it will sign with each
partici{pating financial institution, The Participation Agreement will, among
other things, specify eligible SSE borrowers, maximum amount of the loan,
wethod of disbursement and payment to the Loan Pund, cost of wmoney to PFIls
from the Loan Fund, the percentage of loans eligible for guarantee and the
premium to be charged (these conditions are outlined below).

The Fiduciary Agent will oot have the authority to reject a loan
requested by a PFI, The approval or rejection of the loan is solely at the
discretion of the PFI. The BCH will continue to have the authority to spot
check the loans approved to see if they adhere to the terms and conditions of
the Participation Agreement, The PFIs will, as needed, fill out & fora and
request from the Piduciary Agent disbursements from FOPFEME under the loan
fund. The Fiduciary Agent will honor the requests within two business days.
The funds will be credited in the account that the PFI: wvill open or already
maintain with the BCH, 'S

The direct costs of the Fiduciary Agent for its management services will
be financed through local currency resources, All net earnings of the loan
Fund will be used to increase the capital base of the Pund. (Additional roles
and functions of the Fiduclary Agent are described in Part V,A,2,)

*

1 ALt} agh this amount will be reserved for the Loan Pund through

estad shed local currency procedures between the Mission and the GOH smaller
tranc <8 may be made to FONDEI, the Fiduciary Agent, in the initial stages of
implementation as Loan Fund activities are initiated,
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The Fiduciary Agent will act on behalf of the GOH in managing the
day-to—~day operations of FOPEME, The income from the Loan Pund will pay for
the Agent's services. The Fiduciary Agent will not be liable for the losses
focurred by the loan Fund except when, according to an independent authority,
1ts mismanagement has been the cause of the loss,

(b) Kligible PFIs

The three institutions which will participate initially are the
Financiera Industrial y Agropecuaria (FlA), Banco La Capitalizadora Hoodurena,
S.A. (BANCABSA) and Banco de Occidente. These institutions have been selected
based on their interest in the SSE sector and their potential to expand their
SSE credit portfolios significantly, The Pund will be open to any private
financial institution that qualifies and signs the Participation Agreement,
Additional participants will fnclude commercial banks and finance companies,
and could include cooperatives, credit unions, and similar {nstitutions, In
addition, FOPEME may after a careful assesment, permit lending to NQ
intermediary institutions that lend to SSEs under the same terms and
conditions as those that apply to the banks,

The PFls will be also encouraged to enter into arrangements with NGOs and
producer associations whereby these organizations borrow Project funds from
financial fnstitutions to support their productive microenterprise lending
activities after the Project Agreement Completion Date (PAC), Alternatively,
NGOs and producer associations may also enter ipto cooperative arrangements
vith the financial institutions to support the latter's lending activities
through any combination of ecreening, monitoring, training, and guarantee
services, Thus, disbursements from FOPEME by the Fiduciary Agent to the
participating institutions may go through a second~level lending institution
to reach the borrower. This procedure reduces bank administrative costs of
dealing with smaller enterprises,

(c) Terms to PFls

A.L.D. vighes to encourage the mobilization of domestic savings.
Accordingly, the cost of fundv to participating institutions will be set at
the cost of capital, i.e,, the cost of mobilizing savings to the banks, which
is currently est{mated to be approximately 12X per annum, This costs of
POPEME funds fully supports recommepdations made by the Mission's recent
"credit dilemma“ study, which highlighted the fact that below mobilization
costs of rediscount lines was impeding savings mobilization and was a
constraint to an effic{ent financial systea,

Within guidelines established within the Participation Agreement, the
loan length given to the PFI will be exactly the same length that the PFI
gives to the SSE. For example, if the PFI gives the SSE a term of five years
wvith & one-year grace period, the Fiduciary Agent will give that same term to
the PFI, Participating PFIs will be able to tap the loan Pund on a demand
basis — no amount will be reserved for any particular fnstitution, In this
fashion, fund resourc~s will be available to those that move the loan Fund
aggressively. The advantage of the loan Fund to the banks 1s easy access to
long—term resources, particularly if liquidity 1s reduced in the short or
mediun tern, .
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(d) Eligible Rnterprises

The direct beneficfaries of the Project include micro, small and
sedium enterprises. The target group by classification and anticipated need
are as follow:

M{cro Enterprises
1 to 10 eaployees,
Total assets of less than 410,000 (excluding land and buildings)

Small Enterprises

11 to 25 employees,

Total assets of more than 10,001 and less than $50,000 (excluding
land and buildings)

Medium Enterprises
26 to 99 employees
Total assets of more than $50,001 and less than $250,000 (excluding
land and building).

In order to minimize conditions on the lending program and to maximize
the attractiveness of the Loan Pund to the banks, PFIs will not be required to
allocate a fixed percentage of funds to any of these categoriee, Thus, the
market will determine the efficient use of loan resources, It is the
objective of the program that POPEME resources will {ncrease PFI interest in
lending to SSEs, including smaller firms, But A.1,D.,'s experience in Honduras
and elsewhere has shown that forcing a particular clientele on private banks
can be difficult and, most often, unproductive, The Missioa will wonitor the
progran closely to ensure that the average loan size {s reasonable and that
Project objectives are met,

(o) Terms to SSEs

The Project will provide working capital and medium-tera financing (the
terms for which are to be defined by the participating PFI) for the
acquisition of fixed assets and working capital requirements of SSEs engaged
ia all productive, distributive, service, and agribusiness activities, Only
agricultural activities will be excluded, since USAID is providing financial
assistance to this sector through other projects,

The maximum loan amount will fnitially be $125,000, subject to review at
the end of the first year of implementation of the Fund, Based on the
Mission's experience, this 1limit will be sufficiently high to cover the
investment and working capital needs of dynamic medium-scale firms, It is
anticipated, however, that most loans will be significantly smaller, averaging
in the $10,000 to $20,000 range, Minimum amounts will be established by the
PFIs according to their individual credit policy.

To soid disruption in their programs, the PFIs will establish both the
terms ] the Interest rates for the SSEs. Interest rates to each client will
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be freely determined by each participating instftution., A I.D, will encourage
all participants to f{nstitute coapetitive pricing policies, sufficieat to
cover cost of funds, risk, profit, and the greater adninstrative expenses
associated with SSE lending, GCiven the costs of resources to the banks
(approximately 121), and based on a minimum spread of 5% that is likely to be
required by banke to recover all costs, it {s fully anticipated that all loans
vill be made at the current maximum ceiling of 17X. Whenever possible, the
participating financial institutions wilil be encouraged to develop fees and
coamissions sejarate from the interest rate so that SSE lending becomes an
attractive line of business to the institution despite the overall interest
rate lending ceiling presently {mposed by the BH. Approval and/or rejection
of each loan {s solely at the discretion of the FFI,

The loan Fund 1s consistent with USAID policy to encourage financial
iostitutions to extend credit to SSEs with terms suited Co each enterprise.
Mditionally, the Project terms and conditions need to be few and sigple,
though fundamental, to allow each lending officer max{mum flexibility to
structure the loan package most appropriate to each client, within the general
lending restrictions of the Project, Therefore, the conditions outlined here
are judged to be appropriate to reach the intended target group with maximum
flexibility,

3. Cuarantee PFund

(1) Operating Procedures

A Guarantee Fund, infitially set at $1,0 million equivalent from local
curreacy resources, will be also be managed by the Piduciary Agent, As with
the Loan Fund, the terms and conditions which govern the use of the guarantee
mechanism will be set out in a Participation Agreenent executed between the
Fiduclary Agent aod the PFI. Ouce a PFI signs the Participation Agreement
they will automatically bave access to both the loan and the Guarantee Punds.
The tvo Punds will be treated as & separate cost cent rs. The Guarantee Pund
will secure up to 70% of the loan made by PFIs to the SSEs. The 301 exposure
of the bank is smsll enough to reduce the risk, yet large enough to insure
careful lending practices. The Guarantee Pund will {ncrease ite
capitalization by {nvestment of {ts capital base and by a one-time, up-front
premium of 6 collected from the §SEs for use of the guarantee, The intitial
capital base vill serve as a safeguard or buffer in the case that the actual
default rate 1s higher than the projected rate, If this were the case, the
one time preaiun vould be adjusted inmedfately to compensate for this loss.
Deilizing resources from the initial capital base for purposes other than
short term emergencies would be equivalent to failure.

The Mission recognizes that previous A. I1.D. experience with guarantee
funds has been mixed, at best, To date, Honduras has no experience with
guarantee prograns of this type. Other guarantee programs have been designed
in Bonduras but have not worked since the rules of the game wvere unclear and
there was too much margin for interpretation. However, the operatfonal design
of this fund was based on the success of a guarantee fund designed by the
A.1.D, Mission in Panama for a similar small business project, The Panama
fund was so successful that the private fnsurance companies were interested in
purchasing the fund from the government.
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Default rates have been projected on the basis of the experience of the
local private coomercial banks and the careful lending practices of the
financial intermdfaries vho will provide credit under this Project. These
rates, however, wili be affected i{n part by the inherently riskier nature of
6mall business lending., It {s rcasonable, then, to expect that default rstes
under this Froject will be be greater than the PPI's historical rates, To
insure prudent sub-losn approvals &nd disbursement and hence containment of
the default rate, the PFIs will take 301 of the risk on the uncollateralized
portion of each loan guarantee,

Taking into account experience elsewhere, as well as the unique element
of this Project which will bring lending practices in line with normal bank
standards, it was the conseasus of the banks and A, I.D. that the defsult rate
would be about 4,5 5.51, Project projections are based on this estimate,
Theoretically, ve could leverage the guarantee reserves at least 20 times.
Thus with $1.0 ufllion wve could guarantee up to $20,0 million. Bowever, until
a track record i{s established, Froject estimates remaln conservative and the
Guarsntee Fund will leverage the reserves no more than 1:10,

The Quarantee Fund will be self-sufficient since the earnings from the
fovested capital and from the 6% one time charge on amounts guaranteed will be
sufficlent to meet 8}l claims against the fund and to accumulate surpluses.

If successful, the Guarantee Fund may be reinsured by a group of private
insurance company or sold to them, so that they, in turn, would offer the 70X
guarantee for small business lending, At this stage, the initial capital base
plus ft's generated revenues would be returned to the GOH.

In managing the day-to-day operations of the Guarantee Pund, the
Fiducfary Agent will act on behalf of the GOR. Pund income will pay for the
Agent'a services, The Fiduclary Agent 1s not l1iable for the losses incurred
by the Guarantee Pund except, when according to en independent authority, its
mismanagement hag been the cause of the loss,

(b) Bligible PFIs

As with the loan Pund, the three {nstitutions which will participate
initially are the Financlera Industrial Agropecuaria (FIA), Banco la
Capitalizadora Hondurens, S.A, (BANCAHSA) and Banco de Occidente. However,
the Pund will be open to any private financial institution that qualifies
under the general terms of the Participation Agreement, L

{¢) Terws o PPls

The Part{cipsation Agreement between the PFIs and the Fiduciary Agent and
will epecify SSE borrowers eligible for guarantees, method of payment from the
Guarantee Fund in case of bad debts, sdministrative and legal steps to be
taken by PFIs in cases of default by SSEs, the percentage of loans eligible
for guarantee and the premium to be charged (these conditions are outlined
below). Similar to the Credit Pund, the Piduclary Agent will not have the
author’ ; to reject a guarantee requested by a PFI, The approval or rejection
of the juarantee vill be solely at the discretion of the PFI. The BCH will
contirue to have the authority to spot check the guarantees approved to see if
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they adhere to the terms and conditions of the Participation Agreeament, The
PFIs will request guarantee certificates from the Fiduclary Agent under the
Guarantee Fund, The Piduciary Agent will provide the certificates within two
business days.

The Pund will provide a collateral base upon which private financial
institutions could make loans to borrowers that lack eufficient collateral,
PPIs may use the Guarantee Pund to cover FOPEME loans or loans using their own
resources, The PFIs would, at their option, secure the 70X guarantee by
submitting a8 simple form and forwarding it along with a check to cover the
premium to the BCH, As demonstrated in Section V,A.5.b., the earnings fror
the invested capital base and from the one-time 6% premium charged will be
sufficient to meet all claims against the fund and accumulate surpluses, The
BCH may, at 1ts discretion, suspend new loans and/or guarantees to any PFI if,
in {tg judgement, the PFI does not comply with the Participating Agreement or
if {te financial performance i{s considered unsatisfactory., The Fiduciary
Agent may also increase the premium to & PFI if its default rate increases.

The Fiducifary Agent will honor claims against the Guarantee Fund within

48 hours after receiving the request from a PFI, To apply for the
reimbursement request, the PFIl must meet the following conditions:

- The loan has to be in asrrears, as defined in the loan agreement between
the bank and the borrower, for a period of 120 or more days.

- The bank has to indicate that it has used its normal operating procedures
for collection, e.g. telephone calls, letters, visits, etc.

- The bank has to present the balance of the loan to deteraine the
outstanding principal due and calculate the Guarantee Fund's exposure.

- The PFI has to present evidence that legal court procedures have been
in{tiated against the SSE,

After determining the Guarantee Punde liability, the Flduciary Agent will
proceed to credit the account of the PFI with 70X of the cutstanding
principal, The disbursement will be considered to be an interest—free loan to
the PFI until all legal procedures have been completed and the SSE assets are
liquidated., The funds that are recovered after the court settlement will be
distributed proportionately betwen the PFI (30%) and the Guarantee Fund (70%)
after all fees, interest, and legal expenses have been deducted. The PFI will
then proceed to repay the interest-free loan,

(d) Kligidble Euterprises

E1igibility criteria will be the same as for the Loan Fund.

(4 Technical Assistance and Training to Borrovers

The PFls will not provide training and technical assistance to their
borrowers directly, Rather, they will channel their borrowers to the
fnstitution that they consider most appropriate to provide these services
(INFOP, GEMAR, FIDE, ANDI/PYME and other public or private sector
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institutions). They will charge for this TA based on thelr own policy.
Through the PTU, the Project will make a concerted effort to establish
effective linkages between these institutions and the participating PPls,

(5) Technical Ass{stance and Treining to FFIs

Through the PTU, technical assistance and training efforts will be
targeted to {mprove the capabilities of Honduras' finsncial systea. 1In
addition, as noted in the following section, policy resesrch efforts will also
analyze financial system constraints and identify possible solutions.

During the initial stages of Project implementation, the PTU will conduct
an updated sssessment of financial system training and technical assistance
needs. Under the ANDI/PYME OFG, Project funds have been budgeted and reserved
to the Miss{on for training seminars at instf{tutions such as INCAE and GRMAH,
as well as for technical assistance specifically targeted at the fipancial
sector, For example, the Iroject will provide expert consultants in bank
operations through consulting firms and the International Pxecutive Service
Corps (IESC), FIA has requested assistance in strategic planning and funding
mechanisms; BANCARSA has requested support in account profitability and MIS;
and Banco de Occidente needs agsistance in designing the implementation
framevork for their SSE lending program, asset/liability manageament, MIS and
savings mobilization.

The total cost of the bank training component is approximately $550,000
of which A, I.D, will finance $500,000 and the PPIs $50,000 in staff salaries
and local expenses.,

2. SSE Research and Policy Anslysis ($200,000 in DA Grant Punds and GOH
contribution §1 mi1llion local currency equivalent)

The objective of this component is to assist the GOH and the Honduran
private sector to establish an effective policy envirooment for SSE
development in Honduras. Although the estimated costs of the proposed
activities are not a large percentage of total Project costs, they are
nonetheless important first steps in establfshing a more appropriate policy
environment,

A major constraint to this objective is the lack of reliable and current
dats on SSEs, particularly data on microeuterprises, As noted in one recent
study, "most (microenterprises) elude the standard statistical pets and exist
frequently unobserved in the underground economy,”* This coaponent will:

(1) undertake discrete research activities which will give the GOR, the
private sector, and the Mission a more detailed, analytic base on SSEs to
permit continued program development and modification, and (2) support
specific policy and regulatory analyses and reforms which facilitate policy

" Lle" olm and Meade, Small Scale Industries in Developing Countries:
Pmpird -1 Evidence and Policy Implications, 1987,
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dialogue betveen the public and private sectors and which lead to policy
changes that assist the developaent of SSEs in Honduras. These research,
policy analysis and dialogue activities and the implementation of
recomnendations from those activities will have an impact on all SSEs,

The PTU, in close coordination with leading Honduran pudblic and private
sector institutions, will lead efforts to conduct research on SSEs {in
RBonduras, and will analyze, on a continuing basis, the policy framewvork
affccting them, To provide greater assurance of acceptance, dissemination of
findings will be led by ifnstitutions such as the Honduraan Council for Private
Enterprise (COHEP), Cortes Chamber of Commerce (CCIC), ANDI, and the Ministry
of Economy. This component will closely coordinate with and coaplement
efforts under the Mission's Policy Analysis and Implementatfon Project, For
example, the PTU will play a lead role in SSE-related analyses undertaken by
COHEP through the Policy Project.

a, Ecaearch

Although some work has been done in Honduras in recent years to gain a
clearer picture of the role of SSEs in the economy, there still exists a
paucity of hard, accurate data, The Project will strengthen knowledge about
SSEs in Honduras in two ways, First, the PTU will assist implementing
{ostitutions, particular the NGOs, to strengthen their current data base of
existing clients, The organizations already dissagregate data sccording to
sex, capital base, sales, and other variables, There is rooa for improvement
in this undertaking, however, without adding to the management burden of the
NGOs or the SSEs, Based on the improved data collection capabilities of the
NGOs, the PTU will prepare quarterly reports on the characteristics of
enterprises being assisted under the Project, The ain of these reports will
be to better quantify the number and type of SSEs assisted under the Project.

In addition, these reports will strengthen the country's knowledge and
understanding of SSEs. As pecessary, the PTU, in coordination with the core
group intermediaries and other organizations that may be identified vill
gather additional detailed information tc determine how specific policiel
affect the functioning of SSEs, the best channels for improving policy, and
apppriate arrangements to change those policies. The data gathered will
supplement that slready existing. To the extent possible, FTU technicians
will wvork with other institutions assisting the SSEs (e.g., the Center for
Industrial Development, FOPRIDEH) to strengthen their own data gathering
capabilities and to develop a coaprehensive, updated data base of SSE
activities,

Second, the Project will support through the PTU and/or direct financing,
specific SSE-related studies that will be conducted through private and public
sector Honduran inst{tutions. For example, the Project will support the
efforts of a committee of NGOs led by ASEPADE, financial sector institutions,
and the Minietry of Econowy to analyze the problems of small business
development, including those enterprises in the Honduran “informal sector”
(broadly defined as those micro and small enterprises that are not formally
constituted under the Honduran Commercial Code).
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As a separate but complementary activity, ANDI/PYME will establish a data
bank for its client PVOs and financial inatitutions who wish to gain access to
this mechanism. ANDI/PYME recognizes that much data collected and analysed
over the years has been lost for lack of an institutfonal wemory or capacity
to retain the data, As a result, this data bank will be created to serve as
the respository for much of the data that will be collected during the 1ife of
the Project,

In sum, at the end of the Project, Hooduras will benefit from a much
greater understanding of who the small-scale entrepreneurs sre, what their
role io the economy i1s, and the problems and issues they face in trying to
develop and grow.

b, Policy Analysis

As voted in Section 11, C. 1, and reflected in the 1987 study on The
Effect of Polfcy Upon Swmall Industry Development {n Honduras, there are
pumerous policy constraints which inhibit economic growth and the development
of SSEs in the country., A number of these constraints are macro in nature
(e.g., the overvalued exchange rate; crowding out of the private sector from
financfal markets as a result of public sector deficits} interest rate
ceilings; a cumbersome regulatory environment and trade regime), Although
their resolution is beyond the scope of this Project, their lmportance to SSE
development highlights the need for close coordination between the SB I1
Project, the GOB~USAID ESF program, and other related programs such as the
Policy Analysis and Implementation Project,

The proposed Project will assist Honduran private and public sector
institutions to analyze these constraints. It will do so by first incressing
the awareness among Hondurans (both in the public and private sectors) of the
critical link between a sound policy environment and SSE development, Second,
through the PTU and private and public sector {fostitutions, the Project will
finance analyses of specific policy issues, and will support and coordinate
fora to disseminate findings and carry out policy dialogue.

An important first step has already been taken to increase awareness of
policy constraints to SSE development, The previously cited study on The
Effect of Policy Upon Small Industry Development in Bonduras, undertaken as
part of Project design has provided s vealth of information cm policy issues.
The GOH and the private sector have expressed considerable interest in the
study, Accordingly, a conference or workshop will be undertaken during the
first six months of Project implementation to disseminate its findings, to
exchange public and private sector views on {its conclusions, and to begin a
dialogue on SSE policy constraints, This event will be sponsored by a leading
private sector institution to be identified (ANDI, COHEP, and the CCIC are
likely candidates) with the collaboration of NGOs that support SSE
development, by the Ministry of Economy, or co-sponsored by the latter and the
private sector,

Fro- this conference will flow follow-up analyses and other workshops and
confere .es on specific policy constraints and {ssues, Approximately four
major ¢ .nferences or workshops will be undertaken during the life of the
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Project., The Project specifically budgete for three and it is expected that
the fourth as well as others will be financed from other activities (e.g.,
funds from other USAID-supported initiatives such as the Policy Analysis and
Inplesentation Project; activities supported by the GOH or other donors).
While most policy analyses related to SSE development will be undertaken or
coordinated by the PTU, it is famportant that dissemination (i.e,, publications
and workshops) be led by influential Honduran private sector associations
(e.g., COHEP, CCIC, ANDI) as well as public sector institutions to gain
Breater acceptance,

In addition to this effort, the Project will formalize the group of
private and public sector institutions which have beer meeting regularly on
SSE fssues, This group will encompass an SSE Development Task Force., It will
weet on 8 regular basis and s~~ve as an official forum for policy analysis and
dialogue.

Annex 11, Exhibit D summarizes the major policy constraints {dentified in
the previously cited policy study. Among the issues and constraints that are
likely to be addressed by the PTU early on as the subjects of seminars or
workshops are issues related to fiscal policy (the need to review the tax
systeam with respect to exemptions, loss carryover provisions, and increase in
the income tax structure); exchange and trade policy (analysis of protection
levels, problems associated with and the roots of contraband); and regulator
procedures (need to review the direct and {ndirect costs of registering SSEaE.

D. Sumary Inputs snd Project Budget

1, nggt.

The primary inputs of the Project are technical assistance and training,
credit, and operational expense resources, A combination of long- and
short—term technical expertise (204 persoo months and 122 person months
respectively) will be provided under the Project through an institutional
contract, In addition, short—term technical asssistance will be provided by
the intermediaries to the SSEs themselves. Credit funds totalling $14.3
million will be provided to the banks and initially to two participating NGDs
with credit programs to supplement existing SSE lending programs. Resources
in the amount of $2,710,000 for operational expenses will cover those costs
associated with the running of the day-to-day programs of the participating
1Qternediaries. Other inputs include a limited amount of commodities (through
the OFGs)} a project liaison officer; vorkshops, seminars, and publications
for the policy analysis conponent} travel to SSE-related workshops and
seninarsy and evaluations &nd audits,

2, Sumaary Project Budget

Total Project costs are estimated to be $40 millfon. Table 2 presents a
sunaary budget consisting of an A.I.D. DA contribution of $15 million} a GOH
contzibution of $16,025 million, primarily for the credit and guarantee funds,
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The private sector coatribution which will include ths counterpart
coantribution of {mplementing institutions and equity provided by SSEs, will
total approximately $8.9 millfon. Sectfon VI,A.l, presents a more detailed

budget and analysis.

Table 2
Small Business II Budget Summary
(s 4 000)

LEAE L B AR RS EEYREEEEY 222 LR RSS2 Y I I3 8 T 3 T 2 Y P PSRRI

' PRIVATE TOTAL
US ES A 1,D, GoH SE CTOR CosT
I. SSE Support Systenm
a, Grants to N®s 8,600 - §,540% 13,140
b. PFI Credit and
Guarantee Program 500 15,000 4,435 19,935
11. Research and Policy
Analysis 200 1,000 - 1,200
111, Project Technical
Unit 4,800 - - 4,800
1V, Technical Assistance
Support Pund 250 - - 250
V. Evaluations/Audits 150 25 - 175
VI. Project Liafson
OfFicer _&q - - _5_0_0
TOTAL PROJECT COSTS 15,000 16,025 8,975 40,000

.-.::l:a’-:---:-:a---:-:--u---m.--:--:---a-::--lun-n-l--a:a.-a:-na-:::-:x---::n:--

* A review of the 257 minimum counterpart contribution was approved by the
Mission Director for ANDI/PYME,

V. PROJECT AKALYSES

A, Fionsncial Plaz

1. Project 14

As {llustrated in Table 3 below, the totsl es:/mated cost of activities
to be financed under this five-year Project 15 $49,0 million, This consists
of an A, 1.D, contribution of $15 million in appropristed grant funds and a
host country (GOH and private sector) coniribution of $25 million., The A.L.D.
coantribution will consist of $5 million in Agriculture and Rural Development
funds and $10 million in Special Development Activity funds. The GOH will
provide a counterpart contribution from ESF local currency earmarked to the
Private Sector equivalent to $16 willion. Other counterpart funds in the
amount of $8,9 million (including both cash and in-kind contributions) will be
availal ¢ from the private sector represented by the NGOs, financial



fnetitutions participating in the Project, and SSEs themselves in the form of
equity contributions., The percentage contribution to the Project s 37X for
A 1.D, and 63X for the host country. As can be observed from Table 3, the OFGs
for the participating NGOs comprise $8.6 millioa or 57% of the total
appropriasted-fund costs, The amounts of the grauts have been derived from N@®
proposals reviewed by the Mission, The other major dudget item requiring
appropriated funds 1s the PTU contract expected to to be approximately $4.7
willion or 311 of those costs, This estimate includes funding for TA based on
estimates of $10,000 and $15,000 per person month for short- and long~term TA,
respectively,

Training, workshops, and publications related to the PFI credit program
and to the Policy Analysis and Research component total approximately
$700,000. 1In addition, the Project budgets $250,000 for short—<term technical
asaistance, training, and other related services to be procured directly by
the Mission outside of the FTU contract which will be reserved through the
bilateral agreement with the GOH,

Finally, with respect to costs requiring sppropriated funds, the Project
budgets financing for a Project Liaison Officer, as well as evaluations and
audits,

2, Disdursement Procedures

A.1,D, -funded U.S. dollar costs for technical assistance, training,
evaluations, limited commodities and some operating expenses will be paid
directly to the suppliers or participants by the Mission fn accordance with
existing A I.D., practices, The funds allocated to NGOs for credit, operating
expenses, training, and institutional support purposes will be disbursed
directly to NGOs through advances on a detailed quarterly budget basis. FPunds
to cover operating expenses of the Project Technical Unit will be disbursed
through advances on a detailed quarterly budget basis, In both cases, the
advances will be liquidated periodically following normal A.1.D, practices.

Economic Support Funds (U Counterpart) will be disbursed directly to
the NQs by the Central Bank of Bonduras using already established procedures
between the GOH and A.1.D,

3. Disbursements by Year

Table & provides a five-year disbursement schedule for the Project.
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Seall Busin 1

(US $ 000)
S O U R C E s
\J \d mm
TOTAL GOH PRIVATE PROJECT
FX LC A. 1.D. (ESP) SECTOR COST
I. SSE Support System 750 8,400 9,150 15, 000 8,975 33,125
A. Assistance to NGOs 400 8,200 8,600 - 4,540 13,140
1. ASEPADE 1 L300 35000 - T, 040 3,040
Credit - 985 985 - 330 1,315
Institutional Support - 647 647 - 366 1,013
TA/Training 100 223 323 - 330 653
Commodities - 45 45 - 14 59
2. FUNADEH 100 1,900 2,000 - 2,160 4,160
Credit - 1,153 1,153 - 77 T:?Z'E
Institutiocnal Support 50 367 417 - 1,295 1,712
TA/Training 50 380 430 - 90 520
3. ANDI/PYME 200 4,400 4,600 - 1,340 $.940
Institutional Support - 850 850 - 815 1,665
Sub=Projects to KGO 200 3,527 3,727 - 520 4,247
Commodities - 23 23 - S 28
B. PFI Credit and Guarantee Pr an 300 200 500 15,000 4,435 19,935
1. Credit - - - m 3,385 17,750
2. Guarantee Pund - - - 1,000 - 1,635
3. Seminars/Training 300 200 500 - 50 550
II. Research and Policy Innlgu - 200 200 1,000 - 1,200
A, Techaical Assistance **
B. Workshope/Seminars - 175 175 500 - 675
C. Publications - 25 25 500 - 525
III. Technical Assistanca Support Pmd 250 - 250 - - 250
IV. Project Technical Unit /‘- 4059 741 6.800 - - 4,800
A. Technical Assistance ,059 176 4,235 - - 4,235
- B. Management - - 565 565 - - 565
V. Evaluatiouns/Audits 100 50 150 25 - 175
VI. Project Liaison Officer 250 250 500 - - 500
TOTALS 5,359 9,641 15,000 16,025 8,975 40,000
:* A waiver of the 25 mimimum comterpart requirement was approved by the Mission Director for ANDI/PYME.

Costs associated vith thie line item are¢ included in the overall technical assistance contract - Project

Technical Unirt,
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PROJECT DISBURSEMENTS

CALENDAR YEAR
1988 1989 1 1991 1 1993 TOTAL
PROJECT ACTIVITIES (4 Mo) (8 Mo)
A.I.D. Contributions
SSE Support System
Assictance to NGO
ASEPADE
Credit 66.0 197.0 197.0 197.0 197.0 131.0 985.0
Institutional Support 43.1 129.4 129.4 129.4 129.4 86.3 647.0
TA/Training 21.5 65,6 64,6 64.6 oh, 0 43,1 323.0
Commoditiecs - 45.0 - - - - 45.0
FUNADEER
Credit 76.8 230.5 230.5 230.5 230.5 153.7 1,152.5
Institutional Support 2.7 83.3 83.3 83.3 83.4 55.7 416.7
TA/Training 28.5 86.2 86.2 86.2 86.0 57.7 430.8
ANDI[PYHE
Institutional Support 56.7 170.0 170.0 170.0 170.0 113.3 850.0
Subprojects with NGOs 248.5 7454 745.4 745.4 745.4 496.9 3,727.0
Commodities - 23.0 - - - - 23.0
PPI Credit and Guarantee Program .
_—_"_7“——“-——&-’5“1,“,_- Training - 125.0 125.0 i25.0 125.0 - 500.0
Policy Analysis and Research
Workshops/Seminars - 43.8 43.8 43.8 43.8 - 175.2
Publications - 6.2 6.2 6.2 6.2 - 24,8
Technical Assistance Support Fund - 62.5 62.5 62.5 62.5 - 250.0
Project Technical Unit ) _
Techuical Assistance 331.5 982.7-  923,4 84¢C .1 756 :6 400.5 -4,234.8
Management 50.5 143.9 97.9 97.9 97.9 77.1 565.2
Project Liaison Officer 25.0 100.0 100.0 100.0 100.0 75.0 500.0
Evaluations - 50.0 12.5 50.0 12.5 25,0 150.0
TOTAL A.I1.D. 975.8 5,188.5 5,577.7 »031. 2,910.8 1,715.3 15,000,0
GPJ (ESP) Contributione
PF1 Credit and Guarantee Program
Credit 1,500.0 3,000.0 3,000.0 3,000.0 3,000.0 500.0 14,000.0
Guarsntee Fund 140.0 200.0 200.0 200.0 200.0 60.0 1,000.0
Policy Analysis and Rasearch
Workship/seminars - 125.0 125.0 125.0 125.0 - 500.0
Publications : - 125.0 125.0 125.0 125.0 - 500.0
Audits - 8.3 - 8.3 - _8.4 25.0
TOTAL GOH 1,640.0 5,:55.5 3,450.0 3,458.3 3,450.0 568.4% 13,025.0
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4, Methods of r!nnngigl

TYPE OF METHODS OF
ASSISTANCE IMPLEMENTATION
1. OFGs 90-Day Advances
2, Commodities Bost Country Contract
Direct AID Contract
3, TA Contract Direct AID Contract
Direct Purchase
4, Evaluation/Audit Direct AID Contract
5. Project Liasion
Of f{cer Direct AID Contract
6. Seminars/Training/
Publications Direct Purchase

METHOD OF
PAYMENT

Direct

Direct
Direct

Direct
Direct

Direct

Direct

Direct
TOTAL

Payment

Payaent
Payment

Paynent
Payment
Payment

Payment

Payaent

APP AMOUNT
OF ASSISTANCE
(4000)

$ 8,532

$ 68

$ 45

$ 4,705

$ 205

$ 150

$ 500

$ 750
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3, Fiosncial Analyses

8, NGO Credit Reflows

A.1.D, will grant credit funds to FUNADEH and ASEPADE to capitalize their
lending programs, The Project will seek to prevent the decapitalization of the
PVOs' credit funds, due to loan loss and inflatfon, through a dual systeas of
mapagement assistance and recapitalization from interest sarnings.

Coupled with A,1.D."s fundamental objective of supporting self-financing
credit programs for SSEs is the need to establish a market-based interest rate
structure to allocate scarce resources to the most efficient users and to
maintain the value of the credit funds in relation to inflation. Thus, NGOs
wvill be required to impute a cost of funds for their credit funds and
recapitalize them, by effecting payments from loan interest generations,t
By the end of the Project (and each individual grant), the imputed cost—of-
funds rate will equal the cost of borrowing from financial ifnstitutions
(presently 171). The init{al imputed cost of funds will be determined taking
into account the estimated level of inflation for the period and the effective
cost of funds to financial institutfons, The fnitial imputed cost of funds to
NGOs will be no less than the effective cost of fund for financial
institutions, which at present is 12% per annum,

NGOs will be required to increase that rate over the lOP to reach a rate
equal to the cost of borrowing from financial institutions. This mechanism
will maintain the real value of the credit funds and will require the NGOs to
institute a lending rate etructure to cover the recapitalization of the credit
funds, loan losses, and transaction and administrative expenses., Under the
iaputed system, the NGOs will manage A I.D. grant funds separately from other
donor resources,

A.1.D. grant advances will go into the NGO's “"A,1.D, Grant Lending
Fund.” The NGO will manage, use, and report on these funds for the same
conditions, purpose, and requirements of the Project for three years

1 Through this “fmputation™ process, the NOs will agree to set aside a
fixed percentage of the spread they earn from their lending programs to
recapitalize their credit funds, i.e., they will not be able to use this
percentage to cover operating or administrative expenses. This process in
essence works in the same fashion as a loan that the NGD would obtain from a
bank, FPor exanple, an NGO receives s disbursement of $100,000, Fron its
reflovs, the NG agrees to set aside 12% of its spread (or $12,000) to
recapitalize the credit fund, If an NGO is lending at 17X, this means that {t
would have to cover operating, administrative, and technical assistance
expenses from the remaining 5%, The mechaniem will provide incentive to the
NGs to charge the highest finterest rate that the market will bear, permitting
them to access commercial loans for the future expansion of their programs,

By the PAD, the NGOs should be self-sufficient and the imputed cost should

. equal the amount that the banks will charge them,
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folloving the end of the Project, The N® will de eligible to withdraw funds
from the "A.1,D, Grant Leoding Pund” account only to make loans in accordance
wvith the agreed terms and conditions. Furthermore, the NGO will make monthly
interest payments to the account of the A.1.D, lending fund., The amount of
the fnterest payment is a simple calculation of the average outstanding amount
borroved by the NGO from the lending fund for the month, times the nonthly
equivalent of the annual fmputed rate of fnterest,

All principal reflows wil}l ta deposited by the NGO back into the lending
fund., The N® will make principal payuents to thia fund regardless of ity
actual collection performance.

Any and all losses from the NGO's 1ending operations must be covered by
each NGO from {ts spread between the imputed cost of funds charged by the
lending fund and the lending rate that the N® charges to its borrowers. The
same will be required for adainistrative and operating expenses, This system
will {nsure the fntegrity of the lending fund and will enforce financial
discipline by the NGOs.

Previous analyses, financlal reviews and evaluations, provided sufficient
evidence in the design stage of the Project for the Missfon to expect that
FUNADEH and ASEPADE will be able to achieve self-sufficiency {n their credit
programs, The methodologies currently being used by the NGOs to project
financial flows and to calculate self-sufficiency fndicators will be tested
and refined by independent experts during the first two months of Project
implementation, The findfngs which result from this revievw will fora the
basis for developing a technical assistance plan with the PIU to assure that
both NG®s will reach self-suffficiency {n their credit prograns by the PA(D,

b, Loan fund and Cuarsatee Fund Analysis

The Mission analysis preseated belov has deternined that the loan Pund i
viable and has verified that the streaam of projected income will in fact cover
the expenses of the Pund. Moreover, the surplus will be capitalized to create
a self-sustaining credit mechaniem.

1, Losn Pund Analysis

The FOPEME analysis presented in Table 5 below 1s based on assumed levels
of disbursed portfolio., During the first year of operation, the PFIs will
disburse about $2,1 mi1l4on 1a credit funds, of which the FOPEME will finance
$1.5 million dollars (70Z). By year five, the entire $14.0 millfon managed by
the Fiduciary Agent will have been drawn down, yfelding a composite portfolio
of almost $21,7 million ($15.2 million financed by the Trust Loan Pund and
$6.5 m11l10n by the PPIs).

The Credit Pund will have a sprezd of 121, which {s equal to the cost of
money of the banks, Total income is calculated by multiplying the total trust
portfolio by the 12% that 1s charged to the PFIs and dividing 1t by two, since
the por! folio 1s not disbursed upfront at the beginning of the year.
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The opersting expenses of the Fiduciary Agent have been projected as &
yearly flat fee of $200,000, During the first year of Project implementation
the fund will have an operating loss of approximately $110,000. This will be
covered by FOPEME capital, Froa then on, all profits will be reinvested
producing & return of 12X, which will take the total loan portfolio to its
peak size with an outetanding portfolio of $24.5 million by year ten.

2, Guarantee Pund Analysis

) In the design of the Project, very conservative asgumptions have been
used in the financial projections of the Guarantee Pund, given the lack of
experience in this type of operation in Honduras, PExperience may prove that
the assumptions used here are too conservative., Any change of direction of

cond{tions will be subject to & thorough review after the Pund has been

operational for some reasonable period of time,

Depending on the liquidity of the banking system, the Guarantee Fund m: °
increase the loan Fund's leverage considerably, since PFIs may decide to use
their own credit resources (liquidity permitting) and only reduce their
exposure by securing 70% of the loan with the Guarantee Fund,

The model assumes that the Guarantee Fund is capitalired with s $1,0
million initial fund which is invested and obtains a return of 8%, Automatic
guarantees are issued for 70X of the outstanding uncollateralized portion of
the loan. The Guarantee would have a one-time 61 premium collected in
advance, The average life of the loan would be three years and bad debts
would be 5.0 of the total amount of outstanding guarantees per year, Under
these assumptions the Guarantee Fund would be self-gufficient, accumulate
profits and increase its capital and reserve to about $3.1 million fn year ten
(see Table 5). This would demonstrate to the insurance companies %hat the
guarantee business is profitable, and the GOH and USAID would then proceed to

privatize the Guarantee Pund by the PAD,

If the Guarantee Fund is profitable, USAID will encourage the GOH to
initially reineure the fund with one or several private insurance companies or
sell it to one or various commercial insurance companies after a track record
has been established.

B, Administrative Feasibility and Institutional Analysis

M. Administrative Feasibility

The overall institutional configuration developed for the Project,
presented in Pigure I, is the result of considerable analysis and discussion,
both within the Migsion and between the Mission and a large number of the
potential participating entities., This institutional configuration consists
of A.1.D. direct grants to (initially) three NGOs; an A, 1,D.-GOH Bileteral
Project Agreement which will include procedures for the implementation of the
Private Financial System loan and Guarantee Programs; and an A, I,D, direct
contract with a U,5, consultant (or consortium) which will comprise the
Project Technical Unit and who will provide TA to the participating N@s and
FFls,
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12001, 00000000 TRUST FUND's SPREAD
$200 ..ovooool o JFIDUCIARY AGENT OPERATING EIPENSE, PLUS PROFIT
M0L.000eeeaes . PORTFOLIO FINANCED BY PFIs
$30,000 .......... AVERAGE LOAN SIZE IN DOLLARS
5,000 ...l AVERABE ENPLOYMENT GENERATION PER AMOUNT OF CREDIT
$14,000 ...........USAID/LOAN 1N $000s

BCH/USAID DISBURSENENT SCHEDULE IN $800s
$1,500 oooeeerrnn  YEAR |
$2,000 o JERR 2
03,000 .eeeeunn YEAR 3

03,90 nnnnne JEAR 4
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T0TAL PFls PORTFOLIO 02,13 S4,803 99,262 $14,823 821,696 923,882 26,034 920,726 31,726 035,88
W, OF NEN LOANS PER YR. n 14 209 0] w 386 43 7. 55 625
M0, OF MEW JOBS PER YR. 2 83 124 1M WM B AN MA 0 BRIW
TOTAL L/TRUST PORTFOLIO 01,500 83,300 86,483 918,376 815,187 616,521 418,220 420,188 922,288 924,507
TRUST FUMD 00 S50 43,300 85,483 410,376 615,187  #16,521 418,224 420,108 422,208
PROJECT BISBURSENENT 61,500 92,000 3,08 43,500 44,0 Y] ) 1) 7] 1]
PREVIOUS YRS LOSS/PROFIT 0 ($110) 893 4392 $B12 81,334 61,703 61,885 62,10 92,339
INCONE " 6293 0592 81,02 #1534 #1993 62,885 02,38 92,539 2,805
FIDUCIARY ASENCY FEE 1200 200 20 M 208 M 28 1l 2N
PROFIT (LOSS) ($119) $93 302 8812 1,334 81,783 41,085  82,1M 62,339 62,605
CUNULATIVE PROFIT ($100)  (817) 8376 61,187 $2,520 64,224 85,108 40,208 810,547 $13,153
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RSSUMPTTONS , N
78.0%.. ...l LOAN PORTFOLIO BUARANTEED
6.0%... . aeele UP-FRONT GUARANTEE PRENIUM
RN ESTINATED BAD DERT
;18 .} S RETURN ON CAPITAL AND ACCRUED INCONE
I oveeeeannnn AVERAGE TER: OF LOANS IN YEARS

$1,000 ...........UP-FRONT DISBURSEMENT OF THE BUARMNTEE FUND

=2

DESCRIPTIONS\YEARS

1 2 3 ' s 6 7 8 9 16
TOTAL 6/TRUST PORTFOLIO $1,560 3,398 65,483 $16,376 815,187 15,520 $18,224 926,100 22,208 924,547
PORTFOLIO INCREASE/DECREASE S8 $1,69% 43,093 3,892 84,012 81,334 1,703 1,889 62,108  $2,339
REPLACENENT (1) 1 s 300 $797  $1,483  $2,217 63,096 2,74 $3,240 83,642 93,895

2 58 " 1508 9797 81,463 82,217  $3,09  $2,784 83,248 $3,642
3 st " K 1508 8797 81,483 82,217 83,896  $2,784 43,240
‘ " se " ' '8 s " s " "

) S 11} %0 1" 11} 1] ] 1] 1" 1] 11°] ] ]
TOTAL NEW GUARANTEES $1,508 92,399 84,399 $6,652 99,289 88,111 99,728 18,925 11,885 913,116
CAPITAL POSITION (BOY) $1,008 81,099 $1,157 1,293 81,463 $1,673 81,888 2,136 82,416 92,728
TOTAL INCOME $”n 3231 3% 303 $474 %28 T} $826 8894 51,005

PRENTUM 19 $143 $263 $399 3337 8487 #3583 #4355 s701 787

INTEREST ON CAPITAL _ :

AND PROFITS s 489 493 103 8117 TR JL $171 $193 8218
TOTAL EXPENSES (2)

BAD DEBT $75 $170 928 333 a4 1N $485 545 #3584 456
NET CASH POSITION 495 $62 136 179 219 8215 $248 8209 318 $349
NET CAPITAL POSITION $L,095 81,157 81,293 $1.483  €1,673 91,688 82,136 2,416 92,726  $3,873

SORRRRBaReRReRtesansantentontsasontanossereanassosssaseatTotastssnoRnsraostonsastontansssssassessenssassassscasssssssssssssssy
(1) THIS IS THE REPLACEMENT OF THE GUARANTEE PORTION THAT MAS PAID OF DURING THE YEMR
(2) OPERATING EIPENSES ARE SUB-SUMED IN LOAN FUND OPERATING COST ESTIMATES.

THE AVERAGE TERM OF LOAN FOR THIS WODEL IS LIMITED TO § YEARS DwLY.
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PROJECTIONS OF

THE GUARANTEE FUND({SB08Ss)

ASSUNPT I ONS
70.0%...........LOM PORTFOLIO BUARANTEED
6.0........ «..UP-FRONT GUARANTEE PRENIUR
7R S ESTIMATED BAD DEST
8.0........ ...RETURN ON CAPITAL AND ACCRUED INCOME
A S AVERAGE TERN JF LOANS [N YEARS
$1,000 ...... «ees«UP-FRONT DISPURSENENT OF THE GUARANTEE FUND
DESCRIPTIONS\YEARS 1 2 3 4 5 b 7 8 9 10
TOTAL 6/TRUST PORTFOLIO $1,508 83,39 6,483  $10,376 815,167 15,521 $18,224 $2,188 922,208 $24,547
PORTFOLIO INCREASE/DECREASE S0 S1,89 83,093 83,892 4,812 81,334 81,763 1,885 92,109  $2,339
REPLACENENT (1) 1 1) 500 $797  $1,463 82,217 #3,89 82,780 83,240 33,682 43,895
2 $9 e $797  $1,463 92,217 #3,89 2,704 83,248 43 642
3 '8 0 " 300 $797 81,463 82,27 43,09  $2,700  $3,248
' 0 " ) " s r % s T 1]
s " " " " " " " s 1 "
TOTAL NEN GUARANTEES $1,508 82,300 64,398 64,652 99,289 98,111  $9,720 10,925  $11,885 13,114
CAPITAL POSITION (BOY) SL,OBS 41,089 61,031 1,260 81,377 61,333 81,49 61,881 82,086 2,311
TOTAL INCOME ;7 72 T 70 S TYY 609 8719 $505 #5848 W2
PRENTUN s SIA3 s3I 3 ey s487 #3683 %5 s 8787
INTEREST ON CAPITAL )
NG PROFITS e W 1 18 Il N MM N s167 8183
TOTAL EXPENSES (2)
BAD DEBT 483 s18 924 366 #511 TS #535 501 773 S Y /71
NET CASH POSITION 468 e a2 un $157 $163 s164 205 225 76 ]
MET CAPITAL POSITION SLEBE 81,131 61,240 SL,377 81,533 81,69 41,881 2,086 92,311 82,32

(1) THIS IS THE REPLACEMENT

OF THE GUARANTEE PORTION THAT ¥AS PRID OF DURING THE YEAR

(2) OPERATING EXPENSES ARE SUB-SUWED IN LOAM FUND OPERATING COST ESTIMATES.
THE AVERAGE TERM OF LOAN FOR THIS MODEL IS LINITED TO 5 YEARS OWLY.
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This {nstitutional configuration is designed to combine effective
schieveent of Project objectives with manag:ment efficiency, institurional
capabilities, and maximum use of the private sector., The arrangement is
reasonable and analyses of the participating intermediaries confirm that each
has the basic management capabilities and organizational experience to meet
the responsibilities assigned to them in the Project implementation, Where
weaknesses have been identified which may linit the performance of any
participating entity, the PTU will provide technical assistance as well as
specific training for the entity's staff,

A key issue which has been thoroughly analyzed during intensive review is
wvhether the Project's {nstitutional arrangements are sufficieatly simple and
straightforward to ensure effective implementation, Viewed from a different
perspective, the issue has been whether the incorporation of numerous
ioplementing entities and institutional relationships 1s too complex and
difficult to manage. The conclusion of the Project Design Team is that
institutional arrangements are in fact efficient, A Project involving
numerous implementing institutions tends, of course, to be more complex, But
the Team feels that responsibilities are sufficiently clear, and that the
incorporaticn of some Project elements, e.g.,, the PTU, will result in
expeditious implementation.

Early in Project design, the Mission examined the possibility of reducing
the number of principal implementing agencies by either establishing a new
institution through the Project or using an existing institution to implement
- the Project, {.e., to serve as the “umbrella” organization which would channel
resources to other participating entities, The advantage of this model was
that it would reduce the number of implementing institutions that A, I.D. would
diractly deal with to rerhaps one (other participating N@s would deal with
the selected implementing entity), In fact, the Project PID presented this
type of framework,

While this umbrella model was ideal in theory, we reached the conclusion
that it was not practical, Firet, after more careful analysis and dialogue
with Hondurans from different sectors, the establishment of a new “super”
institution was not seen as viable by A.I.D., the GOH, or the private sector,
especially given the plethora of organizations that already exist to serve
SSEs, Attention then focused on existing institutions, Reviews of key
institutions~-FIA, ANDI/PYME, FOPRIDEH, the Central Bank, and other
entitiea~—concluded that no existing entity could effectively play this
uabrella role, The Project objective is to expand significantly the number of
SSFs with access to various types of services, None of the existing
organizations presently has, nor will they have in the near term, the capacity
to provide the amounts of assistance required by the universe of SSEs,
Bowever, working together to provide these services, several capable
institutions can have the desired impact, And, together with the private
financial inetitutions, an even greater number of beneficiaries can be reached
since the PFls will provide the greatest amounts of credit,

Although A, I.D, will have to monitor three individual OPGs, the use of
the PTU to help monitor the Project will expedite implementation. The Mission
currently does not have the capacity to implement this ambitious prograa, But
the addition of the PTU and a PSC Project Liaison Officer to be contracted
with Project funds will enable us to effectively manage Project activities.
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With respect to the operation of the PFI credit and guarantee program, it
1s our conclusion that the use of an agent for this purpose is necessary and
will actuslly expedite program implementation, As noted in Part IV,C1., it
1s the intent of the Project that the private sector will eventually sssume
management of the guarantee program after an adequate record of
self-gustaining operations has been established,

2, Institutionsl Analyses

a, Financial System, Participating Banks andvriduciatygé‘gpt 1

Honduras has a relatively large number of financial institutions for the
size of the country:

14 Private Commercial Banks (of which 2 are foreign-owned)
2 State Development Banks

1 Private Agro-industrial Finance Corporation

8 Savings and Loan Institutions

The Central Bank of Honduras (BCH)

Excluding the Central Bank, the 25 financial institutions operate 320
branches throughout the country.

Private commercial banks are by far the largest component of the capital
market, They hold 60% of the assets in the financial system, 751 of deposits,
and over 70% of short-term external liabilities, The banks obtain 73 of
their resources from private sector deposits, 12X from BCH rediscount lines
financed primarily by international donors, and the remaining 15X froa their
own capital and other sources, Rediscount operations have grown dramatically
in recent years, however. The Central Bank now manages no less than 35
rediscount programs. Moreover, a growing concern by A, I.D., IBRD and other
international and Honduran institutions is that these rediscount programs
provide resources to banks at substantially below their cost of mobilizing
resources, thereby inhibiting savings mobilization. About 83 of funds are
used for lending: 61% to the private sector, 222 to the public sector,

One of the 12 locally owned banks is owned by the Armed Forces Social
Security Fund and the rest are divided into five shareholder groups, reducing
effective competition, Nevertheless, smaller banks have gained market share
from the larger banks in the past five years,. :

The banking system is shallov since bank services are traditional and
mostly limited to larger enterprises in what are perceived as less risky
sectors such as commerce and real estate, Interest ratee are asymmetrical for
deposit rates and loan rates since depoeit rates have been free since 1980,

In 1988, savings attract interests of 10X to 12 (inflation was officially
5%). loan rates are subject to a ceiling of 17X which banks charge on their

T Data in this section is taken primarily from the "Country Memorandum for
Honduras”™, 1986; IBRD.
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own funds. Government bonds attract $100 million equivalent, a 600X incresse
over the past five years due to high yields. Besides these government bonds,
very few long~term instruments are available to savers, Thus, banks lend
mostly short-~terum,

The term structure of bank loans made from deposits 19 65% under 18
months, 20X between 18 months and five years, and 151 longer than five years,
The major source of term lending 1s the Central Bank through its rediscount
lines. The availability of long-term credit is severely limited, forcing
,entrepreneurs to self-finance most investments. Self-financing represents
approximately 322 of all investment, SSPEs are at a particular disadvantage in
this respect, since they have more diff{culty in raising sufficient funde for
their initial invegtment,

Over the past five years, the deterioration in the economy has been
reflected in the financial sector, Bank profits’ *y has decreased slong
with the quality of their portfolios. While the .inancial system has
recuperated and financial deepening 1s taking place, the system is still in
magy ways not conducive to promoting investment, particularly among SSEs.

Inadequate access to credit for small producerg—agriculturel and
industrial--is an important structural i{ssue that needs to be addressed in
Honduras., Commercial banks usually require security, generally in the form of
mortgages on urban properties. Access to formal credit could be expanded for
small producers through the elimination of the ceiling on interest rates and
the introduction of variable interest rates to permit commercial banks to
cover the higher costs associated with small-gcale lending, Though the rates
for small producers could rise, more resources would be available to thea at
rates substantially below the rates charged by money lenders, who are
currently the principal source of credit for such producers. In addition, the
producers would benefit from the longer-term repayment of the investment
credit lines compared to money-lender terms.

The principal distortion to commercial bank lending 1s the incentive for
commercial banks to maintain excess reserves in the form of a 102 tax-exeapt
goverurent bonds, The government's economic policy dilemma is how to promote
economic activity {n the context of an overvalued exchange rate, balance of
payments shortfalls, and serious public sector deficits, The monetary policy
requirements are contradictory: a liberal monetary policy to promote growth
and a restrictive monetary policy to cope with the lack of fiscal discipline.
For the tommercial banks, this dilemma produces & restrict{ve monetary policy
in general which induces the financial system to restrict lending in favor of
diverting loanable funds from the private sector to the public sector.

In order for the financial sector to pPlay a more constructive role in
Honduras' development, it needs to increase its efficiency in intermediation;
that is, it must attract additional domestic savings and direct them to
productive investments at lower costs. To perait the increase in efficiency
by the '-nking sector, the Central Bank is accepting A, I,D. and IBRD
sugger’ ons to liberalize interest rates as part of a medium~term structural
adjus' >:nt program,
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It {s the consensus of the Project Design Comnittee that the §B 11
PFroject's PFl loan and guarantee progran is in line with the Honduran
financial system, i.e,, the component has been designed taking into account
the current practices, constraints and dynamice of the financial systea,
improving on these procedures through the implementation of the loan and
guarantee programs as well ss discrete training activities.

The program will contribute to the increasing the efffciency of the
financial system, Resources from the Loan Fund will be provided to
-participating institutions at the approximate cost of mobilizing savings,
halting a trend of cheap credit to the commercial banking system which, over
the long run, can seriously disrupt the system. Nonetheless, the program
provides sufficient incentives to participating PFIs to lend to small
business, particularly through the Guarantee Fund.

. As noted varlier in this document, the SB 1I Project 1is also the firast
step in a long~term USAID effort to address financial sector constraints,
Seminars, training programs, and greater experience cannot in and of
themgelves, solve these constraints, But they can significantly contribute t¢
a greater understanding of problems and an important firet step in the procest
of establishing a more dynamic private sgector.

The three institutions selected to participate initially in the loan and
Guarantee Fund component are the Financiera Industrial y Agropecuaria (FIA),
Banco La Capitalizadora Hondurena, S,A. (BANCAHSA) and Banco dc Cccidente,
These institutions have been selected based on their interest in the SSE
sector and their potential to expand their SSE credit portfolios
significantly, The Mission consulted the PFls and a number of other
commercial banks on potential candidates to carry out the role of Fiduclary
Agent under the Project., While consideration was given to contracting a
private fiduciary benk, based on FONDEI's recent performance and proven
responsiveness to the financing needs of small and medium industries, an
agreement was reached vith PONDEI to manage the Loan and Guarantee components

of the Project.

FONDEI was established in 1978 s a trust fund charged vith managing
industrial development credit programs for the GOH. It operates largely as an
autonomous department within the BCH. FONDEI is headed by an Executive
Director who is responsible for managing day-to-~day operations and vho reports
to an Executive Committee composed of the President of the LCH, the Minister
of Economy, a representative of the commercial banks and FONDEI's Executive
Director. It has a staff of 35 professionals organized into two central
departments (one covering evaluation and supervision, the other finance and
administration), a regional office, and a technical assistance unit,

All of FONDEI's financing to date has come either from the World Bank (three
projects totaling $82 million since 1979) or from its own resources
(capitalization of L,18 million from the GOH). In December 1987, a World Bank
project evaluation team concluded that FONDEI has developed into a sound
second-tier institution which has already contributed significantly to
industrial development in Honduras, and which finances a substantial part of
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comnercial banks' industrial portfolios,l Further, they found that FONDEI's
organizational structure has proven to be satisfactory to date, information
systems and loan procedures are adequate, and accounting system and controls
have been atrengthened through & techncial assistance component of the World
Bank loan, To assure that {t efficiently meets all its responsibilities as
Fiduciary Agent, FONDEI will establish a project implementation unit staffed
with seasoned professionals who will be assigned no duties other than those
related to this Project,

3. Participating KGOs

As part of the Project design process, the Mission Controller's Office
has undertaken an analysis of each NGO to deteraine the quality of their
administrative and financial capabilities (unattached Annex III, Exhibit H),
The Controller's Office has verified that each institution has acceptadle
control systems in place, although, given the various levels of institutional
development and experience, each entity will need to echance their systems
further as their programs expand to reach more beneficiaries. Accordingly, in
order to make their systems more effective, technical assistance provided by
the PTU will strengthen the specific systems in order to eliminate any
potential problem area, As the PIUNGO relationship matures, the PTU will
increasingly assist the NG to identify etrengths and weaknesses of the
institution and their expand‘ng programs and, therefore, continually provide
TA or identify other appropriate sources of training, both local and
regional. Finally, the NGOs have been registered in accordance with A, 1.D.,
procedures,

Complete institutional analyses of ANDI/PYME, FUNADEH gnd ASEPADE appear
48 unattached Annex III, Exhibits E-G. The following sections briefly
summarize institutional profiles of these institutions.

a, AND1/PIMR

In response to a social concern, the National Association of
Industrialists (ANDI) established the Small and Micro Enterprise Progran
( PYME) to assist Bonduran entities (mostly PWs) who provide services to small
and mfcroenterprises, This second-story framework was regarded as the best
approach in order to reach the greatest possible number of SSEs over the long
term. The establishment of the PYME program was supportad by the Mission's
Saall Business Development Project (522-0205).

ANDI/PYME has done a commendable job of providing funds to SSE assistance
organizations in the form of specific projects to enable thea to execute
training and TA programs among client SSEs, and to strengthen the assistance
organizations themselves, PYME has a qualified staff, acceptable procedures,
and good working relations with over 20 assistance entities, With its
comparative advantage as the established second-level entity in the sector, it
is the ,gical choice to continue implementing the business assistance network
under .e SB II Project,

1 See Annex 1II, Exhibit J
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While PYME {9 & part of ANDI and thus under the overall direction of
ANDI's Board of Directors, FPYME 1s run through an independent board, the PYME
Committee. The PYME Committee is responsible for approving specific projects,
for hiring and dismissing staff, and for defining specific program direction,
ANDI's Board of Directors sets overall policy and the Executive Secretary of
ANDI reviews and approves all project proposals before they go to the
Commi ttee.

At present, PYME's staff consists of four professionals and three support
staff, Lines of responsibility are loosely drawn and wi.ile the staff is well
qualified, project managers are spread thin and overworked., An increase in
staff 1is fundamental for future PYME growth combined with greater definition
of internal lines of authority, Limited office space and lack of
transportation facilities are other constraints to growth, In addition,
automation of PYME's data base is essential 1f PYME ie to expand and increase
its effectiveness in the future., All of these areas will be addressed under

SB I1,

As confirmed by a recent Mission financial review, PYME's financial
control and disbursement procedures are good. The only significant
recommendation made for improving PYME's financial management was the need to
develop & software application to allow PYME to produce automatically the
auxiliary reports on budget execution which are ncw being prepared manually,
PYME’s procedures for reviewing project proposals are also sound, The level
of review is adequate without being excessive and the time elasped is
reasonable, However, as PYME's project portfolio increases over the life of
the Project, submission of projects for the review of the ANDI Executive
Secretary may not be feasible,

The actual mechanism for processing of specific projects begine with the
entity presenting a project proposal to ANDI/PYME detailing expected outputs
and achievements against a program of activities and a budget request. In
practice, PYME usually takes an active role in the design and maaagement of
projects with particular attention to monitoring and evaluation. The proposal
1s reviewed by the project manager and passed to the Executive Secretary of
ANDI for review and approval. Review in the PYME Committee is the final stage
of approval, In the three-and-one-half years ending March 31, 1988, PYME
financed 69 projects for e total of Lps. 2.2 million. While PYME does not
provide credit funde, many of the projects covered operating expenses related
to credit programs of SSE assistance organizations.

In addition to providing institutional support, ANDI/PYME arranges
training courses for personnel of the assistance entities. In total, nearly
600 persons have received PYME-arranged training.

AND1/PYME has effected coordination among the many organizations
prcviding services to SSEs with excellent results, Another important
innovation introduced by ANDI/PYME is that formal linkages have been created
for the first time between small entrepreneurs and the large industrialist
members of ANDI, and between PWs and industrialists,
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FYME's five-year plan presents targets of generating 12,000 nevw jobs (one
Job for each 11,374 1o PYME funds expendsd) and a LS millicn incresse in
national production, The plan estimates that some 11,000 SSEs will be
directly assisted by the PYME network and that 42% of them will be
women-owned, PYME expects to increase the number of service organizations
beoefitting from institutioral strengthening under the prograa from 22 to 35
in the five-year period of the Project. To achieve these targets, PYME will
work in 13 areas of activities, including some that are new to them.

: Under 1ts five-year plan, PYME projects a budget of just slightly under
L12 aillion, with Project grant funds covering 76X of that budget, As now
constitituted, it 18 not realistic to expect PYME to achieve self-sufficiency
during the life of the Project, It should be pointed out, however, that the
761 figure 1s & significant reduction from PYME's current 992 dependence on
A.1.D, funding, 1In response to concerns regardings the role of PYME after SB
11 18 completed, PYME has planned several revenue generating activities and
has begun to diversify fts donor base. FPinal negotiations are being carried
out with several new donors including the Inter-American Poundation, the
European Economic Community, and the Inter-American Development Bank.

While PYME has considerable proven capabilities in project management,
financial management, and reporting, it will need additional TA in order to
carry out its expsnded role. It has no experience in such areas as
contracting with institutions outside of Honduras, participant training,
research, collective marketing ventures and transfer of technologies, Project
funding and new activities should be gradually phased in following a rational
growth pattern with the assistance of the PV,

At ANDI/PYME, there 1s a noticeable enthusiasm, a sense of mission, and a
professional approach toward achieving results., ANDI/PYME has the capability
to perform well in carrying out the tasks and respongibilities assigned to it
in the implementation of the Project,

b, FUNADER

The Honduran Development Foundation (FUNADEL) has been operating a
successful SSE program since early 1985, FPUNADEH provides credit, TA, and
training to SSEs in the San Pedro Sula area, It has a qualified staff,

- operates efficiently, and its credit program is over 79% self-sufficient.

FUNADER 1s composed of 175 prominent businesspersons from San Pedro
Sula., A Board of Directors oversees FUNADEH's operations and approves
personnel changes. FUNADEH members volunteer their services for credit
comnittees and oversight functions,

Current staff consists of an Executive Director, five professionals, and
two support staff, Each job is well-defined and criteris are established to
avoid overload. However, with the recent increase in loan applications, the
staff is beginning to feel work-load pressure, Under the Project, FUNADEH
will hi e several additional promoters,
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FUNADEH's loan processing system works very well and rapidly, The
Poundation has computerized many of fts operatiouns, including data on each
loan and accounting records, With its basic systems in place, FUNADEH will
have no problem expanding its prcgram over the five-year life of Project, It
16 reasonable to assume that FUNADEH can grow to & L&, 4 million portfolio by
the end of 1989 snd between L6 and 7 million by the end of 1991,

FUNADEH will achieve self-gsufficiency in its credit program at a L4
million portfolio level assuming that the interest rate charged to borrowvers
reaains at 17%, that the bad debt reserve will not utilize more than 3X, that
promoters vill continue to cost 7,62 of the portfolio, and that operating
costs will remain at about L, 240,000, It is crucial that FUNADEH keep loan
arrearages low if self-sufficiency 1s to be achieved. Currently 8Y of the
portfolio is past due and FUNADEH has begun to take legal action against those

borrowers who are in default,

FUNADEH's traditional program has been to provide credit to small but
established SSEs in the production sector. Credits may be for working
capital, investment capital, or a combination of both, Recently, FUNADEH
fnitiated credits to entrepreneurs to start new businesses, and a pilot credit
program for small commercial businesses. FUNADEH's growth rate has been
rapid. The loan portfolio doubled during 1587 and increased to L, 2,6 miilion
as of March 31, 1988, The Foundation's credit policy does not allow FUNADEH
members or their immediate relatives to benefit from the loan program.

Virtually all FUNADEH loan applicants appear st the organization's doo:.
Bach is dssigned a Promoter who assists the applicant to complete the loan
application form, The Promoter conducts certain financial analyses and checks
references and guarantors. The loan is then presented to the Credit Committee
wvhich 1s made up of FUNADEH member volunteers who approve or reject the loan,
A check 1s issued once the loan is approved and the Promoter follows up until
the loan is repaid. The Promoter also collects information on borrowers'
performance in the course of monitoring visits.

In addition to its credit programs, FUNADEH provides TA and training in
two forms., As described above, each client is assigned a Promoter who :
provides credit-gpecific TA to assure the credit is utilized as planned and 1is
paid back., The second type of TA is geared toward improving the operations of
the business and consists of formal courses and one-on-one visits by experts.

o~ FUNADEH has demonstrated that it has the management capabilitiel,'
staffing, and organizational experience necessary to assure good performance
as an participating intermediary in the Project,

¢, ASEPADK

Asesores Para el Desarrollo (ASEPADE) has more than ten years' experience
in managing development programs for the most marginal strata of the
self-employed in Honduras., Its programs are creative and have been generally
effective, In recent years, ASEPADE has expanded its programs and geographic
service area, improved training, established evaluation and monitoring
systems, and begun to computerize operations,
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ASEPADE has a total of 50 full-time eaployses working in a decentralized
organizational structure, There is a small central office in Tegucigalpa,
with an Executive Director, two other professionals and four clerical staff,
Regional of fices in Tegucigalpa, San Pedro Sula, and Choluteca each have a
regional macager, & cadre of promoters, and several support staff, Staff are
dedicated and capable,

Starting from {ts first year, ASEPADE has init{ated and fmplemented
development projects in two basic categories: integrated rural development
projects in poor isolated areag; and smsll business assistance progranms among
market vendors, microindustries, and other marginal urban groups, The lstter
activity has been supported by A.I,D, since July 1986 through a two-year OFG
with Accion International /AITEC. The grant finances TA for ASEPADE from
Accion; provides funds for expanding ASEPADE's credit portfolio in two
programs, (RFME and (REDISOL; and assists in covering certain of ASEPADE's
operating and program expenses,

CREME, the credit program for individual microenterprises, and CREDISOL,
the credit program for solidarity groups, are becoming well-known by their
target groups, The processing of a loan under both programs is similar. With
the help of promoters, the applicant fills out a loan application form which
18 revieved by the promoter then passed on to the regional manager., Each
borrower must have references and a guarantor who are investigated, The
regional munager approves the loan applications which then g0 to the volunteer
Regional Assistance Committee, The application process takes one to two weeks
end the processing of the check takes one week, For subsequent credits,
approval can be handled in omne day,

While past due loan rates have been held to very low levels io the CREME
and (REDISOL programs established in San Pedro Sulas and Choluteca, high '
arrearage rates are a problem in Tegucigalpa, (RBME showed a 14X rate, and
REDISOL a 20X rate as of March 31, 1988 for Tegucigalpa borrowers, Though
part of the high rates could be the result of a serious crackdown on street
vendors by municipal authorities, clearly there fs a collection problen,
ASEPADE recognizes the problem and has replaced the Tegucigalpa Regioaal
Manager and has been assessing the productivity of each staff member, The
Project will provide assistance to ASEPADE in this critical area. -

ASEPADE 1s aware of the meed to make its credit projects self-financing
ard is making good progress in that direction in the CREME and CREDISOL
programs, Preliminary estimates of the level bf self-financing of these two
progrems are 63 and 72% respectively,

ASEPADE, more than any other Honduran N@® has been highly successful in
diverifying its sources of funding, They currently receive funds froam five
other donors, including the Inter-American Foundation, the Intar-American
Development Bank, the Swiss Development Cooperation, Wetus (Belgium), and
(EBEMO (Rolland). Multiple donor funding has also presented some problems
however. In particular, complementarity of programs has been an issue, as has
been s :ounting in terms of managing different sources of funds.
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Timing and conditions attached to funding by the various donors have been
such that ASEPADE has been forced to juggle activities based on funding
availability rather than on_the greatest needs .or_on long-tern planl. Further
complicating matters, " ASEPADE keeps financisl records by dénor and by project,
thus making it difficult to obtain a clear picture of the financial viabilicy

of individual projects, much less that of the overall program of ASEPADE,

Consolidated financial statements are a must for understanding ASEPADE's
financial situation and for calculating self-sufficiency. Automation of the
‘accounting records, as well as the data generated by the evaluation systea, is
crucial for ASEPADE's fnst{tutional development. Otpez~axznn~£nx.1npznx:nanﬁ
in ASEPADE's accounting and financial analysis pygtem have identified by
in-house, ipdependent, and A.1.D.” 3udits of ASEPADE, The Pinanclal Analysis
Review Sectfon (FARSY of the MIasTon concludes that the instititution has used
funds properly and, while significant improvement of ASEPADE's performance in
this area is expected as a result of the technical assistance to be provided,
ASEPADE i{s now a suitable recipient for an A,I.D. grant.?

The long-term TA provided by Accion has been extremely useful in helping
ASEPADE to gain a better understanding of the microenterprise sector, better
define its CREDISOL and CREME projects, expend these projects to other urban
areas, improve its monitoring and evaluation systems, and establigh training
programs. Though ASEPADE now has a solid base for further expaneion and
greater probability of performing well under the Project, a significant amount
of TA 18 bujlt into_the Project through the PTU and ANDI/PYME to-reduce
potential bottlenecks vhich ¢ould” constraiu the growth of the organization.

¢ ——— e

C. SUMMARY SOCIAL ANALYSIS

Conclusions drawn from the social soundness analysis confirm that the
Project ig targetted appropriately and will promote economic growth with
equity. Further, the Project will maximize benefits in terms of employment
generation, increased income, and greater distribution of national income to
éhe working poor., The complete social analysis is found in Annex II, Exhibit

1. Beneficiaries

The direct beneficiaries of the Project will be some 20,000 owners and
employees 6f micro, small, and mediun enterprises operating throughout
Honduras in non-agricultural sectors. SSEs in general (estimated at
approximately 200,000 enterprises) will benefit from the improved policy
environment and strengthening of local institutione that provide services to
SSEs,

For purposes of the Project, microenterprises are defined as those
businesses that use labor-intensive technology, have fixed assets of less than
$10,000 and employ up to 10 persons, Microentrepreneurs are characterized by
very low education levels and limited technical abilities. They are generally
31 to 50 years of age with an average of seven family members, soae of whoa
are likely to work in the business with the entrepreneur.
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In 87X of the cases of one sample of microenterprises studfed by Michigan
State University in 1987, the firms constituted the only source of fncome for
the entrepreneurs. Observed monthly per capita fanily income generated by the
microenterprises was Lps, 113 when only the owner worked, and Lps. 193 when
other family members participated in the business. At such income levels,
theee people represent the working poor.

Within the context of the Project, small businesses sre defined as those
with fixed asseta of between $10,000 and $50,000, have 11 to 25 employees, and
preferably use labor-intensive technology in some stages of the manufacturing

process.

In an investigation of 100 emall enterprises carried out by Fajardo in
1985, 1t was found that in 78% of the cases the small business was being rum
by the owper and constituted his/her only source of income. Small business
owners typically have completed a secondary education or some technical school,

Other studies provide a general picture of the target group. The
socio-economic characteristics of 146 employees of FIA-assisted small
businesses were studied in 1986 by Blayney. In the sample, 581 vere male, 54%
eingle, and the average age was 25 years old., The mean number of years of
schooling was 6 years and the adults surveyed had an average of two dependents
each. Many of the employees were single mothers. The average weekly salary
for the sample was Lps.63.

Data presented 1o previously cited DAI study (1987) indiceted that small
firms have the best growth and employment generation potential while
microenterprises function as an important means of eaployment maintenance
unti]l graduating up the scale to small business. It is also clear froa the
data that the main obstacles to growth are financial liquidity problems and
access to banking resources, The continuation and expansion of credit, TA,
and trainiang to owners and workers of SSEs are warranted when we look at the
positive results achieved in the past by similar projects in Bonduras and
other countries of the region.

Medium-gized enterprises are also targetted under the Project's PFI
lending and guarantee programs., While the owners of these enterjp:-ises sre for
the most part outside of the target group, numerous studies have highlighted
the importance of establish a broad infrastructure of medium-scale enterprises
for economic development. For example, these enterprises not ony employ the
working poor, but, through backward linkages, create demand for the products
of SSEs. Medium-sized enterprises are also important conduits for technology
transfe¢: and worker training. 1o sum, their incorporaticn into the Project's
financial sector lending program, is fully in line with the Project's
principal objective of increasing employment opportunities for the working
poor.

2, Socio-Cultural Peasibility

T'.e Project faces no major obstacles to implementation froam the point of
view . socio—cultural feasibility, The potential beneficiaries (represented
by ti : organizations which support SSEs) have been involved in the process of
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problen identification, strategy forsulation, and project design. Thus wide
and significant participation of the poor in the development process is
assured and will continue in the implementation and evaluation phases.

Recent programs established to support SSE development, such as the
ANDI/PYME petwork, are helpful in resolving difficulties which are inherent to
the firm, Now, by providing credit through the commercial banking system, and
by atteupting to instutitionalize a policy reform capability, the Project
begins to resolve difficulties external to the firm which are a function of
"the socio-cultural context in which Bonduran SSEs operate. Contextual
variables affecting small business development are related to the interests
and value system represented by lav and policy makers who make decisions
without adequate participation of SSE representatives. THe SSEs' lack of
influence and bargaining power before the prevailing practices of the private
banking system 18 another feature of the socio-—cultural landscape which
hinders the growth of SSEs.

The Project develops the capacity of the SSEs to speak out and defend
their iaterests before Honduran society, Increased informational activities
(newsletters, promotional bulletins, inter-institutional coordination
meetings, national conferences to attract media coverage) will permit the
diffusion of SSE problems and concerns to the public. In additicn, SSE
representatives will develop skills to deal effectively with public and
private sector agencies, the media, and public opinion in general.
Strengthening of the organizations that provide services to the SSEs will add
to the power potential of the SSEs as s group,

The motivation of the private financial insitutions to provide credit
under flexible conditions must be, and will be, profit-based. However, in the
case of FPIA and Banco de Occidente, there exists gpecial interest in
supporting firms either owned by economically disadvantaged persons or playing
an important role in generating employment. The Project design includes a
financing mechanism which will assure profits for the participating banks and
at the same time opens access to credit for micro and emall enterprises by
reducing collateral requirements via a guarantee feature. Training and TA
will be provided to participating banks in order to upgrade the capacity of
their personnel to deal with a new market segment, and to establish loan
procedures and credit analysis functions appropriate to SSE lending.

Currently, linkages between SSE service institutions and the private
banking system are minimal, The Project is designed to encourage NGO - bank
ties, especially in the provision of TA and training to the beneficiary
clients, and the graduation of microenterprises from NGO credit to coummercial
banks.

5. Impact, Spread Effects, and Replication

More than 20,000 SSE owners and employees will benefit from the Project
activities, That is nearly a fourfold increase in the number of beneficiaries
reached currently by our small business support activities, Forty percent of
these beneficiaries will be women involved mostly in small trade and some in
home-based production,



70

Available fmpact information on microentsrprises indicates that
considerable positive changes occur in monthly seles and net income after
credit, TA and training programs are applied to the businesses. In addition,
microenterprises benefitting from support programs have been able to keep
their constant costs down, therefore making more efficient use of both labor
and capital,

In the case of small businesses, an impact investigation of FPIA's
borrovwers demonstrated impressive results particularly in terms of production
‘and employment, Other evaluations of AID assistance to SSEs have demonstrated
equally impressive results. Similar results can be expected from this Project
vhich will continue and expand on many of these successful programs,

The most common micro and small businesses are those dedicated to the
manufacture of foodstuffs, clothing, shoes, and furniture. Because of the
anticipated backward linkages with Bonduran producers of some of the raw
materials needed by these industries, support for SSEs may create not only
direct but also indirect employment.

By working initially with banks committed to Project objectives, it {is
expected that those banks will set an example for the more conservative banks,
motivating them to replicate the experience. Indeed, Project activities will
outlive the PACD if banks find 1t advantageous to commit higher proportions of
their own resources to extend loans to the target group. The spread effects
to other banks are likely to occur just as we have already seen & spread
effect from NGOs to one private coumercial bank, BANCAHSA, In the past year,
BANCHASA has approached three NGOs which lend to SSEs, asking them to identify
vhich of their beneficiaries would be potential clients for BANCAHSA,

Although no quantifiable data currently exist, mobilization of savings
among the target population will also be important in terms of spread effects.

NGOs providing both loans and technical assistance or training services
mugt create permanent funding sources to support their progrsms. While credit
components are expected to become self-sufficient, TA and training sre likely
to continue to be subjects of donor support. Overall financisl
self-sufficiency may require charging higher interest rates for loans,
expanding the type of services offered, and charging fees for thea.

D. Economic Analysis

1. SSE Demand for Credit

It 1s conceptually difficult to estimate the SSE demand for credit and,
.in practice, not possible to quantify it end discriminate between the urban
and rural credit demand in any statistically satisfactory fashion. Even rough
estimates of the parameters and amounts involved, however, demonstrate that
these failings are of no great consequence since {t can be determined that the
demand for credit far exceeds supply.
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The quantity of credit demanded is a function of the price and other
conditions of credit, The quantity of credit demanded by the §B II Project
also depends on the availability and conditions of alternative sources of
credit, In addition, the demand at any particular time depends on the general
economic climate — macroeconomic conditions and investors' perceptions of
econoaic prospects. Finally, in Honduras, monetary policy considerations
prompt the Central Bank to impose ceilings on the amount of credit which the
financial systea is permitted to accomodate,

Nevertheless, an assessment of current data available suggests that the
volume of potential SSE credit demand is large. For example, it can be
deduced that the demand generated by simply replacing the current SSE capital
stock 1s more than sufficient to warrant the SB II credit program and others
that are currently available. Approximately 762 of manufacturing employment
in Honduras is 13 firms with less than 50 employees (681 {n firms with fewer
than 10 workers)' Total manufacturing employment is about 125,000, This
suggests that there are some 96,000 SSE employees (in the manufacturing
sector). The 1974 Industrial Census shows that average gross fixed investment
per worker in small firms was $3,525 equivalent and $7,055 for medium-sized
firms, Using the lower figure, which will severely understate the stock of
SSE fixed capital, we can estimate SSE gross fixed investment to be about $800
million in 1987 pricea.2 A 20X depreciation would yield a replacement
demand of $200 million per year, A ten-year ugseful economic life of equipment
vould yield an estimate of $100 million per year,

An alternative estimate can be based on a calculation of the relative

denmand of SSEs and of firms served by the commercial banking system. Cost per
ob created for small- and mediun-scale enterprises range from $1,500 to

13,100, as compared with $10,000-$30,000 for large firms. The ratio of the
extreme points between the two ranges is 0.05 ($1,500 divided by $30,000). On
this basis, the potential SSE demand for credit would be approximately 16% of
the ef fective demand for commercial bank credit, or about §50 million per
year.* A comparison based on the midpoints of the costs per job_for SSE and
larger firms would produce an estimate of $115 million per year.

It 18 recognized that there are large discrepencies between these and
other estimates of demand. The fact is that the "true” demand for SSE credit
cannot be quantified. But, as previously noted, these estimates confira that

¢ Liedholm and Mead, Small Scale Industry in Developing Countries: Eapirical
Evidence and Policy Implications, Michigan State University, 198/.

2 This is based on the BCH {aplicit GDP deflator of private sector
investaent, ‘

3 (0.05) X the ratio of manufacturing enploynent'in SME (76%) and in larger
firms (24%) times the volume of new commercial bank lending for manufacturing
in 1986.
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the deoand for SSE credit {s considerable, It must be recognize that even
large errore in the orders of magnitude of the parameters would not change
this conclusion, It does seen very clear that the effective constraint on SME
credit programs is not a lack of potential demand. The effective constraints
have to do with policy, attitudes, and the credit delivery system which are
discussed in other sections of this document.

2, Economic Analysis/Justificationm

The intensive review economic analysis performed by USAID/RH indicates
that the Small Business II Project will make a significant contribution to
Honduras' economic development and to the achievement of Mission employment
generation objectives., This conclusion is supported by the illustrative
project impact analysis presented in unattached Annex III, Exhibit H and
summarized in Table form in this same annex, The analysis explores the
economic potential of small-scale enterprises (SSEs) by calculating the
internal rates of returns implicit in the expansion plans of these firms, as
well as the financial rates of returns that determine the business viability.

The economic analysis i1s based on two alternatives scenarios, with and
without the Project. Six firms provided information for the analysis. Three
of the four SSEs analyzed and two medium-sized enterprises had economic rates
of return higher than 50% for the with-project scenario. This means that
allocating resources to small-scale enterprises have high returns to the
economy. The with-project scenario reflects increases of over 40X in GDP,
labor income, and tax reveuues., Over 302 for employment and 20X in gross
profits. Moreover, even when costs at the intermediary-level institutions
(between 10 and 17 cents for each lempira lent) are taken into account,
economic rates of return for model or typical enterprises remain higher than
50%. 1In addition, financial rates of return for five of the six enterprises
analyzed are higher than 16X, with a mean rate of 46X, cuggesting that owners
of the enterprises are likely to find that their investments are highly

profitable.

Nonethelesy, the results of the economic and financial analysis underline
the need for cavticn in managing the Project resources and, specifically, in
the way the financisi institutions and NGOs (which act as intermediaries in
this project) select the firms which will ultimately benefit from the Project
resources, The high rate of failures among newly established enterprises in
many countries during the firat years of life suggests that such unwarranted
expectations are not uncommon, On the other hand, a sensitivity analysis of
those firms reviewed indicated that the a2nalysis resultes are very sensitive to
relative small changes in costs and sales, The implication of the sensitivity
analysis indicates that the allocation of resources to the SSEs should be done
on the basis of strict business venture feasibility based on commercial credit
criteria, as is contemplated under the Project.

VI. PROJECT MARAGEMENT AND IMPLEMENTATION

Aduinistrative Arrangesents

Aith assistance from the PTU, the USAID will have overall responsibility
for administering the NGO grant and policy components. A Fiducilary Ageant,
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expected to be FONDEI, will have overall responsibility for managing the
FOPEME Loan and Guarantee Pund programs. The Mission will monitor the credit
and guarantee programs--but as noted above, overall responsibility for these
funds will rest with the GOH through its agent, the BCH. This arrangement is
fully in line with the A.1,D.'s revised local curreacy guidelines,

The Project will be implemented through Operational Program Grants (OPGs)
to the three participating NGOs. One of these OPGs (to ANDI/PYME) uill aleo
reserve funds for in-country and international training opportunities related
to the policy and PF1 components and for limited internstional travel of
private and public sector officials for training and workshops related to SSE
development,

1. Grants to Participating NGOs

The OPGs will be implemented with FUNADEH, ASEPADE and ANDI/PYME in
accordance with Handbook 13 procedures, As noted in Section VI. A, 2,
advances will be provided on a 90-day basie directly by A.1.D., to the
institution. Payment methods, which sre well-defined in the Standard
Provisions to be provided to each entity, will also follow traditional
approaches used by A, 1.D,

Although, the Mission wvill issue direct grants to the NGOs, as discussed
earlier in Part IV,C,, iaplementation oversight will be directed by the PTU
which will need to establish close working relationships with each entity. In
addition, the PTU will assist NGOs in project management, including monitoring
and processing of project-related documents, e.g., vouchers, reports, action
memos, project implementation letters. Although the PTU will prepare all
documentation in draft, final approval and authority will rest with the
Mission.

During Project implementation, the additional NGOs may be selected to
participate in the core group, subject to prior written approval by USAID and
a PP amendment to incresse grant funding. No PP anendment will be required 1if
the number of PFIs increases. While the PTU did not play a role in the design
of the initial six core group meabers’' proposals, it will play a key role in
the selection of participsting {nstitutions in the expansion phase. Beginning
in yeare two and three, the PTU, in coordination with the Mission, will
initfiate discussions with selected organizations to determine the most
suitable candidates for participation. The PTU will ensure that their primary
responsibility remain, however, in providing the necessary technical
assistance to the intitial core group entities, focusing specifically on the
consolidation on their programs, particularly of the three NGOs. A list of
potential candidates is provided in Annex 1I, Exhibit 1. As outlined earlier
in this document, participation will be determined by the availibility of
funds and based on the selection criteria outlined in Annex II, Exhibit G.
Bowever, it 1is not expected that this Project will help create any new NGOs.

2. Bilateral Agreement

As previously noted, a bilateral agreement between A,I.D. and the GOH
will obligate funds such as those for evaluation, the Project Liaison Officer,
and selected training and other activities which are not covered under the
Grante to the NGOs, Given their nature, A,I.D, will act as the GOH's agent
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in faplementing these activities, Requests for PTU technical assistance or
for training and other activities obligated through this agreement will be
madi fn writing from these institutions to A.1.D.

3., Prl Credit and Guarantee Prq.rnn

The bilateral agreement to be signed between A.1.D, and the Ministry of
Fipance and Public Credit will outline the general operating principles of
FOPRME and specific operating procedures and regulations for the Fiduciary

‘Agent.,
The Piduciary Ageat will:

- Examine on a selective basis the individual files of the loan made by the
PPls for adherence to the terms and conditions of the Participation
Agreement;

- Cancel the share of the participation of the loan that is made in
violation of the Agreement;

- Cancel the Participation Agreement of the PFls in case of repeated
violations of the Agreement;

- In case of default by a PFI, take all the necessary actions to recover
the funds backed by the Central Bank;

- Select additional PFls beyond the three that will initially participate,
based on criteria outlined in Anr2x II, Exhibit H as well as other
criteria to be agreed upon between the BCH and A.I1.D,;

- Establish the Guarantee Premium;

- In case of default by an SSE, reimburse the PFI the guarantee amount;

- Maintain records of all loans and guarantees issued to the PFle;

- Invest all reflows and surplus funds in safe and attractive short-term

financial instruments.

Loans will be made by the Fiduciary Ageat to the participating PFis. The
Fiduciary Agent will be responsible for administration and collection of loans
from the PFIs. A.1.D.'s role will consist of active monitoring of the losa
prograa, A.I,D., however, will zot be a party to the lcan agreement,
Participation Agreements will be signed between the Fiduciary Agent and each
financial inst{tutfon. This Agreement will outline specific responsibilities
of the two parties and operating procedures. A.I.D. will approve a gtandard
docunent prior to the signature of the first Agreement which vill serve as a
model document for other Agr_cments with PFIs.

Again, as with the NGOs, the PTU will be responsible for providing the
necessary technical assistance to the PPIs. Some needs have been identified
in individusl proposals presented by the PFIs to A.I.D. In addition, the PTU
vill conduct an assessment of bank TA and training needs during the initial
start-up period. This assessment will form the basis of a formal trefning and
technical zssistance plan to be formulated by the PTU in conjunction wvith
participating PFIs and other members of the banking comnunity such as the
National Association of Bankers (ARIBA).

3. Project Technical Unit

A.I.D, will be directly responsible for the contracting and day to day
supervision and wanagement of the PIU. A Project-financed liaison or Project
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Of ficer located in the Office of Private Sector Programs vill have overall
responsibility for the PTU and all other Project activities,

Of critical importance to Projett implementation is the establishment of
effective linkages between the PTU end participating institutions.
Approxinately four months after arrival {n country, the PTU will sign a TA and
Training Plan with each NGO, Techhitcal assistence plans between the PTU and
each participeting NGO will be sighed annuslly to outline the tasks to be
performed by PTU and the responsibilities of the parties. As noted above, the
FTU vill establish a sinilar arranjehent with participating PFIs.

B. Procurement Procedures _;_,35

The source and origin of goods:and services to be procured under the OFCGs
will be in accordance with A, I,D. requirements applicable to Handbook 13
Grants., The source and origin of goods and services to be procured under the
local currency losn and sub-loans wil. bde {in accordance with A, 1,D,
requirements applicable to intermedlite credit institutions projects (See
Handbook 1, Supplement B, Chapter 1%9)., It is expected that commodity
procurement will generally be limited to computer equipment (including
appropriate hardvare, software anditzaining) and vehicles. Services may be
Tequired to provide TA additionaictodthat provided by the PTU and to undertake
specific studies/analyses. Sinié- {tiis expected that total procurement per
OFG, both for commodities and servizas, will be under $250,000, actual .- .-
procurement will be undertaken by the individual NGO, Bovever, as necessary,
the Mission will provide limited adsistance in the procurement procen.

A.1I,D, will eign directly th&. fastitutional contract with payment bein;
made by A.I.D. No deviation from ebtablished A, 1.D. disbursement procedures .
is anticipated. A Project Agrecment will be signed between the GOH and A.I1,D.
to obligate Project funds (apart Hom the funds obligated through individual
OPGs) and will provide guidelines for the local curremcy Loan and Guarantee
Punds.

S

C. Evaluation and Audit ‘luei - S

Al

1, Bviludon Plan L S

As part of the Project Technfial Unit's lonitoring responlibilttiel.. .
regular reviews of the Froject will be undertsken including reviews of all thé
core groups. The PTU will have aToll-time specia'ist in monitoring and = -~
evaluation to design and guide thdeionitoring and evaluation of the Project,
The first task of this specialist @111 be to design & monitoring and
evaluation (M4E) system which will'be an integral part of the Projectl.

1 The PTU will be required to uu the following two documents in the design
of the systems: A, I.D. Guidelined for Data Collectiom, Monitoring and
Evaluation Plan for A,I.D.-Assisted Projects, (A.I.D. Program Design and
Evaluation Metholodology Report No. 9) and A Manual to Evaluate Small-Scale
Enterprise Development Projects (AyI.D. Program Design and Evalustion
Metholodoloty Report No. 6). This contractor should work in conjunction with
the Mission Evaluation Officer and the MSE systea should be approved by this
officer before its implementation, -
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This systea will identify the types of data to be gathered and analyzed for
decision-making and impact essessment, the users of this data, and timely
efficient ways to report the data to i.s users. The syotes wvill assess both
individual fmplementing entities and the overall Project for aggregate impact
enalysis and vill ensure that the data systems used by the various entities
are compatible with each other. The overall aggregate impact analysis will be
based on the purpose, goal and output indicators specified in the logical
Framework of this PP. The M&E system will regularly collect data on the
.achievement of goal, purpose and outpt levels and all implementing entities
will regularly collect and report data on these three levels. The monitoring
and evaluation activity will be ongoing throughout the life of the Project.
In addition, the Project will undergo twc comprehensive evaluations/reviews
(as deeced necessary) in the second and fourth years of implementation,
Finally, the Project will also be subject to a series of issue-specific
evaluations to be nndertaken when required.

The first issue-specific assessment to be undertaken will likely focus on
the implementation of the PFI credit mechanism and guarantee component and the
linkage between the PTU and the NGOs, This review will be undertaken by an
independent consultant at the beginning of the second year of the Project, It
will focus on the effectiveness of the FOPEME loan and gusrantee mechanisas,
whether they are fn fact contributing to greater commercial bsnk lending to
SSEs and what, if any, corrective measures need to be undertaken.

The firet comprehensive evaluation/review will be conducted in year two
and will focus on administrative, macagement, and Project implementation
issues as well as assessing the data on Project impact, Specifically, the
independent evaluation team will reviewv progress on Project and grantee
activities and toward achievement of objectives identify problems which are
inhibiting achievement of objectives, and recommend sclution for these
problems. This evaluation/review will also address the question of viether
A.1,D, should expand the Project to include additional technical areas and
core group members. The second evaluation/review to be carried out in year
four, will focus more exclusively on the overall impact of Project activities,
1dentify constraints encountered which may have prevented the Projcct from
achieving its objectives, and provide recommendations as to further actions
necessary to develop the small busincss system and hence increase enployaeant.
Special sttention will be focused on employment generation and. maintenance,
success in the use of the financial institutions, and overall movement towards

'\aclf-sufficiency of the firet- and second-story institutions participating inm
the Project.

Evaluations and reviews will comprise an important element of Project
design., Accordingly, the evaluation plan herein presented may be revised
during Project implementation to conform to Project mana ement needs,

2. Andit Plan

The Project may be audited by the Regional Inepector General (RIG). The
Missior '3 Financial Analysis and Review Sections will conduct annual financial
revier of the grantees during the life of the Project., A statesids
post— ontract audit of U.S, direct contractors is normally conducted by the
Defense Contract Audit Agency. Project funds sre budgeted for audit purposes.
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D. Implementation Plan

The life of Project will be five years from the date of the signing of the
grent and loan agreements. Highlights of implementation sctivities for the
life of project are presented below. Major events for the firet year are
1isted in greater detail and those activities which will occur snnually sre 8o
indicated.

Action Time Frame

YEAR 1
Request for Proporals Issued May 1988
Technical Proposals Received June 1988
Technical Proposals Evaluated July 1988
PP Asthorization August 1988
OPG Grant Agreements Signed August 1988
Bilateral Agreement Signed with GOH August 1988
Technical Assistance Contract Signed August 1988
First Long-Term Advisors (Contractor) Arrive October 1988
NGOs' Budgets and Workplans Approved (annual) October 1988
Completion of T.A., Contractor's Project

Workplan October 1988
Initial Policy Workshop 1 January 1989
Donor Coordination Meeting (annual) January 1989
PTU-NGO TA and Training Plans Signed (annual) January 1989
PTU-PFI TA and Training Plans Signed February 1989
First Bank Training Workshop March 1989
Monitnring and Evaluation Workshop for NGOs March 1989
Pollow—up Workshop on Policy Constrsints April 1989
Marketing Workshop for NGOs May 1989
Training Workshop for NGOs June 1989
Years 2-5
First Issue-specific evaluation (PFI Loan

and Guarantee Fund component) Noveaber 1989
Second Reviev to Consider Expension November 1989
Completion of Marketing Assessment September 1989
Third Workshop on Policy Constraints February 1990
Training Seminar for FFls March 1990
‘Interim Comprehensive Project Review June 1990
NGO aid-term Evaluation Decesber 1990
RFP for Technical Assistance Contract (New

or Extension) February 1991
Final Workshop on Policy Constraints April 1991

T Yt should be noted that workshops will not be limited specifically to
core group members., Other institutions may participate as deternined by the
PTU and Mission,
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Action Tine Frame
TA Contrect Signed July 1991
National Conference on SSE Development December 1991
Second Comprehensive Project Impact Evaluation Septemder 1992
Post-Contract Audit of TA Contract July 1993
Project Closeout Septeaber 1993

E. Gray Amendpent Considerations

The Mission will take fully !ato account Gray Amendment considerations in
the procurement of goods and serviceés. Particular attention will be paid to
emall businesses in the selection vf the institutional contractor(s) under the
Project Technical Unit (PTU), To the extent possible, the Mission will
encourage joint ventures with small, minority, and disadvantaged firms and
univeraities,

r. Environmental Concerns

The proposed Project will foster changes that do not have adverse
implications for the humsn or natural euviromment of Honduras. Accordingly,
the Mission made a negative IIE determination., A negative determinatioc for
the Enviromnental Threshold Decision has been concurred in by the LAC
Environmental Officer. This determination appears {n Annex I, Exhibit D.

V1I. NEGOTIATION STATUS

A, Conditfons Precedent to Disbursement

Given the nature of the Prolect, the only conditions precedent to
disbursement that will be required are the designation of official
representatives by the participating NGOs, Given the Mission's experience in
working with these institutions, including thorough reviews of accounting and
management practices in the course of implementing previous USAID-supported
programs, it is our assessment that the NGO programs can begin imnediately
after obligation. In line with OPG regulations, the Grants will not bhave
formal covenants. The Grant Agreement will, however, clearly specify the
nature and purpose of the Grant and, therefore, cover covenant-type concerns.

As the Expanded Financial Institutional lending Component is financed
from ESP-generated local currency for which CPs are nora:lly not required.
There are, of course, s number of intermediary steps that will have to be
taken before funds are disbursed from the Central Bank to the Fiduciary Agent
and to participating PFls, e.g., letters of Participation must be signed
betveen the FMduciary Agent and the PFIs., A.1.D. will approve these
documents, They are, however, implementaticn prccedures rather than CPs per
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Through the bilateral Agreement, the GOB will concur with the PFl prograa
and will establish officisl representatives (expected to be the Minister of
Finance and Public Credit and the President of the Central Bank),

B, !g;otintlon Status

Representatives of NGs have worked closely with the Mission in

developing individual proposals and in the overall design of the Project.
"Numerous meeti{ngs have been held with the participating N(Ds to discuss, for
example, the role of the PTU, and the Project objective of increasing greater
NGO-commercial bank linkages and other elements {ncluded in Project design.
Similarly, the Mission has discussed the PFIl lending component with the
Centrel Bank and the inirial participating PFls, as well as with several
commercial banks regarding their possible perticipation &s Trust Banks, These
discussions have been instrumental in the design of the component and in the
proposed management configuration of the prograa.

In sum, there are no major issues outstanding which will require
substantive negotiation. Draft Grant Agreements have already been prepared
for the NGO component, as well as a draft bilateral Project Agreement, These
draft documents will be discussed and negotiated immediately after
suthorization with the appropriate entities. In sum, it is expected that all
agreements will be signed shortly after authorization.



ANNEX 1
EXHIBIT A

CERTIFICATION PURSUANT TO SECTION 611 (e) OF THE
FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED

I, John A, Sanbrailo, the principal officer of the Agency for
International Development in Honduras, having taken into account among
other factors the maintenance and utilization of projects in Honduras
previously financed or agsisted by the United States, do hereby certify

that in my judgement Bonduras has both the financial capability and the
human resources capability to effectively maintain and utilize the capital

asgistance project: Small Business 1I.

This judgement is based upon the implementation record of the previous
projects implemented in Honduras, and the quality of the planning which

has gone into this new project.

John A. Sanbrailo
ector, USAID/Honduras
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ANKEX f

EXHIBIT B
PAGE 1 of 16
5C(2) - PROJECT CHECKLIST
Listed below are statutory criteria applicable The country checklist
to projects. This section is divided into two for FY88 was prepared
parts. Part A includes criteria applicable to by LAC/CEN.
8l) projects. Part B applies to projects funded
from specific sovrces only: B(l) applies to all
projecte funded with Development Assistance;
B(2) applies to projects funded.with Development
Assistance loans; and B(2) applies to projects
funded from ESF.
CROSS REFERENCES: IS COUNTRY CHECKLIST UP TO
DATE? HAS STANDARD ITEM
CHECKLI1ST BEEN REVIEWED FOR -
THIS PROJECT?
A. GENERAL CRITERIA FOR PROJECT

1. FY 1988 Continuing Resolution Sec. 523; " A Congressional
FAR Sec. 634A. 1lf money is sought to Notification was
obligated for an activity not previously - submitted by A.I.D.
justified to Congress, or for an amount. on July 13, 1988.
in excess of amount previously justified
to Congress, has Congress been properly
notified?

2. FAA Sec. 611(2)(1). Prior to an Items 2(a) and 2(b)
obligation in excess of $500,000, will have been completed.
there be (a) engineering, financial or
other plans necessary to carry ouvt the

- ascsistance, and (b) a reasonably firm
estimate of the cost to the U.S§. of the
ascistance? :

3. FAA Sec. 611(a)(2). If legislative No further legislative
action is required within recipient sction required.

country, what is the basis for a
reasonable expectation that such action
will be completed in time to permit
orderly accomplishment of the purpose of
the assistance?

_3(-



EAA Sec, 61)(b);: FY 1988 Continuing
Resolution Sec. %0). it project is for
water or water-related land resovrce
construction, have benefits and costs
been computed to the extent practicable
in accordance with the principles,
standards, and procedures established
pursuvant to the Water Resources Planning
Act (42 U.5.C. 1962, et seq.)? (See
A.l1.D. Handbook 3 for guidelines.)

FAR Sec. 611(e). 1t project is capital
2esistance (e.q9., construction), and
tota)l U.S. assistance for it will exceed
¢1 million, has Mission Director
certified and Reglional Assistant
Administrator taken into consjderation
the country's capability to maintain and
utilize the project effectively?

FAA Sec. 20Y. 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
encovrage regional development programs.

FAA Sec. 601(a). Information and
conclusions on whether projects will
encourage efforte of the country to:
(a) increase the flow of international
trade; (b) foster private initiative and
conpetition; (c) encourage developrent
and vse of cooperatives, credit unions,
and savings and loan associations;

(d) discourage monopolistic practices;
(e) improve technical efficlency of
industry, agriculture and comnerce; and
(f) strengthen free iabor unions.

FAA Sec. 601(b). Information and
conclusions on how project will encourage
U.S. private 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.S8. private enterprise).

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 contractuval and other services,
and foreign currencles owned by the U.S.
are utilized in lieu of dollars.
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N/A

N/A

NO

The project will
encourage 7(b), 7(c),
and 7(e); will be
neutral on 7(f); and
take measures to
prevent 7(d).

A major portion of the
technical assistance
will be procured frou
U.S. private sources.

Honduras has agreed tc
provide counterpart
financing.



10.

1.

12,

13.

Pagt'J of 16

FAR Sec. 612(8). Does the U.5. own NO
excess foreign currency of the country

and, if so, what arrangements have been

made for {ts release?

FY 1968 Continving Resolution Sec. 521. N/A
1f assictance is for the production of

any conmodity for export, is the

commodity likely to be in surplus on

world markets at the time the resulting
productive capacity becomes operative,

and ic such assistance likely to cause
substantial injury to U.S. producers of

the same, similar or conpeting conmodity?

FY 1988 Continuing Resolution Sec. 5¢:. N/A
Will the assistance (except for programs
in Caribbean Basin Initiative countries
vwnder U.S. Tariff Schedule "Section 807,*
which allows reduced tariffe on articles
assembled abroad from U.S.-nade
conponents) be used directly to procure
feasibility studies, prefeasibility
cstudies, or project protiles 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
narkete 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?

FAA Sec. 119(g)(4)-(6). Will the NO

ascsistance (a) support training and
education efforts which improve the
capacity of recipient countries to

prevent ‘loss of biological diversity;

(b) dbe provided under a long-term
agreement in which the recipient country
agrees to protect ecosystems or other
wildlife habitats; (c) support efforts

to identlfy and survey ecosystems in
recipient countries worthy of

protection; or (d) by any direct or
indirect means significantly de§rade
national parks or similar protected areas
or introduce exotic plants or animals ,
into such areas? ¢

s
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FAR 121(d). 1f a Sahel project, has a N/A
deternination been made that the host
government has an adequate system for
accounting tor and controlling receipt

and expenditure of project funds (either
dollars or local currency generated

therefron)?

FY 1988 Continuing Resolution. It N/A
assistance is to be made to a United

States PVO (other than a cooperative
development organization), does it eobtain

at least 20 percent of its total annual

funding for internationsl activities from
sources other than the United States
Government?

FY Continuing Resolution Sec. 541. 1f YES
assistance is being made available to a

"PVO, has that organization provided upon

timely request any document, file, or
record necessary to the auditing
rogquirements of A.1.D.., and is the PVO
registered with A.1.D.?

FY 1968 Continuing Resolution Sec. 514. N/A
1f funds are being obligated under an
appropriation account to which they were

not appropriated, has prior approval of

the Appropriations Cornittees of Congress

been obtained?

FY Continuing Resolution Sec. 515. It N/A
deob/reod avthority is sought to be

exercised in the provision of assistance,

are the funds being obligated for the

sane general purpose, and for countries

vithin the same general region as

originally obligated, &nd have the
Appropriations Committees of both Houses

of Congress been properly notified?

State Authorization Sec. 139 (as
interpreted by conference report). Has
confirmation of the date of signing of
the project agreement, including the
amount involved, been cabled to State L/T
and A\.1.D. LEG within 60 days of the
agreement's entry into force with respect
to the United Staiess 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).




B. FUNDING CRITERIMA FOR PROJECT

1. Development Assisrtance Project CfiteLi;

FY 1988 Continuing Resolution Sec.
552 (as interpreted by conference
report). 1If aseistance is for
agricultural development activities
(specifically, any testing or
breeding feasibility stuvdy., variety
inprovement or introduction,
consultancy, publication, conference,
or training), are such activities (a)
specifically and principally designed
to increase agricuvltural exports by
the host countzy to a country other
than the United States, where the
export would lead to direct
conpetition in that third country
with exports of 8 similar commodity
grown or produced in the United
States, and can the activities
reasonably be expected to cause
substantial injury to U.S. exporters
of & similar agricultural conmnodity;
or (b) in support of resesarch that is
intended primarily to benefit U.S.
producers?

FAA Secs. 102(b), 111, 113, 281(a).
Describe extent to which activity
will (a) effectively involve the poor
in development by extending access to
economy at local level, increasing
labor-intensive production and the
use of appropriate technology,
dispersing investment from cities to
small tovns and-fugal areas, and
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N/A

The Project will
strength and expand t}
small business communi
in Honduras through
providing employment {
a disadvantaged group,
and increasing incowme
among the poorest.
Participation of womer
is an important focus
women enterprenure
predominate among micr
enterprises in the
commercial sector. The
businesses comprising
the target group are
generally labor-intens
and in many cases are
organized into industr
cooperatives applying
appropriate technologd

.

Qe?' ..



insuring wide participation of the
poor in the benefits of developrent
on & sustained basis, veing
appropriate U.8. institutions;

(b) help develop cooperatives,
especially by technical assistance,
to assist rural and urban poor to
help themselves toward a better life,
and otherwise encourage democratic
private and local governmental
institutions; (c) support the
self-help efforts of developing
countries; (d) promote the
participation of women in the
national economies of developing
countries and the improvement of
women's status; and (e) utilize and
encourage regional cooperation by
developing countries.

FAA Secs. 103, 103A, 104, 105, 106,
120-21. Dces the project fit the
criteria for the source of funds
(functional account) being used?

FAA Sec. 107. 1s enphasis placed on
use of appropriate technology
(relatively smaller, cost-saving,
labor-using technologies that are
generally most appropriate for the
small farms, small businesses, and
gmall incomes < f the poor)?

FAA Secs. 110, 124(8). Will the
recipient country provide at least 25
percent of the costs of the program,
project, or activity with respect to
which the assistance is to be
furnished (or is the latter
cost-sharing requirement being waived
for 2 "relatively least developed®
country)?

FAA Sec. 128(b). If the activity
attempts to increase the
institutional capabilities of private
organizations or the government of
the country, or if it attempts to
stinulate scientific and 7
technological fesearch, has it been
decigned and Jill it be monitored to
ensure that the uvltimate
beneficiaries are the poor majority?
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By promoting the smal
business secter, this
project supports the
self-help efforts of
Honduranas.

YES

YES

N/A

YES



FAA _Sec, 28)(b). Descridbe ~xtent to

which program recognizes the
particular needs, desires, and
capacities of the people of the
country; utilizes the country's
intellectuval resources to encourage
institutional development; anéd
supports civil education and training
in skills required for effective
participation in governmental
processes essential to
self-government,

FY 1988 Continuing Resolution Sec.
£38. Are any of the funds to be used
for the performance of abortions as a
method of family planning or to
motivate or coerce any person to
practice abortions?

Are any of the funds to be used to
pay for the performance of
involuntary sterilization as a method
of family planning ©r to coerce or
provide any financial incentive to
any person to undergo sterilizations?

Are 2ny of the funds to be used to
pay for any biomedical research which
relates, in whole or in part, to
methods of, or the performance of,
abortions or involuntary
sterilization as a meanes of tamily
planning? :

FY 1988 Continuing Resolution. Is
the assistance being made available
to any organization or program which
has been determined to support or
perticipate in the management of a
program of coercive adortion or
involuntary sterilization?

If assistance is from the population
functional account, are any of the
funds to be made avajilable to
voluntary family planning projects
which 4o not offer, either directly
or through referral to or information
about access to, a bro2d range of
family planning methods and services?
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The technical assist:
and training compone:
of the project will
enhance Ronduras
administrative, tech:
and managerial skill:
the beneficiary leve:
as well as at the
institutional level.

NO

NO

NO

NO

N/A



EAA Sec, 60)(e). Will the project

vtilize conpetitive selection
procedures for the awarding of
contracts, except where applicablie
procurement rules allow otherwise?
FY 1988 Continuing Resolutjop. What
portion of the funds will be
available only for activities ot .
economically and socially '
disadvantaged enterprises,
historically black colieges and
universities, colleges and
vniversities having a student body in
which more than 20 percent of the
students are Hispanic Rmericans, ana
private and voluntary organizations
which are controlled by individuvals
who are black Americans, Hispanic
Americans, or Native Americans, or
who are economically or socially
disadvantaged (incluvding women)?

FAA Sec. 118(c). Does the assistance
comply with the environmental
procedures set forth in A.1.D. .
Reguilation 16? Doets the assistance
place a high priority on conservation
and sustainable management of
tropical forests? Specifically, does
the assistance, to the fullest extent
feasible: (a) stress the importance
of conserving and sustainably
managing forest resources; (b)
support activities which offer
employment and income alternatives to
those who otherwise would cause
destruction and less of forests, and
help countries identify and implement
alternatives to colonizing forested
areas; (c) support training
programs, educational efforts, and
the establishment or strengthening ot
institutions to improve "orest
managerment:; (4) help end destructive
slash-and-burn agriculture by
supporting stable and productive
farming practices: (e) help conserve
forests which have not yet Been
degraded by helping to increase
production on lands @lready cleared
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YES

Competitive procedure
will encourage
participation of thes
groups.

The Project complies
with the enviionmente’
procedures set forth
in A.I.D. Regulations
A categorical exclusi
was recommended at th:
threshold decision.,
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or degraded; (f) concerve forested
watercheds and rehabilitate those
wvhich have been deforested; (g)
support training, research, and other
actions which lead to sustainable and
pore environmentally sound practices
for timbei ‘harvesting, removal, and
processing; (h) support research to
expand knowledge of tropical forests
and identify alternatives which vill
prevent forest destruction, loss, or
degradation; (i) conserve biological
diversity in forest areas by
supporting efforts to jdentity,
establish, and maintain a
representative network of protected
tropical forest ecosystems on &
wvorldwide basis, by making the
establishment of protected areas a
condition of support for activities
involving forest clearance or
degradation, and by, helping to
jdentify tropical forest ecosystems
and epecies in need of protection and
establish and maintain appropriate
protected areas; (J)) seek to
increase the awareness of U.S.
government agencies and other donors
Gf the immediate and long-terr value
of tropical forests; and (k)/utilize
the resources and abilities of all .
relevant U.S. government agencies?

FAA Sec. 118(c)(13). If the N/A

assistance will support a program or
project significantly affecting
tropical forests (including projects
involving the planting of exotic
plant species)., will the program or
project (a) be based upon careful
analysis of the alternatives
available to achieve the best
gustainable use of the land, and
(b)/take full account of the
environmental impacts of the proposed
activities on biological diversity?

LT
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FAN Sec, 1)8(c)(14). Will assistance /A

be uced for (a) the procurement or
ve2 of logging equipment, unless an
environmentsl ‘assesement §ndicates
that »#)) tinber harvesting operations
involved will be conducted in an
environmentally sound manner and that
the proposed activity will produce
positive economic benefits and
sustainable forest managenent
systems; or (b) actions which will
significantly degrade national parks
or similar protected areas which
contain tropical forests, or
introduce exctic plants or aninals
into such areas?

FAR Sec. 118(c)(15). Will assistance ' y/a
be used for (a) activities which
would result in the conversion of
forest lands to the rearing of
livestock; (b) the construction,
upgrading, or maintenance of roads
(including temporary haul roads for
logging or other extractive ‘
industries) which pass through
relatively undegraded forest lands;
(c) the colonization of forest lands;
or (4) the construction of dams or
other water control structures which -
f100d relatively undegraded forest
lands, unless with respect to each
such activity &n environmental
assessment indicates that the
activity will contribute
eigniticantly and directly to
improving the livelihood of the rural
poor and will be conducted in an
environnentally sound manner which
supports sustainable development?

FY 1988 Continuing Resolution 1If N/A
assistance will come from the .
Sub-Saharan Africa DA account, is it

(2a) to be used to help the poor

majority in Sub-Saharan Africa

through a process of long-term

development and economic growth that

is equitable, participatory,
environmentally sustainable, and
self-reliant; (b) being provided in

Qo



accordance with the policles
contained in section 102 of the FAA;
(c¢) being provided, when conistent
with the otjectives of such
aselstance, through African, United
States and other PVOs that have
demonstrated effectiveness in the
promotion of local grassroots
activities on behalf of long-term
development in Sub-Saharen Africa;
() being used to help overcome
shorter-term constraints to long-term
development, to promote reform of
gectoral economic policies, to
support the critical sector
priorities of agricultural production
and 1.atural resources, health,
voluntary family planning services,
education., and income generating
opportunities, to bring about
appropriate sectoral restructuring of
the Sub-Saharan African econonies, to
support reform in public
administration and Tinances and to
ectablish a favorable environment for
individual enterprise and
celf-sustaining developnment, and to
take into account, in assisted policy
reforms, the need to protect
vulnerable groups: (e) being veed to
increase agricultural production in
ways that protect and restore the
natural resource base, especially
food production, to maintain and
improve basic transportation and
communication networks. to maintain
and restore the natural resource base
in ways that increase agricultural
production, to improve heaith
conditions with special emphasis on
meeting the health needs of rothers
and children, including the
establishment of self-sustaining
primary health care systems that give
priority to preventive care, to .
provide increased access to voluntary
family planning services, to improve
basic literacy and mathematics
especially to those outside the
formal educational system and to
inprove primary education, and to
develop income-generating '
opportunities for the unenployed and
underemployed in urban and rural
areas?

Page 11 of 16
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5C(3) - STANDARD ITEM CHECKL1ST

Listed below are the statutor¥ ftems which
normally will be covered routinely in those
provisions of an assistance agreement dealing
with ite implementation, or covered in the
agreement by imposing 1imits on certain uses of

funds.
These items are arranged under the general

headings of (A) Procurement, (B) Construction,
and (C) Other Restrictions.

A. PROCUREMENT

1. FAA Sec. 602(a). Are there arrangements Yes, normal A.1.D
to permit U.S. smal) business to procedures will be
participate equitably in the furnishing followed.

of commodities and services financed?

2. FAA Sec. 604(a). Will all procutemeﬁf be YES
from the U.S. except as otherwise
determined by the President or under

delegation from him? .

3. FAA Sec. 604(d). If the cooperating Hond
country discriminates against marine p::c:;:: :::: not
insurance companies authorized to do discrimination.

business in the U.S., will commodities be
insured in the United States against
marine risk with such a company?

4. FAA Sec, 604(e); ISDCA of 1980 Sec., N/A
705(a). 1f non-U.S. procurement of : :
agricultural commodity or product thereost
ig to be financed, is there provision
against such procurement when the
domestic price of such commodity is less
than parity? (Exception where conmodity
financed could not reasonably be procured
in U.8.) -

5. FAR Sec. 604(g). Will construction or N/A
engineering services be procured from
firms of advanced developing countries
which are otherwise eligible under Code
941 and which have attained a competitive
capability in international markets in
one of these areas? (Exception for those

qr’
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countries which receive direct econonmic
secistance under the FAA and permit
United States firms to compete for
construction or engineering services
financed fron assistance prograns of
these countries.)

FAA Sec. 603. Is the shipping excluded NO
from conpliance with the requirement in
section 901(b) of the Merchant Marine Act
of 1936, as amended, that &t least

$0 percent of the gross tonnage of
connodities (computed separately for dry
bulk carriers, dry cargo liners, and
tankers) financed shall be transported on
privately owned U.S. flag commercial
vessels to the extent such vessels are
available at fair and reasonable rates?

FAA Sec. 621(a). 1If technical assistance YES
is financed, will such assistance be

furnished by private enterprise on a

contract basis to the fullest extent
practicable? Will the facilities and

resources of other Federal agencies be
utilized, when they are particularly
suitable, not competitive with private
enterprise, 2nd made available without

undue interference with domestic programe?’

International Air Transportation Fair YES
Competitive Practices Act, 1974. If air
transportation of persons or property is
financed on grant basis, will VU.S.

carriers be used to the extent such

service is available?

FY 1988 Continuing Resolution Sec. 504. YES
It the U.S. Government is .2 party to a

contract for procurement, does the

contract contain a provision authorizing
ternination of such contract for the
convenience of the United States?

FY 1988 Continuing Resolution Sec. 524. YES
If assistance is for consulting service

through procuvrement contract pursuvant to

5 U.5.C. 3109, are contract expenditures

a matter of public record and available

for public inspection (unless otherwise
provided by law or Executive order)?
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B. CONSTRUCTION

1.

FAA Sec. 601(d). If capital (e.g., N/A
construction) project, will U.S.
engineering and professional services be

uveed? .

FAA Sec. 6l1l(c). 1f contracts for N/A
construction are to be financed, will

they be let on & competitive basis to
raximum extent practicable?

FAA Sec. 620(k). If for construction of N/A
productive enterprise, will aggregate

value of assistance to be furnished by

the U.S. not exceed $100 million (except

for productive enterprises in Egypt that

were described in the CP), or does

assistance have the express approval ot
Congress?

C. OTHER RESTRICTIONS

1.

FAA Sec. 122(b). If development loan N/A
repayable in dollars, is interest rate at

least 2 percent per annum during a grace

period which is not to exceed ten years,

and at least 3 percent per annum

thereafter?

FAA Sec. 301(d). If fund is established N/A
solely by U.S. contributions and

administered by an international

organization, does Comptroller General

have audit rights?

FAA Sec. 620(h). Do arrangements exist YES

to insure that United States foreign aiéd
is not used in a manner which, contrary
to the best interests of the United
States, promotes or assists the foreign
ajd projects or activities of the
Communist-bloc countries?




4. Wil) arrengements preclude use of
financing: .

tl

FAA Sec. 104(f); FY 1987 Continving
Resolviion Secs. 525, $38. (1) To
pay for performance of abortions as a
method of family planning or to
motivate or coerce persons to
practice abortions; (2) to pay for
performance of involuntary
sterilization as method of family
planning, or to coerce or provide
financial incentive to any person to
undergo sterilization; {(3) to pay for
any biomedical.research which
relates, in whole or part, to methods
or the performance of abortions or
involuntary sterilizations as a means
of family planning; or (4) to lobby
for abortion?

FAA Sec. 483. To make reimburse-
ments, in the form of cash payments,
to persons whose illicit drug crops
are ecradicated?.

FAR Sec. 620(q). To compensate
owners for expropriated or
natjonalized property, except to
compensate foreign nationals in
accordance with a land reforn program
certified by the President?

FAA Sec. 66¢. To provide training.

advice, or any financial support for
police, prisons, or other law
enforcenent forces, except for
narcotics prograns?

FAA Sec, 662. For CIA activities?>

FAR _Sec. 636(§). For purchase, sale,
long-teérm lease, exchange or guaranty
of the sale of motor vehicles
manufactured outside U.5., unless a
waiver is obtained?

Page 15 of 196
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FY 1988 Continuing Resolution Sec.
£03. To pay pensions, annuities,
retirement pay. oI adjusted service
conpensation for prior or current
midicary personnel?

FY 1988 Co;stinuing Resolutjon Sec.
505. To pay U.N., acsesement6, ,
arrearages oOr dues?

FY 1988 Continuing Resolution Sec.
£06. To carry out provicions of FAR
section 209(d) (transfer of FAR funds
to multilateral organizations for
jending)?

FY 19868 continving Resolution Sec.
£10. To finance the export of
nuclear equipment, fuel, Or
technology?

FY 1988 Continuing Resolution Sec,
511, For the purpose of aiding the
efforts of the government ct such
country to repress the legitimate
rights of the population of such
country contrary to the Universal
Declaration of Human Rights?

FY 1988 continuing Resolutjon Sec.
£§16; State huthorigation Sec. 109.

To be used for publicity or
propaganda purposes designed to
support or defeat legislation pending
pefore Congress, toO influence in any
way the outcone of a political

co e ot y. ewa tinitoA Rtates. OF for
any publicity or propaganda purposes
not authorized by congress?
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Senor Jamwet T. Grogeman
0ficina del Sector Frivado
AID/Honduras

Ciudad

Estimado ¢y. Grossemah,

Me dirigo @& Ud. en respuesta B su amable carta del 2 de
Febrero ¢€n la cual solicitan ciertas aclaracionesg gobre 1la
propuesta enviada a sU institucion en Diciembre, 1987. Fue
de mucha utilidad para nosotroe el poder conversar
detalladamente COD los funcionarioe de la oficina de
Programae paré el Sector Frivado, Mitzi Likar, Guillermo
Bolanos, VY Elvia Castellanos, con gquienes pmantuvimos un&
reunion €l 2 de febrero del presente V¥ cuyas valiosa€e
gugerenciae 6 toman en cuenta agui .

E1 documento adjunto responde, punto por punte a lae seie
preguntas Que enfoca su mencionada carta. Aprovecho la
oportunidad para ademas recalcar algunos aspecto€
importanteet del] proyectlo.

Come se puede obgervar, la propuecta incluye un rubro para
agistencia tecnice a tiempo completo durante loe Pprimeros
dos anoe del provecto, VYV & tiempo parcial durante el tercer
ano. Es importante en ecta ocacion subrayar'la jmportancia
de tener acceso 8 ecta asesoris durante los primeroe doe
anoe v medio del provecto.

Como et de 8su conocimiento, durante 1086 ultimos dos ance se
he contadc con 1z asesoria tecnica de Accion ]nternaciona] a
traves de 5L asesor principal en Hondurae. Eeta agesoria ha
fecilitado la expaneion del programa, el fortalecimiento de
lae actividades de evaluacion v capacitacion, el
ectablecimiento de sistemas computarizados. 1a mejoria de
ljog conccimientos del personal, y otrae areat clavec para
¢1 funcionamiento eficac del programa. Adicionalmente, 6€
ha contado con ja asesoria de otrosg funcionarios de Accion

Ny



Los ingresos provenientes de la donacién de AID serén utilizados
por Area progrématica as{is

DESARROLLO DE SERVICIOS DE ASISTENCIA EMPRESARIAL L.7,428,000.00

FORMACION CAPACITACION PERSONAL OPDs. 40.000.00
RED INFORMATIVA SAE 96.800.00
EVALUACION Y MONITOREO 145.000.00
COORDINACION ' 1.704.805,00

TOTAL L.9.414.5603,00

£1 financiamiento proveniente de organismos internacionales cuan-
tificado en L. 603.000.00 se ha presupuestado de acuerdo a
compromisos formales establecidos con los mismos mediante notas
que ya fueron enviadas, estando pendiente la respuesta de Inter
American Foundation y del Banco de la Capitalizadora HondureXa,
S.A. (BANCAHSA), las cuales remitiremos a ustedes posteriormente.

La aportacién de ANDI, cuantificada en Lps.932,425.00 se explica
asit Lps.187,500.00 en efectivo y Lps.745.425.00 en especie, este
componente consiste en la valoracién dada al tiempo aportado al
proyecto par los miembros del Comité PYME y de 1la Junta
Directiva, totalizando un monto de Lps.408.000.00 valor que ha
sido establecido razonablemente en base a Lps.100.00 paor partici-
pante en cada sesioén. E1 Overhead que AND] dejard de percibir de
los fondos de AID, para cubrir costos indirectos del programa, en
el nuevo proyecto son financiados por ANDIj} incluye sueldo pro-
porcional &l tiempo dedicado del Proyecto por 1la Becretaria
Ejecutiva, sueldo correspondiente al 50X de la recepcionista,
aseadora y conserje pago de energia electrica, tiempo del asesor
legal, agua y otros (gastos de atenciones).

€1 alquiler de las oficinas donde est& ubicado el Programa PYME,
continuard siendo cubierto por AID, debido 2 la total imposibili-
dad por parte de ANDI en cubrir este costo, en tanto no se
realice el proyecto de construccion de local propio, lo que
tenemos proyzctado a muy corto plazo, estando en trimite la
compra del terreno adecuado para que la institucién cubra todas
las necesidades de acuerdo a los programas que actualmente se

implementan.

En el desarrollo de este nuevo proyecto consideramos necesario
contar con el servicio de asesoria externa en forma permanente,
para lo cual solicitamos que AID incluya el costo de esta
asistencia dentro del presupuesto del Proyecto.

Los términos de referencia de la asesoria solicitada estdn en
proceso de elaboracidén y una vez concluidos serdn presentados a

AID.


http:Lps.100.00
http:Lps.408.000.0o
http:Lps.745.425.00
http:Lps.187,500.00
http:Lps.932,425.00
http:603.000.00
http:L.9.414.605.00
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fondo de credito, . y US$ 212,000 para acistencia tecnica por

dos anoe y tree nmesec. Se incluye &aqui el rubro de
acietencia tecnica aun cuando ectamoe concientee que AID
podra escoger otro mecaniemo para proporcionarls. El monto

total del proyecto ¢e de Lpe. 6,086,000 y US $212,000.
Estae modificacionee toman en cuenta lae nececidadece para
mantener el valor de la carters y para ampliar el fondo de
reservs pars deudas incobrablee. Como se indica en el texto
adjunto, €1 wadicionalmente ee reguiere qQque log intereses
generadoe cubran el costo real del dinero para €l quinto
ano, como te¢ habia conversado con algunoe funcionarios de su
inetitucion, entoncec se haran lae modificaciones del caso
para lograrloe. De todoe modoe, este cambio afectara el nivel
de autoeuficiencia planificedo en €l programa. Eeperamos sus

indicuacionee en ecte reegpecto.

Asl tambien adjuntamoe una revieion cuidadoea de nuestras
metae en la entrega de credito y capacitacion las cuales,
como se¢ habia conversuado en el pacsado, se¢ encontraban
denmacsiado ambiciocue, ecpecialmente en €l caso de Choluteca.

Eeperamoe egta informacion ses ls necesaria para continuar
nuectrae conversacionee eobre eeta propuerta. En eepersa de
Eu recpuects, me guscribo,

Atentamente,

cc: Archivo
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l

“22 de abtil 1908

) “y

i Sr James Groseman -
~ USAID/IIONDURAS
Tesucigalpa, D. C.'

Eatimado.Sr Groesman-
3.

La prosente es un adendum a nhuestra propuouta orG para el

periodo 1988-1882 la cual inoluye el nusvo presupudeto, flujo
de caja y demas modificaclones solicitadas regun au oarta del

22 de diclembre, i907. ._ i) i

Como es de su conocimipnto en Jnnio de 1987 FUNADEH
presento a la Agoncia Internacional de Deaarrollo ‘A1D una
propuestd OPG-AlD/NHoi:duras p..2 el periodo 1907-1080 por un

"monto de ‘Lps.3,600,000.00. Sin embargo, en vistz 'de que ‘en.

cee tiewpo- AID ge enoontraba desarrollando ou cstrategia
‘para la pequefla empresa se le sugirio a’la fundacibn
presentar una solicitud de ampliacion al OFG No, 522 0263 a
.10 meses por Lps.1,000,000.00 y postericimente la:
presentadion de una propuccta OFG a cinco afioo. .*' -
En noviembre de 1987 Jocpues de haber recibldo
Lps.1090,000.00 de la ampllacion, FUNADRH presento la
propuesta OPG 1988-1992 por Lps.3,050,000.00 a la cual ol
‘departaménto financliero de AID recomendo Incrementar la
reserva para prestamos incobrables y dectinar un porcentaje
(COMO ‘Teserva de '‘capitalizacion del fondo dc prestavios.

"Bn funclon a lo antorior estamos precentamlv un nuevo
‘presupuecoto general para el periodo 1988:-1992, el dual
1nc1uye'un desglose de gastos por departamentos y ‘por
concepto ® (eJ. Gastos en personal, local, operacion, etc.)

Asi mism$, tamblen se ha incluido la provision par& perdidas

'sobre- prentanos y la reserva de capitalisacion por! .
Lps.278,000.00 y Lps.580,000.00 respectivamente, pbra un
'periodo de cinco afios. En sintesis se le esta solicitnndo
al AID Lps 4, 000 000.00 adicionales. ;

'Con el pfbposlto dc un mejor analisis se Incluye un flujo de

‘caja proyectado que comprende los afios 1987-1392, presentando

el afio 1987 con propositos cowmparativos ol cual incluye
Lps.500,000.00 correspondientes al OPG No.b22-0263 '
.y Lps. 1000 000.00 de ‘la ampliacion al mismo OPG. i

LY
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Sr. Jameo Qrosacpan
"Pag. No, -2
22 de abril, 1988

Tanbien qQueremos hacer de su conocimiento que FUNADEH
continuanente esta Inveotigdndo nuevas fuenlec para el
programa ‘'de prestamo y otroc programag, ‘erpacinimente desde
nuestro reciente interes en nucvos programac de apsyo a la
microcmpresa, como nser ¢l ostablecimiento do tLiendas de
comercializacion y centros de acopio como leon desarrollados
por la Fupdacion Carvajal, Call, Colombia.

Finaluwente, hacecrpos notar gque las proyeccliones contemplan un
preatamo por ¢ 500,000.00 y una donacion de $756,000 del BID,
cuya posidbilidad de concretarse ce ven cada Jdla mas remotas
en virtud del serio impase generado en 1s deoterminicion del
BID al fijarnos una tasa do interos del 15%. FUNADEH no
puede aceptar esta condicion por cunsidetarla una taga
‘subvencionada con lvs elgulentos agravani~n: complica las
operacliones de la fundaclon al tener quo 'manejar dos tasa de
interes, abre la pouihilidad de que otlroe progromad exijan su
propia taca de inleres, y finalmcnte concideramon Gtnn falta
de etica poner a compellr loa fondos de difercentes”
Institucliones a traves de diferenies tasas. Dado el caco de
.que no 8d llogue a un acuvordoe con ol BID, FUNADEH #e vera en
la obligacion de buscar nuoevas fuenteg, in-luyendo el AlD,

para repdnor dichos fondos. '

Con eutaa nuevan pxoyeccionoa FUNADEN acegurn a]onn Tar ey
punto de equilibrio y autosuficicnoia nui cono 1a dontinuldad

y crecimniento de suc programas.

"l
¢

;Atentamonie.-
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J. obertd Hembrefio
‘ector; Ejecutivo
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1988

1989
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1990 1991 1992 TOTAL
_ saldo Inicial 150000 77 4521477 716667357 1999905 T 1447055 T T i%69648 T 150006 C
- INGRESOS:;
- Ingresos ngracxoq ) o _ _ o _ _.__Q___".d
Membresia T 1200007 771200007 T 120000 7 T 71200007 7 120000 T T T 126000 720000
N Donaciones AID 13500000 2000000 1400000 200000 200000 200000 3300000
w Otras Donaciones 186900 730000 350000 SowoOo 1336000
TOTAL. DISPONIELE 1956000 3IZ22147 TSI6785 - 2369905 1767055 1689625 7706000
Erﬁssog:-- ’ o T T - s, T - T TT T
N Administracion 171195 220445 278130 236300 274050 293700 1453820
e __FP. Prestamos 166577 IT7865 425900 449550 ﬁObibom_“Nggzloo___gﬁz9;52__ _
] Unidad Fromocion 79507 84106 85850 5000 101200 104950 SS0617%
_ Unidad Capacitacio 110185 130946 200000 250000 273000 J00000 1286131
.“____ggggg_Dep. \ 4 Amort.n__ “;appo h“__;ZQOQ____‘3OOQQ”'._ EZOUQMW__HSbQOO" 3?900 189000 .
_ kserv. Ftmos v) 100000 120000 120000 120000 120000 380000
N Total Costos 50?464 666362 799880 897850 1000410 1082750 4930716
= Inversiones 20000 7T 15000 15000 15000 15000 15000 95000
) Intereses s/Ptmos 7000 10000 10000 10000 10000 47000
R Total Egresos T 833364 688362 824880  92728%0 1025410 1107750 85092716
» SALDO DISFONIELE 1432956  263T785 2711905 1447055 741645 581893 - 2613284
= CARTERA FRESTAMOS
» _Desembolsos/Ptmos. 1800000 2500000 3000000 2000000 3000000 3000000 16300000 i
e Recuperaciones S13611 1000000 1500000 2000000 2500000 3000000 10513611 -
o Intereses 206000 5233000 788000 10006000 1128000 1170000 4925000
) -
" SALDO DEL ™MES 02147 12183638 . 333126 - -5528%0 -774810 382250 . 1A01895
EU.- - .
s SALDIO ACUMULADO 452147 1666785 1999905 1447055 1369643 1751895 1751895
»
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PRZSUPUESTO GENERAL CONSOLIDADD BE TODAS LAS UNIDABES AZDS 1988 1952 -

— — . e o e iy«

e e . ce——

BTTETErESIIS z=aax FOMDOS FONDOS FOWDOS FONDOS FONDDS
CONCEPTD TOUTTARETT 1989 T 1990 T U919 TTOTALALD T AID T IF “"m“"mmssss PRESTANDS -
. ADNINISTRACION GEMERAL  220445.31  238130.00 256300.00 274030.00 293700.00 1282625.31 199900.00  8000.00  5854.00 1048971.31 0,00
" VROSRAMA DE PRESTAMDS ~  337864.72 TT425900.00 T 449550.00 " 50616000 " S43100.00 226257472 T2T7500.00 T 10000.007 T 44146.007 1930928727 T "0.00
UNIDAD DE PROMOCION 84106.03  B83850.00  95000.00 101200.00 104930.00 471106.03  77700.00 0,00 - -0.00 393406.03 0.00
UNIDAD DE CAPACITACION  130946.19  200000.00  250000.00 275000.00  300000.00 1173946.19 B61500.00 - 0.00 100000,00  214348.19 0.00
793362.25  9498B0.00 1050850.00 1156410.00 124173000 5192252.25 1416500.00  18000.00 150000.00 3607752.25 0.00
PRESUPUESTD GENERAL CONSOLIDADO 1988-1992 POR RUBRO _
i SazzzaIEses : aazaz FONDOS FONDQS FONLOS FONDOS FONDOS
CONCEPTD 1983 19897 T 1990 T Um0 T T 1962 TOTAL A0 UMD T IAF T T BIDT T INTERESES T PRESTAMDS
GASTOS EX PERSDNAL 337537.23  419050,00  453950.00 522860.00 572430.00 2325847.25  477900.00  9550.00  3I600.00 1B04697.25 0.00
BASTOS EN LOCAL ——  ~ 26100.007  27800.00 '~ 28800.00 ~~ 29800.00 ~ 30800.00 14330000~ 26000.00 T T 975.00 T ~0.00 —114125.00 -~ 0.00
BSTS. DE OPERACION Y OFIC  96750.00  113780.00  122000.00 133250.00 148000.00 813780.00 200906.00  3875.00  £400.00 400405.00 0.00
BASTOS DE PROMOCION 35615.00  34900.00  41050.00  44730.00  45500.00 201815.00  35000.00 0.0 0.00  166513.00 0.00
— BASTOS LE ADIESTRANIENTO ™ "120800.00 " 15935C.00 ~ 205050.00 ~"225750.00 205000.00 ~ 956010.00° 47670000 T 0,00 ~ 100000.067T179310.00" 7 " 0.00
PERDIDAS S/ PRESTANOS 4999.50  39999.40  39999.40  59999.40  59999.40  289997.10 278497.10  3500.00  8000.00 0.00 0.00
RECERV. CAPITALIT PTNOS  10000C.50  120000.60 120000.60  120000.60 120000.60 SE0002.90  500002.9%0 0.00 0.00 0.00 .00
INTERESES PAGADOS 5500007 1500000 T 20000:007 20000.00  20000,00 81500700 0.00 .00 ™ 0,007 BISOO.00™ —  0.00°

SEEAREER

. JUIMLIS  N9E60.00 100850.00 1156410.00 124175000 5192252.25 227000.00  18000.00 13000000 2749252.25

0.00

PRESTAMOS

— _2_50_0_000 200 3000000.00 300000000 _3000000.00 - 3000000.00 14500000.00 1723000.00  50000.00 1000000.00 1500000 00 10000000, 00

3293362.23  3949880.00 4050850.00 4156410.00 4241730.00 19692252,25 4000000, 00 68?00 +00 1130000.00 4249252.23 10000000.00
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http:100000.00
http:4249252.25
http:1150000.00
http:4000000.00
http:19692252.25
http:4241750.00
http:4156410.00
http:3949880.00
http:3293362.25
http:10000000.00
http:1500000.00
http:1000000.00
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http:3000000.00
http:3000000.00
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http:201815.00
http:45500.00
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http:34900.00
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http:400605.00
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http:613780.00
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http:M'000.00
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http:96750.00
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http:143300.00
http:30800.00
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http:477900.00
http:2"25947.25
http:572450.00
http:522860.00
http:453950.00
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http:357537.25
http:3607"52.25
http:150000.00
http:19000.00
http:1416500.00
http:51922,52.25
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http:1156410.00
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http:949880.00
http:793362.25
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http:275000.00
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http:200000.00
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http:95000.00
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EXHIBIT C.4

% Banco de Occidente, S. A.

TEGUCIGALPA, D. C, HONDURAS, C. A . em
e OC . 7?

APARTADO POSTAL 111 .+ TELEFONoS: | 2470
s ‘ N R L. .. - ' v i ”0“2
"“"’?" ﬁ.'? TR AT B R e 13 B 2211

Tesucisalpa. b.c. .
12 de Mayo de 1988 - -

B S > -

Sebor

GUILLERMO Boumos
A.1.D.

Ciudad

Estimado sefior Bolafios:

Por este medio presentamos para su consideracién nuestra Propuesta
de Participacién en el Proyecto DESARROLLO DE LA PBQUENA EHPRESA
II. : ) _ ...

l.’

ey J Con loe recursos del Proyecto complementaremos nuestro Programa de
t i _ ] Crédito y Asistencia Técnica a 1la Hediana y Pequefia Enpresa.
T ¢

iir. . i___ Segin se detalla ampliamente en la Propuesta el financizmiento soli-
T e }___ citado al Proyecto es el siguiente:
<P

A \ a. Un fondo de Crédito que podria constar de una cantidad fija 6
“eerd de una Canasta de PFondos, de 1la cuil podriamos utilizar Recursos
5 6 0§ |en 1a medida en que se vayan colocando al piblico.

s ey - .

nl -3

x;??g“' 17i{b. Un fondo para Gastos de Capacitacién Empresarial que pudiese pro-
S e 1L"porcionar al Prograna ayuda técnica para diseflar y manejar contro-
' qia les Adminietrativos, asi como también para planificar la Tesoreria

ly Captacién de Fondos.

- vl Podria>ser interesante, un Pondo para Gastos de Supervieién a
,[10M TAKEN AML ravéz de una firvna Consultora Externa 6 el fortalecimiento de nues-

= kroa propios Recursos Humanos con Cursos Especializados.
A IACEM. YESKNO()

JCIALS . Un Fondo para Gastos de Fortalecimiento Institucional, en el cudl
tendriamos que definir dos (2) elementos importantes:

1). FONDO DE GARANTIA DB CREDITO
2). PONDO DE PRE INVERSION

Tal como hemos conersado. solicitamos que 1a A.I.D. nos proporcione

ol
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EXRIBIT C.5

13

Apdo, Postal No. 344
Telex 1162 HO
T wdgalps, D. C, Hondurs, C. A.

Mayo 17, 1988

Sefiores

AGENCIA INTERNACIONAL PARA
EL DESARROLLO -AID
Presente

Estimados sefiores:

Por este medio presentamos para su consideraciSn nuestra propues
ta de participacién en El Proyecto de La Pequeiia Empresa 1I, me-
diante el cual, con dichos recursos esbozados, complementaremos
nuestro programe de crédito,asistencia y asesorf{a administrativas,
capacitacibn y asistencia técnica a la Micro-Pequefia Empresa.

Segin se detalla en la prdpue:ta el financiamiento solicitado com
prende lo siguiente: -

Fondo para Crédito

Capacitacifn Empresarial

SupervisiSn Empresarial y Administrativa
Cooperacifn para el fortslecimiento Institucional

Asimismo, se les solicita gue la parte proporcional de los intere
ses correspondientes a un 3X del total a pagar al Banco Central
(12X) pueda ser retenido por BANCAHSA, para su aplicacibn.

A la vci. les solicitamos la asistencia del grupo asesor, segin
se defina posteriormente, para implementar el programs de asisten
cia empresarial y la coordinacifn de la asistencia Institucional.

Agradeciendo su atencifn a la presente, de ustedes.

Atentamente,

NTE GENERAL

/dipz

cc: archivo . '
OL INAS EN: Tegucigalps Calle Real, San Isldre, Tooceatln, Coleals Setéllte, San Pelipe, Colonls Kennedy, Aluneds, B! Zamoersae, Comeyngws, La La Literted,
S atepeque, Taulebd, Dunll, BI Purafeo, San Pedre Sals, s, Avenids, Las Acaciae, Medlna Concepeide, New Otisss, Pocrte Cortle, Lo Lime, Bt r.::'-. Ctoma, A

\F

-



ANNEX 1
+ EXHIBIT C,6

RECEIVED

n o USAID/H
fl 3 OO p7 o
_ i' W -3 JUL8B16 " 3

FINANCIERA INDUSTRIAL Y AGROPECUARIA, S.A.DE C.V.

Tegucigalps, D.C. E’ ‘ r ’4 . —
Julio 8, 1988 - “,”““.,H =T
4 T =] |z
H &
i HINE ] e
panadit o . o > >
— E
w ,Q. o ' ' l l . >I<
=~ i S o > .
3223.21 VELARDE g’ s(2(S.S RS -' ,""‘ A=l ELE 2
gcm&:ﬁ}'_:;_fg.;:"; s 2SlEl e 5
Sector Privado , ST B e £ ‘,’:‘Eigg SESILE IE

AlD/Tegucigalpa,D.C. -
Ref.: Neceslidades de Asistencia Técnica de FIA

Estimado S.enor Velarde:

En e] documento de propuesta de ampljacidén de recursos para FIA titulado
*Proyecto AID 522-0205 Segunda Etapa®" presentado oportunamente, hacemos
un estimado de los fondos requeridos para el renglén de asistencia técnica
directa a FIA. Dicho monto, calculado ¢ . U!58250.000,00, tiene como fundamen-
to la cantidad aprobada para FIA en ia primera etapa y las estimaciones
de clertas actividades, en las que la Institucién quiere convertirse en
el beneficiario directo. Un desglose preliminar de estas actividades y/o

asesorias podrian sers

Realizacidén por profesionales especializados, locales y/o extranjeros
de un estudio de mercado que determine en donde FIA tiene que dirigir
sus esfnerzos a medlano y largo plazo. Esta actividad recomendads en
la ultina evaluacion externa de la Financlera se inicid internamente,
sin embargo, considerando aspectos tales como cobertura del estudio,
importancia del mismo, etc. pensamos que es preferible contar con ase-

soria especializada.
Asesorfa especializada parz que FIA elabore la factibilidad econémica
y financiera de esquemas que le permitan obtencién de recursos de otras

fuentes tales como: emisi6n de bonos, instrumentos que permitan utilizar
la ventaja de tener cinco bancos accionistas ya sea en la coapra de

cartera u otros esquemas, etc.

a)

b)

Entrenamiento de nuestro personal tanto localmente como en el extranjero
en &reas de evaluacién de proyec}tos. capacitacién, créditos, asistencla

técnica, etc. ,.

c)

Viajes especializados para el estudio de financieras en paises que cuen-

d)
tan con una mejor Infraestructura en este sentido.

‘Centro Comercial Centro América, Tegucigalpa, D. C., Hondurass, C. A., Apartado Postal 226-C, Teléfonos 32.9790y 32-9854

!

w?


http:CIS$250.000.00

FINANCIERA NDUSTRIAL YAGROPECUARIA,S.A.DEC.V.

-2-

e) Asesorfa local o extranjera en el mejoramiento de sistemas de fnformé&tica
de la Institucién,

Esperamos .que el resumen anterjor pueda servir de alguna base al AID para
cuantificar la cantidad de recursos orlentados al renglén de Asistencia
Técnica a FIA en el nuevo proyecto de apoyo al sector de pequefia y mediana

empresa del pals,

Sin otro particular, me es grato saludarle,

Atentamente,

LF, SY
Gegente 1

ccrarch,

\et



ANNEX 1
Exhibit C.7

SECRETARIA DE HACIENDA Y CREDITO PUBLICO
REPUBLICA DE HHONDURAS

Tegucigalps, D.C. 24 de sgosto de 1988. CP-0860

SelBor

JOHN A. SANBRAILO

Director Agencias para el
Desarrollo Internacional (AID)
Presente

Sefior Director:

Ls Secretaris de Haclenda Yy Crédito Piblico en noabre del
Cobierno de ls Repiblica de Honduras solicita 3 ls Agencid para
el Desarrollo Internscionsl (AID) wuna donacién de Dhasta
US$1.650,000 que serfa utilisada en la ejecucibén del Proyecto de
la Pequefia Empresa 11, orientado al fortalecimiento ¥y expansién
del sistema imstitucional 3 fip de aumentar Yy mejorsr el
sumipistro de crédito, capacitscién, osistencis técnica y otros
servicios a las pequeBas empresas; as{ como tamnbién mejorar las
politicas b 4 su aabjiente regulatorio donde operan.
Especificamente, 13 donacién solicitads conplenentaris los
programas en pro del micro, pequefio y medisno empesario, que se
1levarsn » cabo con ipstituciones hondurefias sim fines de lucro
e ipstituciones financierss legalmente establecidas en el pais.

De acuerdo al Plan Nacional de Desarrollo, la asistencis s l»
pequefia y aicro empresa estd copsiderada como prioritaris, ya
que propicis la creacién de muevos emplecs, el aumento de los
ingresos de los sectores nis pobres y el fncrenento del valor
agregado 8 la produccién nacional. La duracién del programa en
mencién seris de cinco afios, que incluirfs ademis de la
cooperacién solicitads por el Gobierno » la AlD, 1a dopacitén de
US$13.350,000 » las {nmstituciones privadas hondurefias sin fines
de lucro que llevarén s cabo los programass de pequefia y micro
empresa que persitird financiar I» contratacién de asistencis
técnica; de modo que la donacién total de 12 AID serd de
US$15.000,000. Nuestro GCobierno programar$ recursos de los
fondos ESF del! SOX del Sector Privado por wp valor de
US$16.075,000 como fondos de contraparte duranté el tiempo de
ejecucidén del proyecto. Esta cobntraparte serfa utilisada
prisordialmente para establecer un Fondo de Pequefia y Mediana
Enpresa (FOPEME), con el flun de fomentar este faportante sector.

a2/
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SECRETARIA DE HACIENDA Y CREDITO PUBLICO
REPUBLICA DE 1IONDUTIAS

CP-0860

Aprovechamos 1a oportunidad para reitersr sl Sefior Director las
Buestras de puestra consideracién y estinmg,

Atentasente,

< ~
Y a
~V \

z
ublico ¥y

Adninistracién.

CFC/dr
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AGENCY “OR INTERNATIONAL DEVELOPMENT
WASHINGTON DC 2032)

ENVIRONMENTAL THRESHOLD DECISION

Project Location

Project Title

Project Number

Funding
Life of Project
1IEE Prepared by

Recommended Threshold Decision

Bureau Threshold Decision

Comments

Copy to

Copy to
Copy to
Copy to

Copy to

Honduras

Small Business Development 1l
522-0241

$15 million (Grant)

Five years (FYB8-Y3)

Lynn Sheldon,
USAID/Bonduras

Categorical Exclusion

Concur with Recommendation

John A, Sanbrailo, Director
USAID/Tegucigalpa

Lars Klassen, USAID/Honduras,

Frank Zaaroga

Richard Whelden, LAC/DR

IEE File

James S§. Hester

Chief Environmental Officer

Bureau for Latin America
and the Caribbean

9 1988

7[&&1& ,6- 1!{("‘5!31.‘1’“0 JN-9



ANNEX 1
EXRIBIT D
Page 2 of 13

ENVIRONMENTAL TRRESEOLD DECISION

Project Locationt Honduras

Project Title and Nuabder: Small Business Development II
522-0241

Funding: $15,000,000 (Grant)

Life-of-Projects , Five Years (FY88-93)

IEE Prepared By: Lyon Sheldon, Environnentsl
Officer, USAID/Honduras

Recommended Threshold Decielon: Categorical Exclueion

Bureau Threshold Decision: Concur with Reconmendation

. . ~ i..
Jw_./, 154-4/—(‘—01\— Date -"!13;35’ A

Lynn Sheldon ohn A. Sanbrailo
Eavironmental Officer ission Director

USAID/Tegcuigalpa USAID/Tegucigalpa

MJL/ pate 5 J2)/K5

Date

James §. Heater

Chief Environmental Officer
Bureau for Latin America
and the Cariddean

N



ANNEX 1
EXHIBIT D
Page 3 of 3

ENVIRONMENTAL CONSIDERATION

The purpose of the Small Business Developsment II Project 1is to
strengthen and expand an fnsitutitional system that will improve the
supply of credit, technical assistance, training and and services to
micro and small businessen; and to iwprove the policy and regulatory
environment in which snmall-scale enterprises operate.

Under the Project, over 20,000 micro and small business owners and
employees will receive credit and technical assistance provided
through intermediate credit and technical sssistance institutions
which the Project will help support and capitalize.

Technical asssistance and credit activities are asorg those actions
categorically excluded from the general requirement for an IEE under
paragraphs (1) and (x) of Section 216.2 (C)(2) of A.I.D.'s
Environmental Procedures. Accordingly, sn IEE has not been prepared
for the Project.

0207T 5/18/88

o
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Project Title & Number:

PROJECT DESIGN SUMMARY
LOGICAL FRAMEWORK
522-0241

Small Business II (522-0241)

2

Exhibit A

Life of Project: 440 million
From FY 88 to FY 93

Total U.S. Funding: $15 million

NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

Program or Sector Goal:

The broader objective to
vhich this project
contributes:

To increase employment
opportunities and expand
production through small-
scale enterprise develop-
ment.

Measures of Goal Achievement

Number of Jobs created;

Nunber of Jobs maintained;
Production value-added increases;
Increase in SSE investment;
Increase in loan approvals by
private sector financial
institutions.

National Inccae;
Employment Surveys;

Impact Evaluation(s);
Central Bank and

Ministry of Economy data;
Progregs Reports

Assumptions for achieving goal
targets:

=~ No further deterioratioa of
economic or political coaditions
in Honduras.

=~ Public and private sector
resources are available in
adequate quaontities.

— Economic policies moce
favorabla to growtis are adzpted
by thes GOH.
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Prpject Title & Number:

"PROJECT DESIGN SUMMARY
LOGICAL FRAMEWQRK
322-0241

Small Business II (522-0241)

Life of Project: $40 million
From FY 88 to FY 93

Total U.S. Fundiog: $15 willion
222 million

NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

Project Purpose:

1. Strengthen and expand
an instltutional system
that vill increase and
f{mprove the supply of
credic, training, tech-~
nical assistaoce and
services to the swmall-
scale enterprise secrtor.

2. Iaprove the policy and
regulatory environment in
which SSEs operate.

A self sustaining f{nanc{al

mechanism in place, that 1993 will
be capable of:

=~ Approving 450 loans per year,
= Stiaulating the creatfion of
2,800 3jobs per Year,.

= Permiting PVG's to have access
to commercial credict.

- A self sustaianing credic
guarantee mechanisam securing up
to 702 of the luan.

= Impact Evaluation:

= Records of participating
inst{tutions including loan
records;

= Audited bank Statements;
~ Funds made availeble from
other sources (privace,
public sector; mult{-,
bi-lateral donors),

= Reduction i{n risk and
{ncreases {n yields vill
motivate the f{pnancial interme~
dlaries to provide 30X of the
credi{t fund.

— Demand for small business
loans {s large enough to
achieve the self sufficieoncy of
the financial components.

= COH support continues under
nev government following
elect{on of 1989,

~ Provision of loan guatantee
mechanism will remove the major
obstacle (lack of collateral to
& private gector lending
program.

= Credit programs maintain
sound financial practices
including realis~ ¢ lending to
sub~borrowveres.

=~ Technical assistance provided
o participating entities is
affective,



P}oject Title & Number:

PROJECT DESIGN SUMMARY
LOGICAL FRAMEWORK
522-0241

Swall Business :II (522-0241)

Life of Project: $40 millfon
From FY 88 to FY 93

Total U.S. Funding: $15 zillion

NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

Outputs:

1. A self sustaining loan
fund managed by Fiductery
Agent capable of financing
450 new loans per year
though existing PFIs and
PVOs.

2. A self sustaining
credit guarantee
aechanisa permitting
access to commercial
credit.

3. PVOs strengthened and
providing training and
technical assistance to
SSEs.

4. Macro and sectoral
level policy and
regulator, analysis and
dialogue undertaken.

nrs/0217

\/\\

Magnitude of Outputs:

1. No. of loans year 5

in Portfolio 968
Outstanding

Portfolio $21.7 million
No. of PFIs

Participating 8

2. Amount of

Porctfolio

Guaranteed $15.2 million

3. No. of SSEs iacreasing
TA/Training 3,000

No. of bank training
Seminars given 10

4, Research and studies
conducted 10

1. Management Information
Systems of the participating
institutions.

=~ Annual Report of the
Intermediaries.

- No. of Participation
Agreements signed.

2. Guarantee premium received
by Fiduciary Agent.

= Amount of Guarantee
Certificates issued.

3. PY0s Manageaent Information
System;

= No. of firms that receive
TA.

=~ No. of attendants to
seminars,.

4. Policy reforms undertaken.

1. Level of demand sufficient to
generate enough revenues for
self-sufficiency.

2. Guarantee will eliminate
principle obstacle to credit for
SSEs,

= Default can be held to
projected levels.

3. Training and TA is capable of
improving SSEs operation; TA {s
available and at low cost.

4. Policy recommendations will
feceive priority within the COH.
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'toject Title § Number:

PROJECT DESIGN SUMMARY
LOGICAL FRAMEWORK
522-0241

Swall Business II (522-0241)

Life of Project: 440 million
From FY 88 to Fy 93 .

Total .U.S. Funding: 415 wiilion
—= nsitllon

ARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

iputs:

SSE Support System
3. OGrants to NGOs
b. PFI Credit &
Guarantee Program
Research and Policy
Analysis

. Project Technical

Unitc

Technical Assistance
Support FUnd
Evaluations/Audits
Project Liaison
Officer

TAL PROJECT COSTS

ON

Sources
A.I.D, GOH Private Sector
8,600 - 4,540
500 15,000 4,435
200 1,000 -
4,800 - -
250 - -
150 25 -
500 - -
15,000 16,025 8,975

= A I.D. and counterpart
disbursement records
and audft reports

= Project authorized and
funds allotted.

=~ Conditions Precedent to
Project implementation met
by counterpart institutions.



ACTION MEMORANDIM FOR THE MISSION DIRECTOR

FROM: Margaret Kronhouwjb/i

THRU: ence Klassen, Director, O/DF

SUBJECT: Small Business II Project (522-0241) PP Review

DATE: July 14, 1988

ACTION REQUESTED: Your signature 1s required to authorize the subject PP,

BACKGROUND: On June 1, 1988, a meeting was held to review the Small Business
11 Project Paper (PP). A brief Project description is presented below,

Life of Project FPunding: $40 nillion '
(915 m1114on A, I, D, DA Grant funds; $25

million O0OH/private sector contribution)
PACD: July 31, 1993
Inplementing Institutions: AND1/PYME, FUNADER, ASEPADE, Private
Fiovancial Instftutions

The Project goal is to increase employment and expand production. The
Project purpose is to: (1) strengthen and expand an institutional systea that
will fncrease and improve the supply of credit, traloing, technical
assistance, and services to SSEs; and (2) iaprove the policy and regulatory
eanvironment in which SSEe operate.

In order to create employaent and increase fincomes in Bondurss, the
proposed Swali Business II Project (SB 1I) will implement an expanded progras
for the development of small-scale enterprises (SSEs) as Bonduras enters the
1990s. The Project will build on the valuable expericice and lessons learned
from previous USAID-supported SSE programs, '

The Project is coaposed of two interrelated components:

* an SSE Support System coaponent to strengthen and expard the programs
of Booduran institutions, both Non-governmental Orgsnizations (NGOs)
and Private FPinancial Institutions (PrIs), which direct credit,

technical assistance, and traicing resources to the SSEs;

% an SSE Research and Policy Analysis component to focus primarily on

research, data collection, and analysis efforts to assist
policy-making lostitutions in the formulation of recommendations for

policy changes vhich will lead tc¢ an iuproved policy environment for
SSE developmeat, ’

DISCUSSION: The following decisions and conclugions weve reached duriog the
Teview which was based on the issues paper prepared to serve as the szenda
for the meeting.
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A. Instftutional Conplexity and Selection

In reply to the question of whether the Project is dealing with too many
institutions, the Project Design Coumittee (PDC) responded that the Project's
institutional configuration conforms to specific circumstances in Bonduras end
the need to develop a comprehensive saall-scale enterprise (SSE) program. 1In
the case of Honduras the need for assistance in SSE section 1s sufficiently
high and the assjatance coverage of any one Non-Covernment Organization (NGO)
is sufficiently low as to warrant the participation of the institutions cited

in the PP,

In order to eddress the questions raised during the discussion on the
selection of the initial participating organirzations and the scenario for
expansion, the PP fncludes a clear statement of why the institutions chosen
for the core group vere selected and why other organizations which aight have
been candidates were not selected. The fact that institutions were selected
because they were the organizatfons having the strongest ongoing programs and
the best potential for expansion and self-sufficlency is also discuseed in the

PF.

The conditions under which additional intermediaries will be selected for

participation in the SB II Project is laid out in the PP, Specifically, it
was agreed in the June meeting that no newly established NGOs will be eligible
to participate in the Project, While the the proliferation of new and
non-viable NGOs is not to be encouraged, the participation of additional
financial institutions is highly desirable and will be freely encouraged by
flexidble conditions for entry into the Project,

B. Pinancial Component

Various issues were rajsed with regard to the fioancial component. It was
decided that EPA, PSP and DF would meet and clarify the issues on the
guarantee fund mechanism, but in principle, there was agreement to move ahead

vith a guarantee fund on a pilot basis.

The issue of the desirability of snother directed credit program was
discussed, While it was recognized that directed credit can be an
intervention that distorts the market, it was accepted that finaancial
distortions in the proposed mechanism are minimal; i.e., credit is provided at
market rates, and unlike other directed lines of credit, this line will not
fmpact negatively on savings mobilization due to its costs, wvhich are
equivalent to those for mobilizing resources of banks. Moreover, there vas s
consensus the approach in the PP is consonant with language from the U.S.
Congress, which has mandated that credit be directed to small and
microenterprises. Finally, DF, PSP and EPA have negotiated an agreement in
principle with Central Bank regarding the interest rate cap on local currency
loans made by Private Financial Institutions (PFI's). Under that agreement,
PFI's will be able to increase the rate in excess of the cap, or add on
special fees to the interest rate which will result in a conbined rate higher
t'.an the cap rate. The procedural details for effecting this agreement are
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being worked on now by PSP and the Central Bank, and will be continued in the
fiduciary agreement to be used in managing the locel curreancy for the PFI
credit fund,

An {ssue was raised on whether the proposed maximum loan amount ($125,000)
would allow too much of the credit resources to flow to larger enterprises.
The PDC indicated that the objective of the program i{s employment creation and
that the size of loans, or the specific targetting of loans, was not & primary
objective. Nonetheless, it was decided that the section in the PP dealing
vith loan size would emphasize that the expected average loan made by the
PFI's wvill be approximately $30,000, and the justification for the
deternination of a $125,000 maximunm vill be further strengthened in the PP,
Average loan sizes for NGOs will be in the $300 to $5,000 range,

PSP, DF and EPA met shortly after the Project review and resched an egreement
regarding several financial component issues raised during the review, It was
agreed that an initial fund may be necessary to begin the guarantee prograa
but that it should be kept small, Moreover, it was agreed that the guarantee
fund will be successful to the exteat that the fund does not need to tap the
base after the first year of operation.

C. NGO FPinancial Self-Sufficiency

The issues paper questioned why the Project does not set a goal of
self-sufficiency 1in all activities for the three participating NGOs, rather

than sssuming that self-sufficiency is likely only in the credit programs
carried out by two of the NGOs. The decision was made not to change the goal

as described in the PP, but at the same time, it will be made clesr to the
NGOs that they are expected to etrive for full self-sufficiency and that
additional funding after the completion of this project is not to be
erpected, A special provision will be included in each OFG Agreement
r-quiring the NGOs to develop s self-sufficiency strategy to be reviewed by
4.1.D, and the PTU.

4s a result of the discussion on ANDI/PYME and its future after the PACD, two
additional issues were raised. Will ANDI/PYME be adble to provide the
required 257 in counterpart funds?! And, is & contract a more appropriate
fostrument for funding the activities ANDI/PYME will carry out? Calculations
of counterpart contained in ANDI's proposal vere reviewed and the Project
Design Coamittee has determined that ANDI vill fall just short of the
counterpart requirement. Non-A,I,D. sources account for 22,6 of the
project's cost, therefore a waiver of the 252 minimun requirement has been
prepared for the Mission Director's approval, While ANDI will fall short of
the counterpart requirement, it has made significant progress in increasing
non-A.1.D. contributions compared to the previous project which was financed

99% with A.I.D, funds. .

ASEPADE and FUNADEH meet counterpart requirements based on projected
contributions from other donors, These projections are supported by ASEPADE's
and FUNADEH's proven track records in generating other donor financing and are
documented by letters of intent from other donors for new or expanded

support, Coupliance by all three NGOs vith counterpart contributions will be
tracked during project implementatiom,

PN
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DF and PSP also met to discuss the sppropristeness of & contract, OPG or
Cooperative Agreement to fund ANDI's activities and came to the conclusion

that because the proposed progras siams to strengthen the institutionsl
capacity of ANDI and support its on-going programs; snd A.I.D. will pot have s
large oversight role, an OPG is the most sppropriate mechanism, a contractual

relation is not necessary.

D. Method of Obligation

It was agreed that there will be five obligating instruments - three OPCs, one
contract and a Project Agreement with the GOB,

E. Availability of Pinancing

In reply to the question on availability of financing, it was stated that if
any shortfall occurs, the Project will be amended to add Dollars or
projectized Economic Support Funds.,

F. Clarifications/Other Concerns

Clarifications and concerns outlined in the issues paper were satisfactorily
resolved and/or were incorporsted in the final version of the PP,

RECOMMENDATION: The fssues raised during the reviev have been adequately
addressed, Consequently, it 1s recoamended that you sign the attached PP
facesheet aud Project Authorizationm.

APPROVED:

DISAPPROVED:

nre: B/ AL /EF




Clearances:

DF:DCruz-DePaula (dﬁ)

PS P:XMoh LIy Y 1

PSP:MLtkar__DIAA. W4 '

EPA: (Richter
DP:JRivera
RD:KRockman

CONT:DRobbine
DMD:GWachtenhein

2656c“‘Ak>mhou:
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STEPS REQUIRED TO REGISTER A SMALL BUSINESS IN TEGUCIGALPA -~
FRANCISCO MORAZAN

I. FOR INDUSTRIES WITH CAPITAL INVESTMENT UNDER L:5,000

APPROXIMATE TIME
STEPS REQUIRED COST

1. The entrepreneur presents a 1 L.2 (stamp paper)
request to operate his
business on stamp paper
(fixst class) or on paper
which has the equivalent
value in stamps.

2. I the entrepreneur owns the 1 Taxes vary from
house in which his business L.25-100/year
operates, he must pay real depending upon
estate taxes. Such taxes are location.

established by the
Municipality in accordance
with zoning regulations,

3. After paying the real estate 1
tax, the businessperson must
go to the Department of
Cartography to get his
Cadastral Code stamped and
signed.

If the business is located in ) §
a marginal area where

houses have not been surveyed
by the GOH, the entrepeneur
must go to the Office of
Social Labor which is part of
the Municipal government.,
This office issues a note
which states that the
entrepreneur owns property.
Be then takes this note to
the Office of Ejidos to
receive his cadastral code.

S. After receiving his Cadastral 1 L.10
Code, the entrepreneur must
go to the cashier within the
Municipality and buy 2

certificates of L.5 each (one
for zoning and one for the

Cadastral code),

N
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He takes both certificates
glus a card which states that

e has paid all municifal
taxes due to the Planning
Section of the Municipality
to obtaina permit to operate
his business for 2 months,
The entrepreneur does not
have to pay sales tax during
this two month period. At
the beginning of the third
month the entrepreneur must
pPay his S percent sales tax;
after he begins to pay his
sales taxes, his operating
permit is {ssued.

If the business {nvolves food
processing or preparation the
owner must bring a sample of
his product for analysis by
the Food Control Department
of the Ministry of Health.
Health officials must inspect
his place of business; to be
approved the enterprise must
meet sanitary requirements
which include: a tile floor,
running water, a separate
room for food preparation
activities, special clothes
to be worn during work,
ventillation and general
cleanliness. After being
approved, he must request a
«.gistration number on stamp
paper (first class) and pay a
fee of L.100-150 (or. more)
for a registration number,

TOTAL

LXRIBIT €

FOR INDUSTRIES WITH CAPITAL INVESTMENT OVER L.5,000

The entrepreneur must contact
a lz yer and give him power
of ¢ _totney to present a
request (made on stamp paper,
first class) to open his
business. :

Page 2 of 6
S - 10 Personal Munici-
pal tax,
L.25-100/year
10 - 15 L.100-150
9 - 29 62 - 362

L.2(stamp paper)



TABLE 6.1 -- continued

1f the entrepreneur owns the
property on which his
business operates, he must
pay the corresponding real
estate tax to the
municipality's treasury as
established {n the "Plan de
Arbitrios" and the Zoning
Regulation.,

After paying his real estate
tax, the lawyer must go to
the Department of Cartography
to get the respective
Cadastral code stamped and
signed.

Then he must go to the

Financial Department to

pay for the right to hang a

sign in front of the business as
well &s a tax on the business
itself.

After paying these fees and
taxes, the entrepreneur must
proceed to the treasury of
the Municipality to pay the
Municipal tax and buy 2
certificates (one for zoning
and one for Cadastral code).

After paying these charge, the
entrepreneur must bring proof
that he has paid all taxes to
the Planning Department. He
then receivep a permit

to operate his business.

After receiving his permit, the
owner must organize his
accounting system and go to the
Income Tax Department of the
Ministry of Pinance and in

the Municipality to have them
avthorize his accounting books.
Each page of the ledgers must

be stamped by the proper authority.

TOTAL

30 - 60

36 -~ 68
plus taxes

ANKEX 11
EXHIBIT C
Page 3 of 6

varies

L.10
+ business tax

L. 10

L.:522 plys real

estate/business taxe-

N

r



STEPS REQUIRED TO REGISTER A SMALL BUSINESS IN SAN PEDRO SULA

. APPROXIMATE TIME
STEPS REQUIRED

The entrepreneuvr receives an 1
application form from the

Income Diivision of the

Municipality. After

completing the form, he must

buy a L, )l stamp and a

L. 2 certificate,

He presents the form to the 1 -2
Municipal secretary for

review,

The Municipal secretary sends 1 -2

the form to the Department of

Tax Control within the

municipality. The latter .
{nscribes the business on its

1ist and determines whether

the firm owes any past taxes

since the beginning of its

operations.

The Tax Department sends the 3 -9

tequest to the "Vocalia de
Policia™ to inspect the
establishment., If it doesn't
meet requirements or is used

for other than business purposes
then the department may 'deny the
registration request. The
request then goes to the
Department of Tax Control.

I1f the results of the 3 -5
inspection are positive then

they pass the request to the

Urban Planning Department.

This .Department sends

officials to inspect the

business to determine whether

it conforms to zoning

regulations., If not, the

request is denied.

ANNEX 11

EXHIBIT C
Page & of 6

COST

N
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11.

After Urban Planning

approves the trequest, it goes
to the Commission of Public
Works and Town Planning for
the final recommendations and
juvdgement,

If favorable, the Municipal
Corporation discusses and
analyzes the recommendations
at a semi-monthly meeting.
The Corporation is auvthorized
to give final approval.

The zequest {s referred to
the Munficipal secretariat for
certiffcation,

The secretariat sends the
certified request to the
Incone Control division which
prepares a bill which
ftemizes the value of taxes
and when they are due.

The entrepreneur pays the
following taxes one month
after becoming registered:
Municipal tax, garbage pick-
up, real-estate (if he owns
property) and sales tax.

If the business {8 {nvolved
in food-processing then the
entrepreneur must receive
permission from the Ministry
of Health, .

TOTAL

1 -15

15 - 20

13 - 54
Plus taxes

ANNEX 11

EXHIBIT C
Page 5 of 6
L. 3

plus taxes

-



STEPS REQUIREDL TO CLASSIFY A FIRM TO RECEIVE
BENEFITS OF INDUSTRIAL INCENTIVE LAWS 49 AND 681
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THE EFFECT OF POLICY UPON )

SMALL INDUSTRY.DEVELOPHENT 1N HONDURAS®

EXECUTIVE SUMMARY

The Honduran industrial secior has been In s state of recession throughout this
decade, While discrete project initiatives may help 1o revive the economy, they
cannot match the impact of policy change. Projects may reach s limited number of
enterprises; but policy changes affect all firms, Although industrial promotion
efforts abound, surprisingly little analysis has been done on the effect of Honduran
financial market, labor, C[iscal, and trade policies on industrial development. The
purpose of this mission was to anoalyze the impact of these policies specifically on

smaller-scale manufacturing firms. ,

Our main finding is that Honduran economic policy and the sdministration of
regulatory procedures greatly favors large over small. firms.  Another finding, based
on empirical data, is that Honduran small and medium firms are more econnmically
efficient than Jlarge firms, Existing policies, therefore, promote an {ucificient
structure of indusirial production.

An examination of the size distribution of firms jn Honduras reveals a
disturbing gap: the industrial sector is characterized by a few dominant large firms
and a8 multitude of micros. Medium-sized fisms and larger small firms are selatively
scarce. The question then becomes: Why don't microenterprises grow?

The answer is complicated and differs by subsector and even according o each
individual firm. The microentesprise’s lack of managerial and lechunical expertise,
credit and entrepreneurship can be cited as culprits, But a more hidden, yet
pervasive, influence is the effect of macroeconomic policies and regulatioas which

inhibit small firm growth, °

Financial market policies cap the maximum lending rate, thereby providing a
disincentive for banks to lend to smaller clients. Most small firms only have access
to informal credit at rates much higher than those charged by the banks. Exchange
rate policy supports an overvalued lempira which benefils primarily larger enterprises
that have access to foreign exchange at the official rate,  Smaller firms must
purchase imported inputs through dealers that oiien do not have access to foreign
exchange through official channels and add the customary markups. In effect, both
financial market and exchange rate policies lower the cost of capital for larger firms

and hurt the competitive position of small firms.

.

Another less explicit aspect of Honduran trade policy also hurts smaller firms,
The enormous quantity of smuggled gocds entering the country with the implicit
approval of customs officials is destroying firms in the shoe production, textiles, and
clothing industrics -- subsectors dominated by large numbers of ‘microenterprises,
The costs of Honduras's progressive labor legislation also affects the more
labor-intensive smaller firms disproportionately to their financial means, ’

The implementation of these policies is plagued by - bureaucratic inefficiency,
This red tape, or framites, saps the resources of all firms but particularly. inhibits
the progress of small firms. The process is sufficiently complicated and costly to
discourage smaller firms f{rom attempting to reccive benefits under the Industrial
Incentives Laws. to import products directly or, to a Jesser degree, to export,
Although it is illegal to.be unregistered, the cost of legality includes paying all back

*Prepared for USAI.D Honduras by Development- Alternatives Inc., September, 1987,

-
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faxes due since the firm began operations. Thus, unregistered microenterprises must
leap over a high barrier of costs to Join their formal sector counterparts and grow,

Our spproach does not begin with the presumption that policy should be tipped
In favor of the small, any more than it should swing in the opposite direction. We
sought to examine the differential impact of policy on small, medium, and large firms
to determine if it was neutral with respect 1o size, It §s not.  Our policy
recommendations are geared to redressing this imbalance. A general recommendation
which underpins the following is for the Government of Honduras (GOH) to maintain
fiscal and monetary discipline. Other key recommendations include: .

Flpancial Policies

® Remove the 17 percent ceiling on loan interest 1ates, as well as reduce the
32 percent reserve sequirement. Al 8 minimum, the mission should allow the
Industrial and Agricultural Finance Corporation (FIA), which is not subject
to the BCH interest ceiling on loans, to raise its rates above the current 17

percent maximum level;:

® Provide ongoing support to specialized private sector credit institutions such
as FIA, ASEPADE, and the National Development Foundation (FUNADERH) s
Jong as they maintain adequate financial performance #nd repayment rates.
)T feasible, these credit institutions should also mobilize savings from their

clients; o

)

e Limit the scope of rediscount programs directed foward priority sectors --
including small and medium enterprises -- since they introduce distortions in
financial markets and create disincentives to mobjlize savings. Such lines
shoulo be geared toward the promotion of investment credit and be combined
with policies that encovrage banks to mobilize term resources. Given these
caveats, a special small enterprise lending program might be designed for the
Banco de Occidente, a unique and encouraging example of what 8 commercial

bank can do to assist smaller firms; and

® Set interest on government bonds at levels dictated by the market, possibly
through an auction system, Also, these bonds should not oe redeemable at

sight.

Labor Policles

e Revise the Labor Code to: (1) lengthen the probationary period of
employment from two to six or eight months; (2) exempt family workers de
Jure from all provisions of the code other than those dealing with personal
health and safety; and (3) absolve smaller firms from the financial and other

obligations of the Labor Code for several yeass;

e <estrain wages and hirings in the public sector and press ahead actively on
the privatization program; and
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o Overhaul and strengthen the human sesouices training programs in worker
education and management fields,

Fiscal Pollcy

# Reform the tax system 3o that firms may constitute reserves for their
contingent labor liability (pasivo laboral) on an annual basis. This
accounting change would result In & more realistic portrayal of their
financial condition and reduce their taxable income;

e Substitute the policy of classifying enlerprises 1o receive special tax
exemptions with one that provides more equal treatment to smali and large

firms;
o Introduce a Joss carryover provision that would allow firms to carry fosses

from one year's operations forward to offset tax liabilities in subsequent
year and thereby reduce the decapitalizing effects of the existing tax system;

and

o Increase the zero tax' bracket in the income tax structure to some multiple
of its present level to enhance the capital accumulation possibilities for

smaller firms.

Trade Policy

¢ Conduct a thorough, independent analysis of the effect of the overvalued
exchange rate on the Honduran® economy. I study results agree, then
devalue the lempira to its free market rate (0 iIncrease the international

compelitiveness of llonduran nontraditional exports;

® Reduce protection levels so that Honduran producers can compete more
effectively against their Central American counterparts; and

e Control the influx of contraband goods into the country..

Regulatory Procedures

e Eliminate the penaltics incurred by enterprises when they regisier to enter
the formal sector; .

~ o Streamline GOH procedures required to vegister 2 firm, assess and collect
taxes, classify a firm, and import or export products. The GOH should not

require firms to hire lawyers to tackle these procedures.

A critical constraint to sound policy making s the scarcity’ of - skilled
economists within the public and private scctors.  Honduras can boast of only a
handful of local Ph.d. economists working in the country. The ministries concerned
with policy making do not have the technical capacity required to perform this
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function, In addition, several ministries have overlapping functions, " follow
contradiclory policies, and are plagued with frequent turnover of staff due 10
political influence. Private sector lobbying groups also lack the experi’se to analyzg
the effect of economic policy and practice upon their constituents, Building capacity
to mnalyze and formulate economic policy Is a long-term process that should receivy
the highest priority. Foreign technical assistance may help to alleviate this problem
in the short-term but it is no substitute for the lengthy process of training selected
Hondurans overseas in advanced degree programs,

Note;

The findings and recommendations of this study are based upon interviews with

key informants scattered within government agencies, lobbying groups and -

private businesspeople, and data found in secondary sources.  The primary
source of information for most of the findings is derived from two sources;
raw, coofidential data on 216 classified enterprises (graciously provided by the
GOH), and "structured interviews conducted by the team with 47 micro, small,
medium and large enterprises. To focus our study, we decided to interview the
four most dominant industrial subsectors -- food processing, clothing, leather
shoes, and wood furniture. This spproach enabled ws to get & much clearer
view of the efficiency and differential impact of policy upon sma!l versus large
industries, ' '
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LIST OF DOCUMENTS REVIEWED FOR PP DESIGN
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Support. washingtom, D.C. Noveaber 1383
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Goldmark, Susan, et.al, The Elfect of Policy Eon Small Induetry
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Heinzen, Jewes. Mid-Project Evaluaticn of the National Development
Foundation of Bonduras (FUNADEH). Octo

Herman, Chris. Flexble Project Design APproeches: AID/Washington
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Occzssional Paper No. 3. January 1986,
Huot, Robert. A.I.D. Evaluation Special Study No. 27, Private

Voluntary Organizations and the Pramotiom of Small=Scale
Enterprise. 1llinois State University. July 1988

Hunt, Robert and Mirero, 5.M.A. End of Project Evaluatica of the Small
Business Scheme of the Natiocnal Christian Council of Kenya.

I1linols State University. March 1385
Kilby, Peter and D'Zaura, David. A.I.D. Evaluatiocn Special Study No.
28, Searching for Benefits. Wesleyan Dniversity. June 1985

Liedholm, Carl and Mead, Donald, Small Scale Industries in Developing
Countries: Empirical Evidence and Pallcy Im Tcations. Hichigan
State Unlverslity, Fast lansing, Wichigan. 1957.
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BULLIAL ANALYSLS

SMALL HUSINESS 13 FPRUJELT

by Uriando Hernandez
May 4, 19ub

A. introduction

This analysis w11l oeal with several topics. These topics are:

(1) the qeneral SOC10-economic protlile ot micro- and smaill
entrepreneurs; \Z) the type ot employment that support tor smatl ana
megium-si1 zeg enterprises through recent AlD tundea project has

generatead; (3) the 1mplications ot! the new Small Business 11 FProject
tor tne small business sector qQilven the level ot ettort intended; (9)
contextual aspects O1 the Honouran setting that coulad infiluence the
development o! smail enterprisesy (5) the attitudes ot more progressive
banks regqarocing tne small business sector ano their 1nvolvement in the
projecty t6) the participation ot beneticlaries i1n past simlar
projects ang ways to enhance 1t through this 1nterventioni and (7) the
possibie project spread ettects. A section on conclusions 1s i1ncluded
at the ena.

Quantitatrtive and qQualitative data tor this analysis come trom an
array ot sources. Among them, the most 1mportant are: studles carried
out trom the early to the md BU’'s to depict SMES] 1mpact evaluation
reports o1 partialily or tully AlD tundea projects supporting SMEs; ang
gata Qqathered by the author ot this report through structured
Questiornaires or tree 1nterviews.

B. tThe Micro and Smail Entrepreneur

1. 1he Micro-Entrepreneur

Si1nce 198b, ASEPADE, with support trom several donors 1ncluding
AID, has 1mplementeo a cregit proqram tor micro-entreprises. The
latter are oJetined as businesses using Jlabor-intensive technoiogy,
having less than L10,000 1n liqQquid assets ano up to ten workers. Such
are the criteri1a to participate 1n the proqram.

Cruz (19d"7) conducted a study Ot a sub " opulation ot project
beneticiraries. This was a sub-population characterized by ats
stability. Stability was detfined as having at least three years 1n
operation and having received at least three loans from the program.
The 1ntent 1n making this selection was to have a better ground for

1solating the i1mpact 0Ot credit. lhe hypothes1s was that in the case of
more stable businesses, intervening tactors such as lack .ot markets,
owner's experience, etc. would be under control. From this sub-—
population a sample ot 85 tyrms was selected. Chosen firms came trom

three strata: woodshops, tallor shops and shoe making.

9
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Freiiminary resuitls o©1 the Lrur (15S37) study 1ngicatea tnat tne
vast maitrity o1 1ntervieweo entredr eneurs are petween s) ana D0 vyears
ola, nave o6 depenoents, anNg nave some geqree ot ei1ementary eoucatilon.
SY% 0V tnem nave uGnNe ta high  sSchood ang onNiv  o/4 O Tthem have
participateo 1n Trai1nlnag Ccour ses rejateg To technicail ano
anoministratlve aspects ol tNEelr DuslNeses.

ror o/7 O thnem, thexr 1T1rms conNnstltute tnexr ON1y sSsoaurce ot
yNccme, 1nav 16, noe  seconoary 1NCOme  OenNeratiIng acvivities were
practicen, lnere are s1qQnNlticant sSedsconNal varliations 1n 1nNcome. this
1 s -y Pl alneg Dy two reasons, une, May, June, JuUIvV ano Auquswt ar e
months ot poor saies, 11 any at atil. ANQ two, the vast majority ot
entrepreneurs 1Ntervieweo have no T1xeo0 monNntnly salary througacout the
vear. they pav themseives Dased oh the Tirm’'s net earninags per montn,
1IN o7z o1 the cases, 1NCome 1S Ccomplementeo Dy the earminase o1 other

tamiiy mempers.

ine average monthiy 1Ncome Ot an 1Nntervieweo entrepr enceur (1n the
betiter earning MINTNSs 1S L /23U, wWwhen otner 1amily members work, they
may have (1n those same montns) an agoiltional averaage moNthly 1npcome ot
tLool. witn tamilaies having on the averaqge seven aembers, thils
represents an estimated per capita monthly 1ncome o1 L1144 t10or those
tamilires whnere the entr epreneur 15 the only source ot 1ncome. it
represents an estimated per Capita monthiv 1Ncome ot LlJ3< when tamily
members wark. Ine oper capita 1NCame 1n Tamijles with onily one
breadwinner 1s comparabie i1n cCconstant lempiras o that Oetecteo 1N
tamiiies livina 1n tne 1€55 poar maroilnal barri10os o1 IeQqucilqgalpa

(Zuni1ga et. ai.. 1IYbBoOs.

It 15 o11tiacuaT O Savy NOw mMuch Q' TnNe earnlnas are rernvestea 1n
vhe tirm. ine reoor teo aver age leve) 1 MOoNthiy expenaityres 1s
SiMmljar To tnat G manNthivy earn) ngs, wnen 1amiiy members oo POl WOr K.,
ncwever , separatinag certain rtamiiy expenol tur es trom busS1Ness
expengitures may not aiways be easy. FOor example, 147 have their shop
1N thexr nome, ano airmost Duv. are currentiy €ei1ther renting or pavylnq
TOr their house. Ihe tact that other tamily members besi1ges the
entrepr eneur wora. mav be inclicative OV a tamiiv Strateqy aillowing a
constant 110w OT 1NCoOme TO tne hcousehoia, 1rrespectave OT Now mi1nimal
tNls coulop oe. Sucn tiow Couio be ot 1mportance partacularily ouring
those montns wnen 1i1rm sailes arop.

in tne sampie, Tarms nave peen 1N operaticon an aver—ae o1 4 vears,
ano 1N BU% Ot the cases tne business was startead with perscnal savings.
Lurrentiy, average 1i1xed assets are Llslie.

BO% 0! these t1arms empioy an averaae ot 4 permanent employees. in
the other 104, a1l employees are temporary. r1rms having permanent

*L/Y9v// 1tamiily members = L1135 per member

“ L/9ur LObl = (L13D1//7 tamily members = L1Y34 per memper
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emplcyees also hire temporary laborers, particularly tor the months

when oroers 1Nncrease, Among these tirms, there are cases when the
number ¢1 temporary employees Ccoulo be as hign as that ol permanent
wor kers, SH7 O1 11rms 1Nterviewed do NOot use any t1amilly 1abor. HY/% o1

the entrepreneurs 1ntervleweo estimate that they use semi—quail tiea
lapbor. Yyet, a1V A reporved that one o1 thear more 1mportant labor
problems 1n tne business 1% tne 1ack o1 workers and/or ot adequately

traineg workers. it 15 KNown that some mMICcro tirms train their own
wor kers, wnen this takes place, most apprentices are tamiiy members.
Yet, some non-tamlly members may aiso oe tralned. jhe technical
li1mitations Ot the trainers are transmitteo to tralnees. in agaoition,

tarming Dersonnel tnrouadn apprenticesnip proarams 1S a lenainy process.
ihe lack Ot trailned workers may be most 1mportant during the period ot
high gcmano tor the pProgucts tnat they manutracrure, when temporary
laborers neea to be nireag. the vast maj)ority Ot miCcro enterprises 1n
the Lru:z (1'987/) sStudy. Y17, pay workers by the piece O1 work produced.
Unly 57 are aoble to make soclal security contriputions, and can attorad
paying the seventh day and/or the thirteenth month, as applicable.

raw materials are bought trom vretallers 1N 724% O the cases.
Micro—entrepr eneurs 1Ntervieweag teno to buv raw materials either daily

or weekly. Froouction 19 schedul ed based on oraers placeo or
avaliability o1 1unas. LLack o1 wOr K1 Nna capitai ana lnadequate
equlpment ana machinery ar e repor tead as the main obstacles to

production.

697 keep no records at all, be they records reqarding purchases,
payment o1 services or sales, In adaition, 937 1noicate that prices
1or proaucts are set basea on experience, nNoOt on rellable data. In
order o1 1mportance, however, ln most cases the months ot higher sales
are assoclated with Christmas, the initiation o' the school year, and
the celebration ot lnoependence Day. One ot the maj)or marketing
problems perceived 1s the low praices atv which they can sell thear
production due to the current level oil contraband 1n Honduras.

impact g©ata tor AStEFPADE'S UKEME program werg reported by
Reichmann (198YH). Accoraing tOo these o0data, beneticiraries o1t thas
proQram may be divided 10tO0 TwOo cateqQories. lne 11rst category seems

to be composed oOf tarms that experiencead Qqrowth 10 ti1xed assets,
monthly sales and.net 1nhcome. iln acdaation, these were t1rms where new
Jobs were generated. lhe secono cateqory seems to be composed of farms
where stability was observed 1n most ot the above mentioned 1ndicators.

This cateqorization must be considereo as analytical rather than
statistical. Une would have to have access to the raw data to
determine the statistical valioity of these categories. This validaty
would be crucial to determine sample behavior and assign farms 1nto
each one o0t the cateqories createa. lhe current situation does not
permit us to do SO. However, despite the limitations that we face
hypothetically 1t would seem that about 4U% ot the studied micro-
enterprises would belonq to the tirst cateqory, and that the
dgi1tfterence, 607, would belong to the second.



Ilmpact 0ata 11n tthe case o1 1ti1rms where chanoes were observed
1ndilcate that: (a) ti1xed assets 1ncreased from 12 to ZUZ%; (b) monthly
sales 1ncreased by an average ol b/%i (c) net monthly 1ncome 1ncreased
by an averaqe ot /HZ} ana (0) the number ot new )JObs generated per tirm

ranqQea trom 1 to 4.

interpretation o1 these gata must be aone 1in the ‘OIJOUIHQ

context, When evailuated by Keilchnmann, the UkeME proqram had been 1n
operation aImost two years., inrouqh this oboroqram, the average loan was
LOUS], in adagition, stabillity or changqe 1n tirms may novt be
attrabutabie to program tactors alone. Ilhere are 1ntervening varilables
attecting proqQram periormance, particularly o' a contextual nature
(e.q., general pertormance ot the economy, pPolicy tramework under which

small enterprises operate 1n Hoanouras, etc.).

HearinQ tnis 1n mina, Keichman'’'s 1mpact aata seem to sugqQest the

tollowinqg.
(1) LREME has had substantial i1mpact on tirms having experienced

Qrowthn,
2) In the case Ot the 1atter tirms, Qreatest change was observeo
1N moNnthly sales ano net 1nhcome. this 15 understandable as
many ot the loans made through the proqQram were used as
workinQ capaital. As vreportea apove, 1N Honduras lack ot
working capital 1s oneg ot the ma)or obstacles to growth 1n
the micro ang small busi1ness sector., CREME, then, 18

provigding a4 SOIUTI1OoN TOo this limitation., X
(4) Ubserveog 1ncrements 1n net income are Jlarger than those 1n
Qr 0sSs 1ncome. this tindinqQ may lead us tO SsSuppose that some
¢! the Ccosts O1 studieo tirms were kept constant when working
capi1tal became availliable, AS a result, such tirms would have
used more elrticiently availlable resources, both capital ana

labor.

(]q) Hirms showing stabilaity may have controntea ditticultaies tO'

operate 11 trey hag Not recelved assistance trom UKEME. From
this 1ntormation Qatherea, however, 1t 1S hard to determine
how the tirm’s peri1ormance wouiao have been affected haoc UKEME
support not existed.

ihe kexchman stuoy 1S suggesting that 131t would be 1 hadequate to
assume tnat all micro ang smali tirms recei1ving assistance ftrom a Qiven

progqram will show Qrowth. As mentionead above, there may be tactors
cutside the control ~©O1 such proaram which witl affect a firm's
perlormance. These may be factors 1nherent to the firm or related to
the context 1n which lt'ooerates. Koeser (19HZ) nao suagesteo, tor

example, that limiteg marker elasticity common '*n Honduras 1S an
1mportant constraint to small business qrowth. Although Koeser (1982)
has arraivea at thls conclusion atter studyinqQ vural businesses,
extrapolations to urban settings are possible, Applylng Koeser's
fxnoans to the LUKeME progqram, we may arque that those CKEME
benericfaries that have experienced stability may have recached a
cerr ‘1n plateau oue to the share ot the market that they are able to
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control or tne number o1 competitors that they ‘ace. ASsi1stance trom
the UKkMt program may have nelped these t1i1rms retain the level ot
Qrowth that they hao reached prior to proqQqram 1nvolvement. What 1g
bei1nq suqQaested here 18 hypothetical, turtnher i1nvestiqgation ot the
1SSuUe o! stablilty O 11rms 1S warranted. Ilhis 15 an activity thnat may
be carriea out py the FPMU.

Keichman was abie to probe 1nto the impacit cata qatheread to beqin
ofterinq expianations tor the Qrowth observed i1n about 4U% ot the tirms
1nvestiqatea. She concluded that a common Characteristic sharead by the
MOSt successtul tirms 1n the i1mpact Study was the higher number ot
UKEME lcans with respect to the norm that these firms haa received. A
selection criterion to participate in the 1mpact study was to have
receilveag at least three loans. Ine most successtul tirms had received
Oon the averaqQe s1x loans., Ih1s seems to suqQgest that 1n adoition to
ACCes5S 10 workinQ capital, CONTINUOUS SUPPOrt 1Or MICro t1rms 15 & key
element 1or aQrowtn, bSuch contilnuous support may 1mMpiy NOt oONly having
relativeliy constant access tOo tunds, but aiso to the other services
Ooftereg through UKEME (e.q., technlcal assistance andg/or traininQ). 1t
1S possibie to hypothesize that contlnuocus support 1trom the dgitterent
proqrams 1mplemented  throuqh CkiMe may help develop the potential ot
those tirins not havinQ yet reached the pliateau ot qQrowth mentioned
earlaier.

<. Smail_tntrepreneurs

a. Uwners ang Firms

Fajarax er. al (198D) conductea an investigation among 100 tirms
classitieo as small enterprises accoraing to the craiteria establisheo
Dy the Ueneral virectorate ot industries. 20 ot these ftirms were
locateo 1n lequciqalpa and 950 1n San Fearo Sufa. they came trom the
five most common production strata i1n  the country tor enterprises ot
thas si1ze: fooostutrs (mainiy bakeraies); clothinqQ; wood turniture;
Printshops; and metalwork (mainly bars, and metal doors and tences).

Basea on the det.nitional criteria utilized by the Ueneral
Directorate ot industries, these were tirms with rixed assets under
LSV, 0Cy. ano up to 1V permanent employees.* In the case ot tarms

- AS 1t wWi1ll be turther discussed 10 the section ot conclusions
o' this report, 1nNstitutions tend to have ditterent
detinitions ot micro and smaill enterprises. Similar, though
fot equivalent, craiteria may be utilized by 0Oi1tterent
1nstitutions tor ditterent purposes. tor example, both
ASEFADE and the Directorate ot ilndustries utilize the cei1ling
ot ten employees to detine target enterprises, ln the case

01 ASEFADE 1t 18 uvilized to detine micro—enterprises. in
the case ot the Directorate ot Industraes, on the other hana,
1S utilized to detine small enterprises. in aaoitaion,

W\
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visited, most employees were men, ihese were t11rms which had been 1n
Oop&ration an averaqe ot 10U years, 1he distribution o1 the sample with
respect to age 1s positively skewed, meaninNg that a large proportion ot
the farms 1nvestigated had been cperating more than the averaqge period
r eporteo.

in 782 o1 the cases, the lirm was beinq run by the owner, and 1t
constituteo his oniy source ot 1ncome. Unity 1n X227 o1 the cases were
1irms 1n the hangs o1 persons otner than the owner, ei1ther close
relatives or hireg statt. in the latcer si1tuation, the owner was
ei1ther manaqlng another 1irm oOr practicing a Qiven protession which
constituted an aocoitional source ot 1pcome. Manaqgqament o1 the tirm by
non-—-awners was more Common 1in legquciqalpa than 1n San Fedro Sula.
1yplcally. the manaqers o1 the tirms were nigh school Qraduates.
However, “b%Z ot them hag only qQone to elementary school. Manaqers ot
these tirms tenged to pertorm the main tallowing tunctions: planni1ng
ang controy, personnel management, purchases ang 1nstitutional
li1nkaqes. in 45% o' the cases, they reli1e0 on assistance trom fTirm
emplovyees Yo market thealr products, in BY%Z ot the cases, they reli1ed
Mainly on contracteo—-out services to handle thear accounting.

in orager ot i1mportance, the more qeneralized problems reported by
1nterviewea tirms, 1ndependgently ot products manutactured are: lack ot
locally producea raw materials: lack ot toreign exchange to purchase
raw materials which are normally 1mpor tea; and lack o' adequately
trainea personnel. Ltocalily produced materials are scarce, may not be
avallable when neecgea, show si1Qnilticant variations 1n price, or do not
meet qQuality stvanoards requlired. in the sample, lack ot torexgn
exchanqe was attectinqg particularly small 1ngustries manutacturing
clothing ana metai products. he majority ot Training tor empjoyees
haa been provioeo by the Dubllc Sector. However, most O! this training
haa been 1n 1noustriail satety., iraining 1n proguction vrelatred
actlvitlies seems o De considerec ot nigher 1mportance. It was
believeo that such Training must De ocearea to e speciltic neeas ot
small enterprises. iraining TOor workers, tor example, was needed 1n:
pattern use 1or tne Manutacturling O1 ClatNinNQ: appiication ot varnilshes

ASEFAUE Talks O 1V empiovees., witnout taking 1Nto account
their stapbilliltv within the 1T1rm. i the case ot the
Directorate o1 Industraes, stabiliity 1S 1mportant. The
detinitional criterion speaks ot 10U permanent employees.

Ilhe 1mplications o1 these detinitional ditterences tor the
SO0Cl1al analysis 1S that the cateqories ot 11rms to which we
make reterence 1N this report are nNot nNecessarliy mutually
exclusive, What 1s presented 1n the social analysis 1s an
inteqrated mosaic O1 11N0iNQS. this has been done as not one
si1ngie stugy carrieo out recently providea all the
intormation needed tor this analysis. Secondary sources ot
1n1ormation were utiiized to the extent possible.

¥
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ang turniture t1inishinQ 1N carpentery SsShopss and milling 1n metal
shops.

Loldmark et, al. (194/) reportegd the resulits o1 a tieja
1Nnvestigation which 1Nncluced Zb micro—- ano Small manutacturing 11rms.
ACCOYo1NQ TO these authors. 13DOr Quallty 1s a problem shared by all
tirms*, 1Nnodepencently ot their size. Labor qQuality has a girect 1mpact
oNn Product qQqualilty. in turn, pPoOr Prooucts are l1ess marketable, making
1t more ai11ticutlt tor these tirms ¢tO produce 1Ntermeglary Quods tor
1l arqer tirms with Qo000 export potential, or already selliing thewr
production abroada, The smaller the tirm, the lower the possibiiity ot
having bullt-in systems tO cCoOrrect labor Quallity problems such as 1n-
house traininqQ programs, acdequate 1nspection ot 1Nputs ang outputs,
etc. For boldmark =2t. al., (19y/), inteqration o1t smaller anaga larger
tirms seems more gditticult 11 the labor quality problem 1n  the tormer
15 Nnot resolved. Smallier tirms, as 1N the case o1t miCcro enterprises
reporreg above, may 1mplement apprenticeship proqarams, However,
throuqQh these programs resulits are prodgucesg sSiowly and do Not always
sati1siy the needs o1 skillleo personnel that these Tirms contront. In
aocog1taon, the move skillied trainees, be they tamily members or not,
olten leave tihe tirm where the training took place, They may be
attracteo by either higher paying Jobs or the possiblility ©O1 setting up
thelr own business. tor those authors, smailer tirms shoulg ang woulo
be the major beneticlaries of any measure rejlated to the 1mprovement oOf
human resources,

Ilhe Francony et al. (1'7681) Sstudy proviced some 1nsi1qhts 1nto the
financaal si1tuation and marketinQ characteristics ot these tirms.
These authors heqd also stuaied 1UD tirms detined as small and meaium-—
s12ea accoargin@ to the t1xeagd-assets ¢raterion ecstablishec Dy the
Leneral Directorate o1 lhigustries. lhat 1S, less than LHOVU,000 1n
assets tor the smaii 1ngustries, ang trom LODVU,V0U1 to L4ULV,V00 1n the
case O meoirum—-sS)1zedaq. AS 1N the study previousiy mentioned, these
tirms weve locatedg 1n lequciqalpa andg San Fedro Sula.

tinanclally, smaill tirms seemeqd tO contront two problems: tack ot
13Quiocity, ano 4di1triculty ot access to tinancial i1nstitutions to obtain
wOorking capitai,. Li1Quilolty problems are partially explained as 1n ByZ
Ot the cases seed ang operating capiltal were provideo by the owner,
wiltr all the limitations that such arrangement 1mplies. ihis situavion
was aqQqQravatead by the fact that z7i o1 the t1irms hao gi1tticulty
collectinag trom buvers who had purchased merchangilse on creogit, and
that «77% haa also reportea that their i1nventory votation was slow. On
the other hana, oOuring the year that the study was conducted, 6494 oY
the smal] tirms visited had presented i1ocan applications to the banking
system. I1nh MOSt Ccases, ti1rms were requestingQ operating capitail. Only
97 ot them, however, had l1oans approvea. the most common reason tor
agenyatl ot loans was the 1ack ot sutticient coilateral. At the time ot
the study, qQuarantees requilreo by banks were equal to 1DUZ o1 the loan

amount. When asked about the potential use Ot joan 1unds 11 they were
to be made available, 417 1ndicated that they wouid 1nvest 1n machinery
ang equipment, “L47% woulda use locans as operating capitas (mainly to

RN
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Obtain raw materials), and ZZ% spoke of their need 0 expana plant
tacilities.

With respect to marketilnq, b4z o1t the smatl 1i1rms reported that
there 1s permanent cemang tor their products. This 18 due to the type
ot qQoods that they manutacture: 1ooasturrs, clothing ang wood
turniture. Amonq smail entrepreneurs visiteo by fanconi et. al.
(19s1), seascnat varlations 0o exist. However, they are liess common
and ot a lesser magnitude than those reported by micro—entrepreneurs 1in
the Uruz (1'99/) stuoy. bUZ O1 the smali erterprises visited DY Fancony

et. al. (1981) manutactureo QoCO0s baseda on orders placed. AL%
estimated that gemand tor theiv prooucts had Qo0d portenvial 1or Qrowth,
Provioeo that both Quaillty ano prices 1mpr oveq. tmprovements 1n the

Quality o7 QoDos manutracTur eg 1S hinoerea Dy a seri1es ot tactors
incluorng: poor quality (vl ) raw materials, characteristics ¢t the
machinery ana equipment utllilzeo 1IN tne manutracturing process, and poor
SK1ll tevel O1 empicvees. Ubstacles TO praice 1mprovement are mailnly
pPooOr overatlli production Dlanni1nNQqQ, G1111CcuUaTyY O Keeplno ocwn costs,
particulariy the prices ot Yyaw materiails, ano limiteo Knowledqe ot
competitors, AS a resulx o1 this, pocrtentiaa gaemana 10r Qoods
manutracturea by tnese tirms remains untappeaq, torcing them 1N most
CASeS TO WOrKk oniy one sni1ty per daayvy.

Wwhen studylna access tOo technical assistance, LOlodmark et. al.
(198/) touno a cliear cut ar1stincrion bertween larqQe anao medium—sized
tirms on one side, ano smailer ang microtirms on tne other. AsS they

put 1%, “"tne (oivision) turnec on the prooiem 01 access”. inat 1S, 1N
many o1t the large ang meoi1um-s:zed tirms visitea, owners or manaqers
hao recelveg traininag aor cago, wvere in permanent contace with

technoicqgical agvances overseas thrcuan their torei1qn partners, made
V1S1ts To more oeveloped countries, or had recelved assistance through
sSpecilas 1Nnstitutilonad arranqQements magde availlable throuqh F iUk, INCAE,
UND- or simiiar agencies. Smaii ang micro—-enterprases, however, were

1N tne c<«pposite position. BY anhao jarqe, they are home qQrown and
gepennant on tne 11mMteoc i10cCat training opportunlties 10r proltessional
Qrowth, AS a result, they olten showes i1qnorance o1 1Mmportant aspects
Such as proguction jfayaout, sCcheguiilnqQ o1 productach, and qQuaility
CONIrol, Lbrzat neeas ©1 technicas assistance iIn the area of marketing
wvere also oetected. FOr L3Didmark et, al., (194/), as expressed by small
entrepreneurs themselves, "the small sell what they make 1ather than

N
MmMaKke what TNy can seij.,"

lhe gata presenteo above i1ndicate that smai il T1rms nave qrowth
potentias. tnat S“Mmais entrepreneurs are aware oOov tnis, ana that there
has been mitivation to contilnue oneracing, ang 1n scme cases even
1mMproving afng expangdlng operatilons. the averaqge aqe ot small tirms
investigatea by Frajardo ec,. ait. (19d0) ana the observed sample
gistripbution with respect toO ace 1s propabliy 1noci1cative ot the
obstacles tnese 1irms have taced in order TOoO Qrow: obstacles which i1n
some 1nstances, particuiariv 1n tne iequciqalpa area, may have torced
Small entrepreneurs to 100K 1or other sources ot 1ncome. trom the ocata
bre -nieo sbove, 1t 1s aisc clear that the main obstacles tor qQrowth to

A
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take place are relatea O financal 1i1qQuicaity problems ana limitedg
access to banking resources, di11taculty 1n obtaining l10cally produced
Oor 1mporteo0 raw materilails, 1ack Ot sutticientiy Qualitieo personnel,
4N0 anpsance Ol agequate Mmarxeting sSirategies to overcome an apparently
permanent, vet staghant, 0emano 1Oor aoGus traoitionastly manutacturea by
Ssmall enterprises,

lhe continuation and expansion o1 proqQrams i1nhcluoinqQ creaxt,
technical assistance and training to Mmanaqers and workers oOf small
enterprises seems warranted, txperiences with programs Ot this nature
1N the past have shown t0O have positive resuits., the evajluation ot the
ANDI/FPYME program carriea out by tlores (19yd/a) 1ndicates that with
Proper assistance, the qQrowth potent:al o' smaiji enterprises can be
deve!loped. Ihrouqgh the mentioned program, a network ot #vUls providing
SUpport to smail businesses was created. in a perioa ot over two
years, 1nstitutions participating 1N the network were able to provide
loans, technicatl assistance and <training to approximately 3300 micro
and smail tirms, Most ©1 these were manutacturing tirms producing
ciothing angd shoes. DY% O tnese 1irms were owned by men. 417 were
awnea by women. tlores (1YBsa) studied the peritormance ot H$sU proqgram
participants, the stugdy was carried out by comparinQ Pproduction and
employment 1noicators tor two three-year periods. Une ot these perioas
corresponoeac to the three years prior to proaram 1mplementation. The
other corresponded to the duration ot the proaram. Kesuits o1t thas
comparison indicateg that from one period to the next, production had
1NCreaseg by YbZ ana employment had i1ncreased by bobik. 1t 1s assumeoa
that most ot these variations are attributabie to the proaram.=

b. tmpioyees

rive o7 the 1irms havinag benetitted trom Hi1A loans 1n the
fequciqalpa area were seiected to stuay the impact o! those iocans on
empioyment. < were consigereg small accoraing to Fl1A detimitions tor
si1ze, ithe other £ were considerec medium-sized. All tive tirms had
one characteristic i1n common. inese were tirms where a higher than
average number o1 )obs haa been created. ithey were tirms i1nvolvead 1n
diitterent types ©1 productilve activities: broom sticks, fturmture, bags
ant cases, cangy, ang breaaq. Une ot these firms was the supplier ot an
export company which atter an adgitionail processing stage sells 1ts

progucts mainly 1n the Unitea States. lwo\ot the 1irms vislited work
two shitts. in one ot these t1irms, empioyees trom both Shiltts were
interviewed. in the other, however, interviews were Jimited to
empioyees from one shitt, Ihe total number of employees 1nterviewed 1N
all rive 11rms was 146, ihe 1nterview qQuide utilized 1n thls research
ind lhe attraibution Ot changes essentially to proqQram tactors
wOould have even higher validity hao the evaluation design

included a Ccontroi qroup. Ilhis woula have permitted the

1solation Of the i1mpact atiributable to 1ntervening variables
te.q., pertormance ot the economy 1N general) from that
attraibutable exclusively to the program.
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appears 1n AnNex 1.

Ilhe soci10-—economic characteristics ot personnel employed as &
result ot 1A {0ans 1N these tirms were the tollowinag. in the sample,
SH7 were mate and 474 were temaie. lheir averaqge aqe was ZD yvears 0i10.
047 were si1hqQlie, 427 were married, ang tne? rest separatec or widowed.
£Z97. were LU years o010 or less, Most oY these empioyees were stild
living witn tnelr parents ang heipina them support the rest o©1 the
Tamiiy. in the case o1 aguits, tne average numpber Ot dependents was <.
Many Ot the si1nQie parents were women. lhe mean number Ot sChooiilnQg
vyears was b, meaning that most o1 these emplioyees haad ,Just tinisheod
elementary eoucation, /7 1nai1cateqg that Tney were stilill Qoang to
sCchool, generally attendrnqg ni1qht classes. 07 reportea Nnot having any
SPEC11T1C Qualiltications, Amdnaq tnose that gi1o, the most common trades
were: carpenter, rtarmer, ang baker/canov maker., /o7 were workinQ in
proocuctaon, 1U% were worklng 1N aamiplstrative posi1tions, and 117 in
sales, bs7% were permanentiy emp:coved ana J3% were noladinQ temporary
Jnbs. bdD7% reportea having tixea salaries, /7% vreportea havinQ a basic
salary compiemented by aoditional payments based oOn per tormance, andad
247 recei1veo ONi1y pilecework pavyment. With the exciusion o1 those
degacateg to tarming. amoNna  tnose who had had previous Jobs, the
averaqe weekly sajlary «w o Lbo. in the sample, the present averaqe
weekiv satary 15 als0o Lbd. the mean weekly salary earnead by men 1s
LY, while that earnead by women 1s LbYob. lhis oO)tterence 1S partially
explaineuv uy the tact that men are practicing eirther higher payving Jobs
Oor have higher payving posi1tions (e.q.. agminlstrative vs. proguction
relateqg),.

Detalriea anaivysis ot the gata reasatea tTO Tne current employment
Situation Nas permitieo uc tCo estab:ii1sn tnree oi1stinct catreqQories o1t
empsoyeas. inese are: (1) persons who nave obtaineod their tirst )ob;
(Z) persons whG were alreagv empaoveo anc have been abie to obtain
temoorarv empirovinenty 1N 7T1YMS receivIirn r 1A 30ans: anag (3) persons who
nave cnanoec WODS Qo no oeneralasy Yrcm ocne permanent oosition to
anotner . A agescrintion o7 TNese tnres? cateQories o1 peneticilaraes

1011l 0ws.,

1) in the sampie, lH7. vreported being empioveo 10or the tarst
time. iwo thirds Ot them are temale. Un the averaqe, they
are ZJ'Years cld, have haga 7 vears 0t schoolinqQ and i1ndicated
not having a special occupation, Many ot them are amonqg
those who sti1ii stuayinqQ, taking night cilasses. /47 have
1ouNnO permanent employment and tor their most part work 1n
proguction. ihelr weekly saiary averanes Lou.bd. fhe main
advantaqe ot tnelr current position 15, as expected, having
chanqQed 1trom the condivion ot unemployeg to that ot emplovyed.
rercevieag benetllts ot that position are thus mainly ot an
economic nature.

(2 ZB87. 01 those 1nterviewed belong to the secona cateqory. fhey
constitute a gi1vided Qroup as over two-thirds were holdinQ
Jobs prior to thelr current one, The ai1trerence, on the
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other hano, were holoinq permanent )J0LS, Emplovees i1n this
cateQory are on the averaqge /S years 010, have hao tour years
ot schoolinq, anygd have elther no special training or have
normally practiced aaqriculture, rositions held are tor thear
most pareg 1N progduction vrelatea activities, Aver age weekly

saiary earned 18 LDy, More than hatt ot them percelve
advantages 1i1n their current position when compared t0 their
previous one. the two most commonly cited advantaqQes are

hignher 1ncome and reauced drudgery. in 1t 2n this cateqory
that we 'i1no tarmers who at the time ot the study were
hclding temporary sub-urban Jobs TO complement tarm 1hcome.
(83) D497 0! the empioyees 1NtErvieweo belonqg to thils cateqory.

o477 are male ana 4b7 are t1emale. the mean aqQe 1s X/ years
oia, ang they have an averaqe ot / years ot schoolinqQ. OSVU%
o! the empioyees 1N this cateqory were workers with Jlittle or
no quailiticataion, oJd%. were qQualitied workers, 194 haa
received traininNg@ Yo OCcCcupy management relatved positions, and
27 aetined themsel ves as studentes, More than two-thirds are
currentiy oOoCccupving positions 1N  proouction. 9VU7Z are
cCcCcupyi1ng aominlstrative positions. ihe mean weekly satary
1N this cateqory 1s L/4. those occupying agdministrative
pcositions, however, earn an averaqe weekly salary ot L1UOD.
/7974 Ot employees 1n this cateqQory consider that their current
empioyments otter advantages over tnelr previous one. Ihe
most common mentioneq advantages areg higher earninqQs, an
1mproved working envaronment, and employment stabillaty.

ine tirst cateqQory 15 composed Ot tThe newly 1nteqgratec members Ot

the [(abor 110rce. ihe second cateqQory 1S composeo ot those who we may
call the “*scavenqgers”. ithat 1s, a tloating Qroup ot workers who have
controntea andg contront temporary employment., in some cases, thi1s

emplovment 15 Sseasonal., and 1t compiements tarm i1ncome. The thard
cateqQory seems tO be composed Ot those who are tryinaq tOo builo careers
ang are striving 1or mobiliity.

Extrapolations ©O' tnese adata to the whole universe ot persons
employed a5 a vesuit ot the 1loans made Dby +t1A should be cone
cautiously. Firms 1nh the s~mple came trom a speciltic sub;populat:on ot
FLA Deneticraries: those qenerating more employment, This wmay be
indicative or the qQrowth potential ot tarms 1nvestiqgateo. laking this
1Nto account, we may say that tlA [ocans are providacing emplioyment to
marqinal sectors ot urban anag sub-urban BHonduran society more prone to
contront undgder— anasor unempioyment problems, ana to live under
congitions Ot poverty. This Qroup consists mainNiy Ot younq persons,
With limited education and skills, otten brinqQqinQ 1n secondary 1Ncomes
tOo help support larqQe tamiiies Or supporting sinqie—-parent households.
Although many Ot those hired as a vrvesult o0t these loans had been

emplioyed betore, farst empiovyment opportunities are being made
possible. Whether employedg betore or not, most ot the )jJobs createo are
beilevea Yo be permanent pPosi1tilons. Frecarious employment, then, 1s

W
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the exception, ratner than the ruile, those who we have nameg the
scavengers constitute onNly 4“bZ o©t' the persons 1nterviewed, Almost
three-tourtns beiona to the other tTwo categories Oi1scussed. in some
cases, empioyees are benetiting trom sOClal securaity cover aqe,
Increases 1n 1income have occurred. lhe career buiiagers constitute the
larqQer group 1n the sampie. they are ai1s0 the upwarg mobile employees
1nterviewed. AmoNQ them., hiaher earnings 1S one oOf the reasons cited
1ro current job satistaction. tor some Ot those previously employea,
1nCcome has probabiy remalneg constant 1n current lempivas. lhis a1s
particutarily true ot those WOorkina 10 prooguction. in their case,
higher skiiis seem to be a condation to higher earnings.

L. Mmaqnituge ot intengeg t1t1ort ihrouah the Froject

labie No. 1 158 1ntenaed to qive an 1nodi1cation Ot the maanitude ot
the relevan:ce o1 the new projecet tOo the smalt business sector, it
SNOWsS tne numoer ot beneticiaries ot 1NSTITUTIONS CcUurrentiy supporting
smali businesses, ang  the anticipateo number ot beneticiaries as a
resuit ot thne new project. intormation 1s presentea oy separating
Participante ana non—participants o! the ANUL/FYhE SUDPpoOrt network. it
a1s0 oOi1stinqQuishes between the tvpe ot assistance provided ang the
recipient 0t tne assistance.

lhe aata should bpe readg in tne To1il0wiING context. First,
beneticiaries reporteo here are perscons rather than trirms. Une tarm
may vrecelve morYe than one Jloan durina the project. fhas a1s
particulariv true ot mcro—enterprises. iecnnical assistance ang
traimino mav aiso be proviaed Severa; times tO the same tTirm during the
projyect's (11€e. becono, entrepreneurs may receive consecutive benetits
trom Qirrerent projecy activities, 1nat 1s, tThev couio be i1nvolved 1n
training activaities guring perioo X, ano bpecome particaipants i1n both
tecnnica,: assistance ano crealt activaties ouringQ perino vy. ANQ tharao,
intormation presented i1n that table assumes rotation ot tunds.
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ANV I/FPYMe estimates as ot reoruary 16, 1Y98b.
Keported 1n blaney ana Liark’s honduras: A Smail ang Micro kEnterpra-

(4&
veveiopment _Strateqy. Appendlx

(¥’ Beneticiaries o1 current proqrams.

(- ihese 0ata 1nclude expected Dbeneticlarles OT project activatl
aimpiemented Dy BANLAHSA, Pdanco de Uccagente, FUNALDEM and ASEFADI
Froposals presentead by the jatter two aqgencies to become i1nvolvedo
project activaities were utiilzed to calcujate these estimates.

(®’ Heneticiaraies Ot proQrams 1mpiemented throuah the new proj)ect.,
labpie 1 was constructea tryinQq to avoid oupiication o1V

intTormation toO the extent possibie, unaer the tarst column,

beneticiraries estimateg to receive onily cCcregit are shown. In the
secona column, benericiaries ot strictiy 1A ang/or training activities
are reported. the thard column reters to beneticiaries invoived.in
programs 1nciugdinQ both 1A/trainmina and cCcreaat. These estimates
1Nol1cate that as a vresult oY the project the total number ot
beneticiaries would 1ncrease trom /45/ to SllUl. ihis 15 a tour—toia
increase 1n a peri1od o1 tive yvears. lnese estimates also 1ndicate a
tendency to tavor the delaivery Ot Sservice packages vrvather than
giscrete services. ihat 15, creait coupled with technical assistance
and/or training instead ot each one ot those Services 1N an 1solated
tashion. Lurrentiy, delivery oO1 Services as a packaqe would be
attecting b6u57% o©01 the population ot small entrepreneurs beinq
targetted. ihrouah the new project, that proportion will be /obk.

it has been estimated that about 4U%Z ot the micro—~ ang smaill

W
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entrepréneuza that viii benetit trom Project activities wijil pe vomen.
Most ot these vomen are l1nvoived 1n small trade. Hovever, some also

Ranage bakeries and tailor shops.

Project activities do not 1nclude training tor vorkers. pDue to
the tact that iack ot skillied labor 18 one ot reported pronlelslvnxcn
small tirms are contront:ngqg, the project should be prepared to otter
Proper soiutions. ANDI/PYME couid piay an active 1role 1in detezmunxng
what those labor training needs are and in i1dentitying mechanisms to

satisty them.

INFOP could make contributions in this respect. Howvever, to date
their clienteie 15 composed mainly or medium-sized andg larger
l1ndgustries. The technoloqical level ot these customary cilents 1s not
hecessarily the same as that ot smaller tirms. Agdaptations ot
curricula to the neeas ot project beneticiaries may bDe required.
Kecently, INFUP conaucted a training needs assessment ot tirms ot
dirterent sizes, small tirms inciudeda, once the data aze analyzed,
INFOP w111 dispose ot the basic lntormation that vouild be needed to
modity their current curricuila. It Rade, howvever, these moditications
may not be i1mplemented lmmediately. INFOP has a reputation ot acting
gradually in the implementation ot any nev prodram.

An 3alternative to INFUP 18 CADEKH. I'hrough Component 11 ¢t the
AlD-tundea CADERHM 11 Project training needs assessments and training
Programs may be carried out. Although the 1ntent ot Component 11 is
to make availlable tundingq tor the training ot nev wvorkers, skill
development ot persons alreaay empioyed 1s an option to wvhich CADERH
ranagers may be receptive. Linkages betveen CADERH anag ANDL1/PYME need

to be develioped.

D. coptextual Vvariables Ax;ectgng_pneuﬁg:tgxnanqp«gxunxczg_gng_gagil
Firms

Recent proqrans estabished to support Smail enterprise
development, such as the ANDI/PYME assiatance netvork, are helptul 1n
Creating a nev set ot conditions under vhich Small enterprises may
Oberate. ‘Through the provision 0t technical assistance ana training,
those proqrams are resoivina aitriculties vhich are 1nherent to the
tirm. By proviaing creait, hovever, they are resoiving ditticulties
vhich are external to the tirm and related to the prevailing banking
practices 1n Honduras, In so doinq, these programs are breaking
through nev territory ana begqinning to modity a context Presenting
constraints that h:nder the development ot smalil enterprases. 1t is
to the analysis ot this context and 1its constraints that this
discussion now turns, Contextual variables that atfttect the
P¢ ftormance ot smail tirms to be studied here are reiated to the
t lloving topics: i1nadustrial registration and classification, tax and
trade policy, ana lending policies 1n the banking systenm.

AP 7
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l. lndustrial Keqistration ano LiassltiCcation

o operate leqgally, a4 smail tarm nNneeos tO bLe reqQisterea.
Kecistration must Oe QOONE 1N the muniIcCipallty where the tirm is
i10cateaq. in tne «<aseé O T1rms mManutTacturilng 100AStutlIs, ah acaitional
registration with the FaN1stry O Health may be required. 1hrouah the
reqQistration procedure, the Municipality makes sure that the owner o1
the tirms has paioc ail applicabie municipal taxes, particularly estate
taxes 11 the firm operates 1N a house owned by the entrepreneur
himseit, in adoition, the reQi1stration process aitlows the local
qQovernment to 1Nciude the 1irm 1n 1ts roster tO eventually coiiect a
04 tax over Qross saies. Municipalaities may make the distinction
betwveen t1i1rms with capitai i1nvestments beiow or above LHULU. ror
tarms with capitai investments over that tiQqure, a Jlawyer may be
reQulired o carry out Tthe reqlstration process., time and money spent
1N reqistering a tirm varies depending onh the municipal-ty where the
reqistration process takes piace. lapie « summarizes the 1indInNQs ot
the Lolomark et. ai. (1Yb/) stugy vreqQaroginQ theé Ccosts ot farm
reqQistration a1n lequcilqQaipa and San Fearo Suta. vata are Dbroken gown
Dy 1tirm si1ze. the municipality 10 lequciqaipa 1s obviously more
gemandinag than 1n San Fedro Sula. 11 we were to extrapolate trom the
Lruz (19bsy stuady which 1nol1cated that averaqe tixed assets Ot micro-
firms 1nvestiqateaq was LJ4,Y11, we may concluce that the monetary cost
Ol reqQisterinQ a 1narm 1n that town could Le as much as 127 ot ti1xea
assets.

laptile £ = lime ana Money Kequirea to Keqister a
bomail rirm 3N (eqQuclgaipa anag san Fedro Suita

i Farms waith Lapital Firms with Lapaital
i _Assets ,L1dvu o ...AssSets <LDLLL _
ilime 1n cays ¢ Money fime 1n cays i Money
—-— — - —— — -——— ‘ —
v-2Y iLed-t Sogs | So—bb LOLye +
H iestate ano
H {business ’
: H itaxes as
:
[}
]
’

H fequciqalpa
H

irequirega
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Artisans, small ana medium-sized manutacturing 11rms 1N Honauras
have the possiDility Ot beinqg otticrally clrassitied as such. It they
taii i1NTto any one Ot the Ssi1ze cateqQories i1noicated, they have the
right to certain benetits. fMost amportant benetits 1nclude temporary
exemption ot 1NCcome tax ana consutar ang customs taxes on the imports
O raw materiais, seml-—-processed Qqoods, tools, equipment, parts and
accesories. Depenadinq on the benetits, exemptions may Vvary trom 4 to
14 years. Goldmark et. ail. (195/) have i1ndicateo that small tarms may
have to spena trom L3147/ to LJb4/ and trom 1U4 and JU4 days to become
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classi t1eq.,

wnen the ClasSiTicavtion 18 l1s8s5ued, 13rms acqQuire certain
ocblioations, Lall1nNao (1%l ), avcer an analvsls ot the appropriate
leqisiation, conclugea that these obi1gations 1nciude: the payment Ot
4 tee to neilp ftuna the COSTS 7Y entorcing the tax exemptions: the
acceptance ot the technicai assi1stance ortiereg by the public sectory
rendering the equlvailent o1 10U% ot the tax exemprions to Lul tor
technical services tnat this institutrion musty Drovige: ana tThe
acceptance to $ei1l1 progucts accoroingQ to price 11micavions TOr basac
coinsumptlion qooas that tne qovernment may 1ssue.

he tacete that the reqistration ang classitication processes are
both tedious ang costiy, makina tiarms become sSubD ject tO qQovernment
control ano taxation, motlvates many micro ang smasl rirms to operate
unger qQround., Most o1 these 11rms lack the ageqQuate contacts, cliout,
angd tunas to pay or accelerate e:ther the reistration or the
classiltication processes. Wor k1nQq underaarouna seems more common 1n
teqQucilqalipa than 1N ban Fedaro bula. the reqQistratlion process in that
Clty 1S nNOot oniy simpier ana cheaper, Dut the municipalaity 15 much
more active andg strict 1h entorcing reagistration requliations.

Atter bei1ng classitied. the right to have benetit prilviieges must
be reneweo annually. Kenewal <ot benetits 15 based upon the submilsslon
O! getaliea 1ntormation reqaroinag 1:rm operations. balinaoo (1Yyl) has
sSuQgesteo that the type ©1 report that needs to be submitted requires
technical aovice. untortunately, Thils 1S advice which 1s either not
avallable or too CcoStiy 10r the smali entrepreneur.

4. ltax ano Irade rolicy

Iine tact that many sSsmaili tirms are nNnot Cciassivieo torces them to

be excluceo Trom the tax exemprions mentionecs above. ihese tirms must
buy neeaeag i1mportea raw materials ang Thelr orten unsophisticated
egqulpment trom tne 1ocatl mar ket. 1nese purchases are made Trom

retaiiers where qQooas purchasea are o'trterec as CoNsSumMpti1on Qooas.
H1aner tari1ts are 1mposeo Tt consumption Qoods: as opposed to
intermeglate goods and capiltal Qoo0g0s. boidamark et. \al. (198/7) have
sStugleqad the oci111erences 1N duti1es pald on certain commooltles commonly
usea by smaili rirms when 1ntroaucea 1Nto the country as 1nhdustriatl

QoO0dSs oOr as consumptionh Qouds. ine tinoinas Ot that research are
presented 1N i1abte NO. J. AS 1Tt can be observed, the aitrerences are
substantiai. When studieg commodlties are imported as consumption
QOoO0ds rather than capital goods, Outles could Dbe as much as cight
times higher. that 1s, Quties may jump trom D% tO 4UZ Ot the 1mported

price ot Qiven Qoods. “rices ol commoalties purchasea trom retaillers
coula atso be higher than that which coula have been pai1ad haa the
comnodities been 1mporteo directiy by the smail entrepreneurs, even as
CC .3umption Qoo0s. thl1s 1S true 10Y tWwo reasons. tirst, the price o1
ir cermedration would nave been avolded. ANna second, retailters orten
obtain 1n the paralilel mar ket the torei1qn exchanqe needed to i1mport
the comnooaities that they selil. vollars purchased 1N the paraliel



Mar ket wmay COsSt a8 Auch a3 304 wmore tThan when purchased 1in the
Oot11Ci1al market., '

tabie® 5 — LpUTIE@S ON Lertan Lommooltles
Llass) ti1ed as ihocustrial LOOODS Or LoONsumption wvooos'*’
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‘42 Hvource: GOlomark et. al. (l19b/), p. 19/.

lhe purchase o1 needed 1mportead raw materials and equipment trom
retaljers has a getinite 1mpact on the cost Ot productaon 1or Mi1Ccro
ana smaii TIrms. inis in Turn has an impact on the praices ot
commoolties that they manutracture. urten, these prices are not
competitive waitn prices ot simliar pProoucts that may be manutactured
ana purcnaseo N hei1ghboring countries. i tace, 1t 1S nNOot unusuail
tor iower- ana migoie—Ccilass urban gweslers 1N honauras to make week-—
enoc trips to poraer towns 1in ci baivador to purchase textiles,
ciocthing, ana shoes. Iihat 1s, QOo0Os otftten produced io0cally by SsSmall
1irms, in recent months, the press as weil as entrepreneurs
interviewea thy cuah ditrierent stugires have otten spoken about the
ticono o1 contrapano 1Trom Nneignboring countraies. Liaims are that some
ot tne Qoods 1mported 1lieqalily are ailso ciothing and shoes. Firms
visitea by Loldmark et. al. (1Yb/) 1N the cai0othinQ and shoe sectors
anticipatea drops in sales guring 194/ due to convraband probliems.
Although larqger t1arms 1N those sectors are lOOKlﬁQ tor foreian markets
tor thexr orogucts tTo campensate tor the 10558s 1n local sales,
smajller tirms have regucea thelr output anag employment.

Y. Lenoing FPractices

As vreportead DYy Small entrepreneurs themseives, lendinq
practices o1t commerclal banks 1n Honduras 11m1t the access 01 smail
enterprises to tormail crealt. ihese iendinqg practices are
characterizea bV high asset—based colilaterail requirements. As
1nhdlcated above, 1DV7%Z coliaterais has been reportea, and boidmark
et.al. (1Y9b/) claim tnat 1t can reach as much as «ZUW%. Lojtateral 1s
Qenerally required 1n the torm ot real estate property. A secong
OopTt1IoON 1S 1NVEeNntory. Unly very seldom machinery and equipment are
acceptec. LmMail entrepreneurs generally cannot satisty collateral
requlrenents establishea DY banks. they do not always own property
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ano 1Nnventory 16 rareiy srtockead 1n sutticient quantities tO serve as

Collateral. in the case ot lfoans unger LIV, V0LVVU, smaili entrepreneurs
have tne possiDiilty O appivina tor a bersonal ioan. ror thas type
oY Creoat, coOii1avera:r requlreq 1% UsSuaisvy two i10an Cco-si1gners. thas

congiItion 1% easier to meet, ano émaiil entrepreneurs Nave been touna
to Oopt tor this ajternatl ve. buch 1oans, nevertheiess, are short-term
ano utiliairzeou TG sati1sty WwOorking capitas neeas. veneraliy, no ionq
term ioans tor capitai 1nvestments dre avaliabdle. Kesorting to money
iencers 15 more common amonqg micraoa than amonag smaitil entrepreneurs.
However, this 1S an option ailso avaliavie to the tatter. As 1n the
case o1 micro—entrepreneurs, smaild entrepreneurs use intormat crecat

sources tOoO satl1sty emergency-type neegs. iIn the boiamark et, ail.
study, annual compoungead rates ot these loans varied Trom 19.67 to
£9%7..° that 1s, seven Mmore poiInNts than the established cei1linqg tor the

banking system.

tundinag tor smail enterprise development 1n HONoGuras comes ftrom
f1ive ailtrterent sources:? (1) retinancing or discount winhdows
establisneg at the BLH: () public sector 1nstitutlions whose mancate
1 to suppoart small business gevelopment such as CLi: (3) speclalizea
private sector 1Nnstitutions created 10r the same obj)ective such as flA
and FUNADEH: (4) FVUS anvaliveo 1N crenlt programs, as 1s the case vith
most agencies 1ncluged 1N the ANDI/FYME networks ana %) The more
proqQressive banks. Assessl ng the status ot these proarams, Goldmark
et.al. (194H/) conciuaeda that speclalized private sector i1nstitutions,
FVvUs anao the 1ndicated banks have been more et11ective 1n reachinag the
tarqQet populatrtion and maintaining a heaithv porti1olilo. -Government
1nstitutions have reached the tarqget population, Dut have beéen unabdie
to keep ioan aetlilinquency gown. Many ot tTtne tirms Denetitteg through
the reolscount windows at the Bih seem rather large, and probably they
coulio nave obtainec rinancinaQ throuah other mechanisms. Inhe
Proportion o1 mMCro- and Smali tirms reacheo by tne more effticient
aqgencies 1s smati. bLoiomark ec. ai have arquedg that 1t represents
oniy D% O thne totai universe o071 mcro— and smalf tTirms 1n the
cCountry. Ihus, mucn o171 the demano, particulariy among the most
bankanlie micro- ano smali 11rms, remains unhmet. this 1s true despite
the current reported liquidity 1N the bpanking sector, ) ‘

4. 1MDL1CAaTIONS 1Or Tne +roaect

rrom a SOClo—culiTuraz perspective, varlab:es attecting smait

bt Uther stugdiles such as HBNto gpaqgquero et. al. (198h) have
suqgesteo that such 1nterest may be much hnaqher. fhe
reasons that may expiain the resuits obtailned by Goldmark
et. al. (l9ydH/) mav be severail. intormal credit sources 1n
this study may have been money lenders either related to
loan recipients Or reqQistered with the Lentral UYank. Money
lengers wouid charqQe less 1nterest to borrowiIng relatives.
in agoition, tThe annuai rate tor loans made by reqQistereo
money i{encers has been 11xXe0 at 494 10r unsecurea loans.

Y
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Dusi1ness development &re velatea YTO the i1nterests ano value system
bei1nqg represented Dy law and pPoillcvy makers who Mmay have deci1s10ns
Wwiltnout aoequate participavion o1? smaili business sector

representatilves.

Ine current project needs to continue developlna the capacity o1
the smail busi1nNess SECtOr to speak out anc oetend 1ts 1nterests betore
HOonhduran societv 1N general. rurtner deveiopment Ot the Business
ASsistance Network (bAbs withnln ANUL/FYME DEermittlino the occurrence o1
1Nnter—-1nstitutliona, meetinas, the Dub}ncatxon 0T newsietters ano
DrCmItlonal DLIIETINS  WwWiITN W10€ O1L£TY)IDUTION 1NSIde ang outs)oe tne
SEeCTtor., ang Tne Organilanlan G Natlounal | conterences witn wide meala
coveraoe, SEEMNS warranteo. 41t 2001 TION, ANpL/FrYME SNOULO actlivesy
SEEK tn2 1nvoivement O SM3ll DUS1INESS SEeCcTtor representatlives 1n talk
shows, 1ora, ano pubilac ang pravate sector COMM1SS10NsS stuodvyinQg
l1ndustriai gevetopment problems. ih1s shoulo permit the 0i1ttusion Ot
sectoral probiems ana concerns, it woulgd ai1s0 aliow T7toOU the
geveizxpmeny o1 SK1115 O SuchH represeSnNtatlves to deal wiltn public ang
Private sector dgevelopment aqQencies, the meoci1a ang publiic opinion a1n
Qeneral. Frunogs should be made availablie 10r these activities.

ihere are policy agenda eiements which may be cealt with outsige
the context ot Tthe project, but 1n support o0t pro)ject related
activities, AmonQ the most 1mportant are the need to simplity the
Smail tirvrm reqistration and €1assi111Cation processes to make them more
expeogitious ana Jess costly. An ettective strateqy to tiaght
contrabang needs tO be desiqned ana 1mpiemented. Means ot providing
hiaqnher spreao to panks tor smail enterprase (on)—-iendinqQ neeqg to De
l10entitieo 1n oroer to aliow them to cover the costs O aoministeraing
Smaller laans and protect themseives aQainst riskier clients,

Within the context Ot the project, additional measures may be
possipie, T

V1l 1o Ccontinue channei1l1ng crealt T sSmalil business through
private sector aevelcpment 1nstitutions such as 1A,
t UNADEH, ABSEFALDE and others.attxlxated TO the ANLI/FYME BAS
networ k., in thear case, collateral requiarements have been
refaxea or modltieqd SO that creglt tTo solidarity groups 1s
> possible, the use ot machinery ana eaquipment as collateral
mav be acceprvea. requarea collateral may be iimited to the
amount ot the Jloan Yy equesteg, ana long—-term Tanancing 1s
mage available, IN1S permits reaching the smatliest t1irms ot
the spectrum.
(Z) IO 1mprove the technhical capacity ot L4 to 1dentaty the
more bankable pro)ects and to Coilect arrearaqQes.
(3 lo expand and replicate the AstFALE experience reqgarding the
pavyment ot 1nterest rates above the 174 cex1l1inq for more

than Just emerqgency—-type neeqgs. AS Helnzen (194H6)
sugqested, an 1nNcentive 10r graduation to tormal creoit
proQrams neeags to exi1st tor smaili enterprises. fhat

incentive 1S absent 1t 1nterest on bpank loans 1s higher than

' d
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interest on icans obDtaineo ftrom other sources than banks,
partaculariy rvus,

tq) rut to trial the 1dea o1t loan syncications suqaested by
VoioMmAr K et. al, (19b7). inat 18, 3N te case Ot the more
promising orojlects the tunaolna tor ioans may be providead
bothnh DV gevelopment agencies ano Panks. However, repayment
o1 the bank’s share 1n the iocan wouta take preceaence over
that o1 Ttne concernead gevelopment agency. 4N these cases,
the banks shouisa use thelr own resources to extend the

loans.

\3) bavinags moblisl1zation amnonaq clients ot private sector
agevelopment 1Nnsti1tutionNns can be entorceaon. inls would aliow
such clients to accumujate tunas 1or 1nvestments i1n the
tuture.

(b)) Wnenever possibie, the wholesale purchase o7 Yyaw materilals
and 1ntermeadl ate Qoo0ds Ccoulao be subportea. 1N1s Ccoulo take
place 11 ti1rms neeging the same 31Nputs qQot together to make
thelr purchases. boi1darity aroups amonQ entrepreneurs
tabricating simiiar products (e.q.. shoes) coula make thas
opticn viable. the neea 10r this type oY arvangement 1%
more prevalent amanag micro—entrepreneurs. ine ANLL/FYME

proposal 1ncludes thi1s possiDility. it shouia be supporteo.

1o ensure that the proiect reaches micro- and smali 1i1rms,
crivteria to ogevine them must be establisned. L1nce one ot the
objecrives ot Thls project 15 tO aenerate employment, such criteria
SNoui10 also 1nciude empioyment generation elements. Lriteria proaposea
TO estaoniisn a4 workina dgerinition are the toliowing. in the case ot
micro—Tirms, tne suqQQestion 1S ToO oetine as sucn encterprises with an
aver aage o7 T1ve permanent empioyees, t1xed assets unaer tLlZ2uuvv, ana
the use 01 jabor-intensive technoloqv. omail rairms shoufo be detineo
as Those havinaq an aver aqQe ot P4V permanent emplovees, less than
L1Du, OQuu in T1xed assets, ana preteraply usi1ng fabor—-intenslve
Technology 1N some QT the aspects ot the manurtacturing process,

E. ‘bupport tor Micro— ang bmat s cnterprilses inrouagn: More
F(OQYESSIVE BanNks

1. Uverasl ricture

rFiR, pAN_ARSNA aNnag -danc o ge ucLlgente a1l Drovigae Creaglr o miCcro
ano smaili T1rms. fne ocerixnNnTion o1t peneticraries utili1zeo by these
1NSTITUTIONS vari1ies Trom tNAat utilizea bDv FVUs such as AStFALc ang
r UNADER, Al Thouaon categori1zed as equivalent, 1avms Ot larger si1ze are
servea more throuqQh panKs tnan through thne rvus.

ihe motivation Ot tainanclail 1nsctitutions to provide this creoat
1S5, as expecteo, protlt-—hased. However, 1N the case ot +t 1A ang danco
0f uUccidente 1t 1s tinted with socilal concerns. That 18, there 15 an
1l .erest in suppor tinQg 131rYms ei1ther owned by lower socio—-economic
strata or plavirnag an 1mportant roile 1N generating employment.

X4
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Le 1A

F 1A has begqun DProvigInNg credit to mcro-enterprises partially as
a result O requests Mmace Dv ALV, Il has DECome acouainted with the
needs 01 MiCro-rirms throuagh the Ciose relationsnio that 1T maintains
With ANMEL. 50 tar, ite sSupport tor M Cro—enterprises 1s minimal.
nowever, 1t 1S 1N the Process Ol deslaning a Pllot proqQram 1or such
1irms. A specilal wlnoow 10r MICro—enterprises wiil be created. Funads
Tor this winoow will be provided on an equal basis DY ANMFL  ana F 1A,
Iotai TuMOINO WwWi1Tn WwNich tN1s WiINOOW wWlil GDerate wiii be L<uU,ulu.
IN16 W1NOOW wlsi DR 1N1T1aliVv 1N cperation Tor one vear. For the most
part, 1t 1s expecred that clients that wiil benetit trom this tacility

willil be 10entitied through ANMFIL.

10 bpecome eilqQilbie 1or creaat, entrepreneurs willi have to show
proot o1 having successtully complieted manaqement courses to be
ottered by LEMARN. During the l1i1t1te ot the project, YUZ O the costs ot

tnese courses will be palrg by 1A, it 15 expectea that the
gitterence, 1U%Z, will be tunaged throuqh a aonation trom AtD. Loans
wiil be tor a maxmum ot Lzo, 00, Lasiqgners anag machinery ang

equipment will be accepteag as quarantees.

11 credat supervision deter mines that loan recipients are
experiencinqg loan management agittriculties, trainina or technicai
assistance To solve them wiil be o1tliereo. it 15 expected that tne

COStS Ot Such assistance or training wilii be paia by the entrepreneur.
1t neegea, lcans at concessional terms (Y4) willi be mage avallaole to
tThe entrepreneur to pdy 10r these Costs.

S. BANLARLA

ihe support providega TOo micro— ana small Tarms Oy BANULAHLA
operates qQuite aitterentiy. ahé-'xnxtyatxve tTO WwWork with these
enterprises was born within cANLAASA, It 15 partially a result ot the
experience that the pank has haod with smail commercial tirms which
have gevelopea thelr arowth potential. It 15 also a consequence o1t
the concept that smali 11rms have been ana wiil continue to be, 1n
Honduras or elsewhere, the pliiar ot 1ndustrial development.

F Oor some: time, bANLCAHDA nas been 1N cantact with the smaill
busi1ness sector., the bank’'s Keqionai:r Liarector o1 Northern Honduras
15 a member ot tne rUNAutH Boaro ot virectors. in adoit:10n, a creaatc
olticer 1N iequcigalipa otten advises ANMEL on Ccregat matiers, Keepinq
ir2guent contacts with this 1nstatution. bANLAHDA 15 happy to service
clients relterrea by AStEFAUE er1ther because the amount ot the loan 1s
t oo hiah 10v ASEFHADE To handie, (al g pecause ASEFALE has already
extended toc many lLoans to the same 1ndividual and wants tTo extena

loans to new clients, i turn, BANLARDA VvYeters to AbtFALE creoat
applicants reauestinQ very smatl loans whaich BANUAHSA tinas too
expensive tO supervise. No tormail aaqreement between BANLAHSA and
ASEFADE exi1sts to date. inear workKking retfationship 1S a vresulit of

mutuat traendships. BANUANSA teels that +VvUs should not substitute

X .\9/
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banke 1N provioing creolt. Accoroina to bank representatives, FVUs
have neither the necessary experience Nor the i1nstitutionai support o1
banks to extend creoglt etticlentiy to smaill 11rms.

Nationwige ti1elo research nas been recentiy conauctea by BANLAHSA
tCe getermine the creoci1t Needs ¢! MICro- ano smail enterprises, tne
volume ot sajes witnln the sector, ang the savings that can bpe
mobill12eaq. ihrouah the 1nvesti10ation conaductea over VU tTirms were
visi tea. Kesuits o1 this research, extrapolatea YO the larqer
universe o1 smaxl enterprises estimateo to O€ maoce up o1 «bsdb units,
1ngdi1cateo that among MiCcro and small tirms the demang tor bank credit
1S equal to LJZs mlllilon. hat amount may be broken gown 1n the
tollowina manner: LY mitilon 1s necaded by BANLAHSA clients, ano L2V
miilion by clients ot other banks. Ine deci1sion was made to create a
window to satisty the needs ot smali businesses. buring the t1irst
vear o1 operation, thlis window was tTO operate with a LU.Y miliion
tung. burinag that vear. pANUCAHoA | Jted credilr amonqQ clients ana
non—-ciients. Lreolt was promoted amonag tirms that hao been visited
through tne ti1eia i1nvestiqgation conducteo earlier. AS a result ot 1ts
promotion, that same vear the bank was anie toc make 149 loans. ihe
total amount otv loans magde was Ll.2 million. ihat 1s, 1t exceedeo the

oriqginal tuno by HU%.

1O provioe foans to micro— ana smali tirms, BANLAHDA cecided to
be more liberal reqar0l1nNQ Quarantees as reai estate coilateral was not
always requirea. io oate, iocan repayment has been high. BANLAHSA
believes that creolt reciplents have NOt ONLly & Yinancilal Dut aiso a
morati obligation with the Dany. Smail TirMms OlTen express qratituge
towara the bank as 31t a once 1n a liltetime chance nas peen given to
them. tunding needs have been SO 1mportant 10r these tirms that a1t
tney had not taken advantaae <1 the C0pDDOrtunitv ctterec by BANLAHSA,
1t would nave been very hard t1or them to Qrow.

HANLARDA 1N0C1CATED tnar about YUz Ot j0ans approveg are being
tungeo with thelr own tunos. LLoans usiIng vrvedisccunt lines avallabpie
At the c(entrai bankr may takeé Uup ta 1our weeks to pgrocess., Lrealt
using BAN_AHoA’S own resources 1S5 otiereo at 1/77%. Lreo1t using
Ltentral Bank Yy €01SCOUnt li1nes 18 OvTtered at 1oz, Micro and smali
entrepreneurs normally pretrer to toreqQo that 1% Oi1tterence due to the
OpPDOGrtunlIty COst tnat a1t 1mplies havinNQ OQulcCk access to tunding. AS
1t was mentioneg earviier. sSmail enterprises are greatly attected by
seascnal vari1ations 10N sajies. the reqguest 10r lcans 1S normally
hianer perore the moments Ot nigher demana. In agoi1ticn, foan amounts
are not niagh encuan to make a 1% 1nterest oltterence signilticant.

AS part O1 the Ccredlt supervison process, BANLAHSA wi1l1l pe asking
ioan recipients to keep S1mpDle accounting recoros. A special tormat
to that ettect has been created. 1t 15 expected that loan rvecipients
wili veqister 1ntormation on Tthls 1orm on a weekly basis. Loan
ot ers willi train loan reciplents regardinQg the use ot the torm.
h' . si1tuation may e maneqeabie NOw glven the tact that the volume o1t
lo.ns approvea TO micro and small tirms 1s Stils small. wWere lLoan
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voliume to 1ncrease, however, loan orTrICcers widulQ oe involveao in a
time-consumino activaty, DANLANMDA 15 aware ot thas, Yet, soiutions
are stiil on tne arawing oGa3ara \e.q.., i Ower creagiv/lioan otticer
raciocs), DAN_ARDA DEl1Eeves that 1ts main Tuhction 1 tOo exvenag j0ans,
ratner than train 1oan recipients. AS &  resuit, training dctivaities
seem secono INn praoracty, Ine Tact thAat current (oan reciplients are
li1ketv to be Ttne hest potentiat clients 1gentirieaq thr ouah the rieiaqa
researcn cohouctea flaéans nesn €exXDsai1n rYne OOs1T100, Agdguitional
01300 1INJ YeQaA gl NN MRANS T SATISTV TN ,anNtilrclnatec Train1na neegs ot

BANLAHSA Cr1ents Seems reculr eo.

4. panco de Uccioence ' .

pancd ge ticiluentd wAs Creadated T Support smail 1NvesTtors whether
IN agriCuliture. 1NOUVSILrYv Cir Services, 1T Nas been arguec that this as
neegeag 1n nonguras 1n rder vo avorg tne experi1ence a1 grtner Latin
Ameri1can Countri1es where panks nhave been hationailzed partially to re-

orient ciienteire priorities.

the bank relies mainly on "worga—-ot—-mouth” publicity to stimul ate
aemand. Nevertheless, branch managers 1n the gdirtlterent cClties where
the bank cperates are expected to 1a0entity potential clients 1n or der
T0 promote bank services.

For Hanco 0de uUccidente, the most important element 1n determining
the <creagit worthiness ot a client 1 h1s moral character and
reputation., 1naependentliy ot whether he 1s or 1s Not a smail i1nvestor.
ACCcoraing to the Lhairman ot the bank, and reporteag by uWoliomark et.
afi., The bank taxkes "what 1t can” 1n the torm ot collateral once that

Credit warthiness has been estabiilshed.

bespite 1ts commitment to the geve:opment Ot smail lnvestors, 1n
the case 01 smalil enterprise support the bank nas extenoed loans using

mainiy the ventral pany’'s reglscount i1nes. an tact, bBManco ae
Ucciroente ciaims To be the pank throuagh wnich mosSt FUINDE S 10ans have
been extenadeaq. vata bresenteg by Golidmark et., ail \1Yg/) corroborate

this ci1arm as sSUZ O1 total loans gilscounteo by the CLentra: Bank have
been airscounteg TO Bpanco oe Ucciaente. A total o1 rourteen banks
particaipate 1n thais proaram. there 18 a preterence to use thesg
reagiscount lines as 1t IS arqQueg that a1t h?lDS the tank keep a healthy

i1guicaty sevel.

Loans are supervised reqularlyv. ine supervision Mmay 1nclude
basic 1nstruction reqarding how to keep accounts, particulariy to help
the bank tollow—up iloan expenditures. However, the wavy 1in which thas
18 done seems tO be j1ess organized and systematic than 1n the case ot
BANLUAHDA, Hanco ae Ucciraente believes, as aoes HBANUAHSA, that 1ts
major tunction 1S tCa exteno credit. iraininq ot loan recipients needs
to be handliea by other 1nstitutions.

tormal and i1ntormal linkages between Banco de Uccidente and other
institutions provioling assistance to the small business sector are

\%
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minimai,

O. Implications tor the Froect

ti1A 15 responging to the Cconcerns o©Y one 1tS ma)lor tounders
rejategd to tne extension ot credit tOo micro—-entrepreneurs. roliowing
1ts traotion Ot developilng a healtny porttoi110, 1t 1% proceedinag
cautiousty. NDt  onily wiil 1t start a creadat line TOor micro-
entrepreneurs on a pP1iot basi1s, but tunding 1O0r tnNls Jaine wiill ﬁot be
put up entaretly vy F 1AL K1sK 1S minimized Dy asking ANMFL to
participate 1n the creation ot the Tung, It 1 also minimized by
ensuring that loan recipirents woula have received basic training in
loan manaqement. Lautiousness oON the part o1 +t1lA 18 11Kely to be
expected not only nNnow, but a38iso wnen the new project 1s 1mplemented.
Ihi1s cautl1ousness shouldod be respected. Neverthe:ess, FiIA should be
motivatea to nave a8 i1arqger reterral system, and NOt to oepena soiely
on ANMEFLI tor the i10entatication o1 ciients, ANDILI/FYME coul g pilay a
maj)or role 1n 1ncreasing the reterral base tor FiA.

BANLAHDA 1S committied to expanaing operations 1Nto a new area:
MCro— and small enterprise support. Ihey have proceedeg Tto aQrow 1n a
rather technical tashion particulariy bpasingQ deci1sions on research.
cxpansion ot operations 1N this area 1s likely to take piace given the

results obtalnea throuan thear new experience. Ilne morail commitment
01 l1oan recipients to the pank ang the i1mpact ot this commitment on
locan repayment are encour aqina tor HANUAMDA. Ihe same may be caid

about the tact that loan recipients are not 'onlv oloa bpank clients.
New clientele has peen alsco artractea by the proqgram. in addition,
PANLAHSA 1s serving as a contact point between larqe ana smaller
clients, in the 1nterest Ot 1NSuUring loan repavment trom tnhne smaill,
1N some cases bANL_CARSA has 1dentitied larqge enterprises interestea 1n
purchasina commodoolties Droguceo by their smailler counterpart’r.' the
ti1eld researcn conaguctead by pmNLAMALDA has alioweo the bank to i1dentity
potential cliients. ini1se seems tCo DE a ratner larqge potential taraqet
popuiation. Nevertneless, Tne client reterrai svystem should be
extenoeo to QO bevonad AbLrAuc ano r UNALER, tiore attention needs to be
0a10 TCo Tthe mMeainanlsms Ne 020 To gravioe pANLANRDA’ S ci11ents technical
acs1stance ano training 1n tne manaocement ov tne 11rms ano l1ocans that
thnevy mav onnialn rragm tae Daf';h'.- In1s 1S rejevaent as 1Ccans couia pbe
EYLENQGEO T.C CLLENTtS NOT alwave at tne toD O tne Ci11ent 10entyvication

11ST SO Yar prenaren.

panNnco ge uccloenteg seems to nave 4 positive attltuge about the
praject, particularayv as 1L 11ts welilt with 1tS basic Dphllosophy.
however, tnNe possiolilty O the Danx using 1ts Own resources ;O tuna
micro ano Small enterprises, evenh 1n the out vyears ov the pTO,)ECt.
neeas to be examineo. A clearer aetinition ot the tarqget population
that can be r eacned thry ouqh Hanco ode Uccaraente neeas to be
est~Dl1shed. Al Thouah the bank claims to wOork mainly with small
en epreneurs, most ot the rUNDEL loans have peen extended to tarms
wk Cch by any craiteria may bDe ei1ther megium—sized orv laraqge. in tace,
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bank representati ves have indicateo that Joan delilnguency 1n thear
lhoustiraal joans 15 a% hiaonh as L\, ano that such gogelilquency 1s a
resuirtv w7 10ens exvenduq Lo ratneér j1arge clients, orronaer Ji1nrages
L2914} T e e“y»i1%T20n0 &Mhag DUl Nes = Ascivrvance NELWOrr sNoul o be
strenqtheneq. lrainino mechanisms tOo sSupport bank clients neea to be
Cilearly ogetined.

t. articipation o1t penerticilaries
1. Basic kationale t1or the Approach Adopted 1n this _Section

As suqqgested apbove, because ot the small size ot 1o0ans and lack
O1' coliateral characteristic ot miCcro enterprises., HYUS ang banks
participating 1N the projlect are likely tTO wWork with dirvterent sub-—
popujiations ot the smail business sector. FVvUus wi1ll probably work
with the smatler 1i1rms ot the spectrum. Many o' the penericiaries oOf
services to De provigeo Dy rvUs through the project nave not recelved
assistance trom tormal sources ot credit 1N the past. it 1S expected
that tne assistance to be provioeo Dv VUSs w1l1l help these smaller
Tarms acquire the manaqement and marketing experience leading to
expansion. Unce that that experience nas been acquired and expansion
15 being observed, smaller 11rms are expected to qQraouate trom the FVU
assistance programs to the bankinQ system. AS & result ot the
1nstitutional capacity that they have set up ang deveioped, banks are
more preparea to 1mpiement creglt proarams. the type ot work to pe
carried out by IFVUS 1s pedagoqlcal 1N nature. AS a vesult, the
openness FvuUs wili Snhow reqargang suqqgestions made by proaram
participants about services beinq providea wili DbDe very important in
achieving the maturity needeag to araduate trom oOhe tinanclal
assistance system to another. Heceptivity tOo suqQ@estions made by
program particilpants Sshould lead to nigher satistaction ot the needs
taced by smaiier Tirms, permitting ¥FVUs tOo tune up programs as
requilrea. it 1S Dbaseg oh this veasoning that we present below
TanainNQs reqaraing tne participation aliowed Dy FVUsS TtO thelr clients
IN the oesi1qQn O the proqrams that these organizations i1mplement. ihe

motivation o1 bankinag 1nstitutions 1S protit—-orientea. As arqqued
elsewhere 1n thas report, in theair case pDedagoqQical concerns are
secona praioratyv., o speak ot - the participation ot clients in the

agesign ot creait proaqrams lmpl‘ementeu by banks woulid not make sense.
in the best Ot cases, banks carry out mar ket stuagies, as aone bv
BANLANDA, tOo determine the agemana tor the services that they ottrer and
the e»tent to which protits may be assured.

Z. Llass)itication ot jnstitutions

when evaluating the ANLI/FYME proqQram, tiores {19d/a) asked
broject beneticiaries to assess the openness ot amplilementina agencies
to accept the sugqestions they make reqQarding existing training,
technical assistance and Cregit proqrams. EFeneticiaries assessed the
opennes Ot these aqQencles using a ftour—point scale. in this scale, 1
was equal to hiah openness: £ was equal to average opennessy S was

¢ \b\
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equal to low openness: ana 4 Was equal to ihairtterence, we have
utilizeo the intormation qQenerateag Ov racres (1lH/a) to place rvus
inte three cateqora1es: tnose ° CcoNns) oereo tOo EBNOw (1) niqh, (Z)
intermegirate, or (J) jow receptivity to tne needs ano suqQaestions maoe

Dy beneticlaries. ihe cateqQorlzatlion was maoe 1oliowina the approach
tOo construct ordginal scales Trom qQualitative data suggesteg by Luttman
(19/6). that 15, the trequency with whilichn more posi1tive or less

positive responses apoear 1IN a set Ot pgate 1S 1mMportant to place
1nstitutions 'bei1nq wudoeo 1N a hierarcnica: araer Trom Yirst tTo last,
hiqh to 100, etc. we estabjisneag cut—-ott points to getine the
cateqories mentioneo. Agencles receaving 1's trom more than bd4 o7
respongents were cateqQorizeo as showinQ high receptilvity; those
receiving 1's trom o497% tO 65D% O the respondents were cateqorized as
showlng 1ntermediate receptlvitys: and those receiving that assessment
from fiess than s4a7% Ot the respondents were cateqQorized as showing
lower receptivity. fabie NoO. 4 sShows the resuits 07 applying thas
Class1tication criteria per proarvam assessed. the numbevr o1 ti1mes a
gqiven 1Nstitution was placed 1N each one 01 the cateqQoriles created 1s
shown. these numbers are relatea to the small business development
services that a aqiven inpstitution mav 1mplement, Iine basis tor
preparing this tabie appear 1n Annex £ oY this report,

lable 4 — Lateqorization ot Aqencies
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teneticiaries seem to have 1ntiuence on the programs 1mplementeag
by some o1 the agencies Ot concern. Most respondents 1ndicatea that
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tne level ot openness o1 these agenciles 1s e1ther high or averaaqe.

velgom low openness ano incl1trerence were mentioned. uUn the other
hano. ' tne jevel ot openness o1 tnese aagencles 15 NOt constant,
lndependently 01 the proaram wnich 1S Del1nag assessea. Katner,

varlations per prooram are obser vea.

Hiaher receptivity seems to be more commun in ANMEFL, UbEF,
AU ano sur,. iNntermeol1ate receptivity appears to be more common
to rF UNADE#R, AHue JUMUK, FUNRUEMY ang resLiL. Lower receptivitiy 18
touno 1n ASEFAVE . the D1 NI ONS recaroilna ANAH seem somewhat

ambilvatent.,

Agencales esti1mated To allow higher participation trom
benetici1aries 1NcCiude two Tvpes o©1 orqganizations. Une, business
assocl1atilons representing the 1nterests Ot smail entrepreneurs such as
ANMri . ANOg two, FVUs 1nterestea 1N proviging SsSupport to smaii
businesses such as uUder ana a1uH,. Hi1gher participation 1N the case o7t
1NSst1tutlons created to represent small entrepreneurs could have been
anticaipatead. Ilhese are 1nstitutions wvhere attiliated members elect
the Boarg o1 irectors, who themselves are SsSmall entrepreneurs.
pecisions regardinQa services to be provioeo by these 1nstitutions are
made Dy elected representatives. Un the other nana, vUs considered
to Show higher levels Ot receptivity toO sugqestions maoe by
beneticlaries are usualiy aquided by a phillosophical comml tment toO
Qv ass-r oott aevelopment. Altnhouqh beneticiarles may hot hold seats i1n
gecilsion—making boodles such as Hoards ot Lirectors, Qeneral assemblies
with the participation oOf Dpeneticilaries may be helo periocdicalily.
Ihese assembliles become adequate 10ra where bDOeneticClarlies may express
theilir opi1ni1ons about the al1trerent proqrams sSponsored. Un the other
hand, evailuation mechanisms i1Nsti1tuted by these ©orqQqanlzations also try
tO capture the opinlons o1 proqQram benericiraries regaroing the guality
Ot services being prvoviaeao. buch evaluations fmay ©Oe carried out
every S1X ©Or twelve months, proviglnag agcequate teegback to pgrogram
gesigners and geci1si1con—-makers apout tne concerns o1 target
populations. Upinions expressed throuagh any Ot these procedures,
qQener ai assembiles ano evaiuartions, tena to be respected ana
integrated 1NtO the planning 071 1Nstitutional activities.

Agenciles at the other end o1 the ngle Mmay be ¢vYuUs characterilzed
by o01tterent manaqgement stviles where declilsion—maklng 1S more
centrailzed and whevre a poarg Ot Olrectors may hot ex1st. Ihese may
be 1nstitutions stronQly commlittea to the support 01T MICro and small
businesses, and they may have set the example ftor others atter
preaking throuagh ana showing that sub-popujiations consldered to be
relatively ri1sky <Ccredit recipients mavy become sub)jects Ot Ccredit anda
technical assistance proQrams. Never thel ess, in serving th:s
clientele, a paternalistac approach may have been adopted. in so
aoinq, beneticirary 1nvolvement has been limited. some o1 these
1Nstitutions have ackhowiedged the problem and are contemplating the
adoption ot mechanisms to solve them. une such mechaniss 1s the
constitution ofF advisory committees €O central manaqement. these
advisory commlittees would e made up ot proQqram beneticlaries, and

, Ne/
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woula providge aovx,c on creagit, technical a3S1stance ang training
rejated matters. 1he aavantages to 1mplementing agencies are Obvious

a3 members o1 thesg aavisory commitiees mayvy alreaovy know who loan
applicants are, ang may &uqQaest to the agency whether they are

creditworthy clients Or not,

Hetween these two extremes may be 1nstitutions consigered to have
moderate leveis 01 recepltivity to the concerns ot peneticlrariles. Unce
aqQain, they COouilo be trade unl1ons Or Dbu31Mess assoclations as weltl as

Fvus. their jower level Ot benetviclary participation may be explainedg
Dy one 01! tTwo Yy easons. un tne one hana, they could be concernad so
much about selt—sutticiency that benevicilary participation 186

minimizea tor Tthe saxe o1 1nstitutaional survival., un the other, they
couiao oe goomilnateag oy politics ano an assi1sted mentaflty amonqQ the
member poputation. in these cases, deci1si1on—-makina by consensus may

De ol11ti1cult TO reach.
J. Kelating uUpenness ang ktrriciency

AN ettTort nas been made to determlnNe whether receptivity shown Dy
these 1nsti1tutions has any 1mpiilcations on 1nstitutional evriciency.

ihis 15 a very O11t11Ccult task tor several reasons. une, it 1s
necessary to getermine what wouilod be a Qoog indicator ot such
etticiency. Ur at pbest, what woulo be a qQood proxy tor 1t. lwo, the
1Nntormation used to calculate any etticiency measure may not always be
relirable. fthas 1s true because 1hstitutions Ot concern may haye less
than optimal accounting recoras or they may conceal 1ntormation trom
any evatuation or auogitor tryvying to a55ess therr per tormance., in

tace, settina up appropraiate accountinaQ anag f11nancila’ manaqement
systems 1n participatinag FvVus 1S one or the activities to De
implementead throuah this project. ANGQ thara, 1t rellable 1ntormation
exi1sts, 1t may Not exist tor ail the i1nstitutions o1 1nterest tor thas

exercise.

vespirte Tthese constraints, what we nave done tO STtugy the
relationship between the two variabies, receptivity TO suqQaestions
trom ODenerviciaries angd 1nstitutiohat erriciency, 15 tne t10iiowlnaQ.
WG erTticiency 1N01Cators were cnosen: operationail COStSs per fempira

investeo. and\ aei11nguency rates. It 15 estimateg that kKeeping ToOSsts
oown ang recuperating 102aNs wOoLtOo neve 1mdDiications botn Tor se4s4tr—
sSutriciency and Droaram survivatl. ne larvter are consigerea 1mportant

aDIectiIves 1N seex1nNg 1NSsSLItutionel €TY1C1encCy. 1ne coperational costs

per lemplra :inNvesteag were calcuiareq bv raores \AEJ a’) anag reporteo 1n
the evailuatian report wnere the recentlvity wooements are presented.
thus, they rerer to the same peri1oag Or operatiocn as the juaqements on
receptivity., Ine aes1nauency vrates are hastoric rates. lhey were

Provioeo to us by ANpL/FYME.

We nave cajculateg the avereage value 01 these 1NJd1Ccators. iwo
Cc ~tLeqoraes have been created. that 15, ipnstitutions where the
C erational costs/iempira invested and the historic delinquency rates
are elrtner below or above averaqe. wWe have retalned the same
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breakoown Yor receptivity to SUufQestions 1rom DenetiIClaries as tnat

appearira 1n tavtie 93, However, 1or The oenerit o7 the aoubt,
Instituticones 1N MOreEe tTnan Oone cateacry \@€.0es I, rencal, ruNALER)
were 1nclugeo 1N the cateqgory ot n1aonest oralnail 0oos1tio0on, For
exampie, 1n taple No. “ rtenLil. aDpears 10 the hi1on ano 1nTtermeolate

recepiivitv 7ateqQoriles. receptivitv 1N FEHLIL., Then. 1S NoaT constant.
it varies oOcDENOINO O tThe Pprooram 1mDLIementec. ror the purpose ot
our analysis. however, rerLlit. was 1ncluged 1N the ni1ah receptivity
cateqorv.

~tesSuitsS oOr  our 1inrent oppear 1D 140125 O ana t. AStEFPALE,
AHUECJUMUK ana ANAH are not 1ncludea 1n irabte . NOo a1ntormation on
costs/lempira 1nNnvestea were avaliable when riores (1%9H/a) carried ocut
his study.

lablie O — Kelationshlp Hetween Keceptivity ana ktriciency
when uperational Losts/eempira ftnvested 1s Lonsidereo

. T H1Qh intermeol ate Lower
=P“-¢09ﬂ1'f'4“/ Keceptivaity Keceptivity Keceptivity
Below averaq AFRULL Y r UNADEH
{move efiipand iR
ADove averaaqe ANMr L + UNHLEMU
(leer, eicivv) FERULL

uuer

|éble b - Kelationship petween Keceptivity ang kEtticiency
when Hi1storlcC belinquency Kates are Lonsaideredg

Cebiocina (cf Hian intermeo:ate Lower
AN J Keceptivity Keceptivity Keceptivaty
——————————————————————— -— e " e - — - d \
Beliow averaqge ArRKUUL B F UNALUEM
ANMI ARLEJ UMUK
uvEr
Above aver aqe 1UH FUNROEMU ASciADE
FEHUIL
Kesults ot this exercise 1ndicate that any etticiency

classitication wilil aepend on the etr1ci1ency criterion utiiirzed.
instatutions cannot be placed 1nh the same 1nstitutional etticiency
level, regaroiess o' the etticiency i1naicator., AS a result, 1t 15
hargd to say that etrticiency and receptivity are rejated. it 1s even

3
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movr e O1tticusce To sSav WNEeTNEer a Causas reationenip ex1s5ts between
tnese two varjlanies. 1NAYL 5. 11 e 1Rve . 5 O oRENHess 1e3Q To

INET11C1eNncCy Or Viceversa.

ACCOra:nag to the results, three o7 rTi1ve hi1qnly receptive
INstituti1onse have above average COSVS/1emplvréa 1nvesteo. La&s€0 oNn that
criterion oNe coulo SuopPoOSe that thelr level o' receptivity may have
ieg to hianer costs anog 1n  turn to less et1ti1ciency. However, the
Si1tuation 1s the opposite wnen we Lovk at historic gelilnqQuency rates.
lhree out ot trive nighiy receptlve 1nstitutions have Delow averaqe
delirnquency rates. inus, 1t woula seem that higqhiy receptive
INsStituticns recuperate tneir Joans much eéasier ano as a result are

more etricient.

une conclusion 1S nevertheiess certain. fhe data go 1nodicate
that 10 no case lower receptivity 1S assoclated wilith h:qher
etriciency. n1s 1s true 1ncependently Ot the etvticiency craiterion

utiiized. As a resustt, some deqree ot openness to suqQQestions ftrom
the clienteie woulo De reqQquireg 1% any deqree ot etticiency wiii be
achileveo. Upenness seems to bR muchn more 1mportant 1N the case ot

hign geli1nquency. Lonsuitation with proqram beneficlaries regaranq
the reasons wny loans are not bei1nq repaia 1S necessary, and perhaps
even crucai, tOo keep geilnqQuency down. the repayvment capacity ot

loan reciprents given tne context in Wwnicn they operate needs to pe
linvestiqaaed.

J. Implications tor the Froject: Kepiications tor the ruture

lhe project neegs to replicate the more positlve experiences ot
alreaoy i1mplemented interventions. the exampie set bDv 1NStitutions in
the nighiy receptive cateqory neeas to pe 10Jlowed. txper:1ences that

Coulq pe repii1catea 1nciudge:
[ W the 1NSti1tuTtionar1zation or participatory evaluation

metnoool o0l es:

\Z) the instatutionatization o1 mecnanl sms to entorce ana

tolilow—up e 1mpiementation ot recommendations made by such
" evaluations:

(SCY the conduction ot Qenerail assemtiiles where proqQram
beneticiraries ﬁﬂY voice thewr oD NI oNS reqardxng services
provideo To them;

\3) the constatution ot 4adv1sory commttees tormea by program
benericiaries wnicn may bpe consuiteo by management baseg obh
neegs that may arise; anog

(o) Dower gecentrailzation by the creation o1 Boaras ot
birectors wvith benericirary participation whilch establish

instaitutional policies and qQquadellnes.

G. S''stainabliity ana apread kLttects

rroyect activaties wiil outsive tne project 11 banks tina at
advantaqgeous to commit hi1aner Proportions ot theirr own resources to

W
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extend i1o0ans to the oenericiary popuilation, rvus provigoing both jJoans
ano tecnnical assisvance oOr training services must also create
permanent tunainagQ sources to sSupport thexr proqr ams. AirTtnough they
may hever De exbecteo to become tully selt-sutticient, the roag toward
S8171-sutticilency must oe initiaceaqo. nms mav require charqQilnqQ
interest rates 10r J10ans hionher than wnat banks charqe, expanging the
type ct services otterea ang charaq:inQ tees T1or them, and the
MODIIIZBFIOH Ot s€avingQgs amono target populations.

INnCrease o1 saies amona sSmall enterprises 1S crucial to eirther
sustain or maintain empjovment, it 1S also crucilal To maintain anda

improve loan repavment per 1ormance.

WOrKkinag wlith banks alreagy more orqganlzeo ang more committeag to
project Qoals Mmay helip set The exampie Tor the more conservative
banking 1nstitutions, Morivating them to replicate the experience.

H. Ma)Or Lonciusions

(1 trom a socio—cuitural teasibiiaty standpoaint, the project
shauld tace No 1mplementation a1 Tticultses,

(2) lhe avallable impact 1ntormation on mcro—enterprilses
ingicates that in approximately U7 ot the tirms
investiqated, conhsiderable changes 1n monthly sales ang net

1NCome have occurreg. these chanqQes are attributabple to the
creoat, technicai assistance ana training proqQrams
1mplementeg 1N support o1 these enterprises. in addgition,

results suqgest tnat the laraer the curation ot proqQrvam
lhvcu vement the niqQner the POSS1DliIItY OF arowtn 1n these
rirms. Micra enterprises penervitiing trom the support ot
this proqram nave been apparently able To Keep tnier
constant coSsts aown, makinqQ a mMore etrtriclent use oy botn
availlabie labor ano capitai.

AN 1mpact 1nvestigation ot a program agesi1anea ain support o
sSmai i enterprises also snhaweo 1Mpressi ve resuits,
particuiariy witn respect to proauction ang emplovment.

DiImMiar resuits are expecteo 1n the case ot this project.

(32 it 15 expected that approximately <U7Z Ot the micro and smaill
enteprises tOo recelve assistance through the project will be

heaaea by women.

(}) Avallable impact 1ntormation in the case ot micro
enterprises ailso 1ndicates that 1n U4 Ot the cases studied,
stability was observed with respect to emplovment, sales and
net i1ncome. the research was conducted with respect to only
oNne proaram 1n support ©1 Micro enterprises 1mpiemented by a

N
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arven Fvu. 4T can Oe srQuea ThAat resuits obtalned 1N this

proaram may not oe extrapolated to other FvUus. Howvever, the
proportion ot Ccases where staplilty TtOoOKk place was such that

tne 3} ssue merj)vs attention, Hypotheticaily, mar ket
etascticity wouidod exoiain partially the perryormance ol these
miCcro enterprises, thev may also be other 1actors causing
this phenomenon. rurther investigation o1 tnNls 1ssue 1s
needadea. ihe FMU shouo DP Chargeo with tnhat responsibility,
(o) ihe most common micro ' andgd small businesses are those
geocicatea to the manulracturing ot toodstutis, ciothinq,
shoes ano turnature. because ot the anticipateg backwaraoa
linkaages with HOoNour an producers ot some o1 the raw

materi1als neeoeo by these l1naustraies, support tor these
enterprises may create not oNiy Olrect hDut aiso 1hacirect

empiovment,

{b) workers emploveo 1N small bDusinesses who are tamily heads
ang wath gogependents belonqQ tTo the L1ower echelons o1 urban
Honduran socletv. iney are earnina montniy per caplta
1ncomes obelow the poverty line level. ihe 1nt1ormation
avallable regarcdina the current inpcome levels o' those
empioyea by sSsmall businesses does NOot aliow us to make any
11Nal CconNCclusi1onNs reqarolinag the SsSocl1o—economic status o7
those workers wno are stlil fivinQ with thelr parents and
proviglng secongary 1ncomes to thear tamililes. We can
nypothesize, nhowever, that 1n the Honduran context tne need
tOor younqQer tamily members tO earn a 1Ji1vina may be an

1nol1cation ot poverty.

(/) in the past, emplovees hireo Dy Small businesses have talien
1NTOo three cateqories: (&) the new members o1 the labor
torce, mav [« whom are women otten heaolno sinqaie parent
ramilires: D) "scavenqere"” with little qQqualiltrications,
mostiy men, who move trom Jj0ob to JjJob trving to earn a 1ivinQ
the best tnev can: ano Lc) the carreer orientegd strivers
tiaghting Tor social mobirlity. thas means that smali
business emp)ayment has Nt onNiy Creaveo yon obportunities
Tor the upempinvea, CUY. ailso career opportumIries tor those
alreaoy workinaq. rurthermcre, cateocories a ano b tooether,
reoresent teh o1 worvers inervieweo 1N & Qiven sampie.
tnus, O0espPITtE tThNe Ex1stence O Ccatecorv b, MmOost 10bs created
are pevmanent, ~+S A result ¢ the 10DSs createad throuah the
smalil business support prcaarams impiemented previously,
1NCreases 1n 1ncome have been observea. Sim1iar resuits may
be expecteo 1n tuture small business assistance proj)ects.

\g) ihrough project activities, mMl1cro ang small enterprises will
recei1ve assistance 10 sSolve major obstacles to qrowth which
nave been ei1ther expressed Ov entrepreneurs themselves oOr
getected throuah ditterent analyses ot the small business
sector that have been recently pertormea. thav 1S5, pro)ject
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activities wll Taclziitate aAcCcess Tn creqar, Technical
45%15tance ano trainino, ano marret OEVEIODMENT SErvices.

rroject activaities,. nevertneless., neeag To aOOfESS two
aooiticnal canstraints &l 80 oerecreo TAr ocuan severail
stugres. these are constrailnts reiateo To: \a) the
SCarcliily, paor Quallty ano nNi1an vari1ations 1N prices Ot raw
materlals: ana Lo The absence o1t BUEQUBtEIy aqualirieag

personnel. )

ine ANDI/FYME proposal 1nciudes sub-projects 1ntencea to
help entrepreneurs solve the ditticuities which they t1ace 1n
connection with raw materials. these projects need to be
supported, and 11! possibie neeg to become tirst praioraty.

Most, 1T NOTt ali. O The traininq conceilvea sSO tar as parvt
ot this pro)jyece 18 intendego tor the micro ang small

entrepreneur. throuah 1ts research actavities, the My
wiil neeo to estabilsh the training neegs o1 workers
empiovea 1n mMICro— ang smail rirms, ‘he 1ncome ot workers
1S relatea to thelr qualiltications, and wor ker
qualirications seems to be related To the volume Ot sales ot
Tarms. Flians to sQive getecteo training nheeds by MU

studles mavy have to be derined ano 1mpliemented.

iNtOUF may play a roile in satistyinQg those needds.
Nevertheless, si1nce most ot 1ts present proarams have been
concelveo 10or medilum—si1ze0 ano larqQe enterprises, thelr more
common cii1ents, course contents may have to be adapteda to
the cnaracteri1stics OV smaii businesses, barticulariy their
tecnnoioqQical ievel. lnzorporation ot new trainina proqrams
1Nto IiFUF?’s planning tares time. An option throuqh which
Quilcker resoonNnses may De obtainea 1n LAVEKrH, Lvomponent 11
Ol the LAbUErt 1L Froject 1nciuaes trainhing neegs assessments
anag trainling programs, Although these training proqrams
nave been conceivea 1Oor new workers, pro@ct manaqQers are
open to the 1dea ot also training workers already empioved
ang who wouligd needg to i1mprove tnelr skill leveis.
~

Froviding skilis LO a Qroup Ot unskiliea workers has 1ts
ri1sKks. Unce trainead, these workers may be motivated to 1ook
tor higher pavinag empioyment opportunities elisewhere.
Lontracts ot services TOr opericos Ot t1me vyet to be
estabiished wili nave to ope siqned between the worker ana
thne tirm that has sponsored the traininag. fhis waii have to
be done 1n order to protect the tirm 1rom 1osing rather
QuUICkliy recentiy tralned personneti. '

(9) Uwners ot <small enterprises are ajlways responsibie tor
manaqQing the tirm or tor keepinq the accounting tor the
tarm. Un tne one hano, empioyees may be hireo to manage the
fairm. Un the other, the accounting tor the tarm may, and

. \\5‘\./



(1O

\11)

L1y

SS9

usually 15, contracrted—-out., fhase si1tuation needs to be
cons deredq when ptannina traininag cour ses tor small
entrepreneurs. tirst DECause approprlate reciplents orv the
trainina mav ROt nencessarilv be Tne owners. ANa seconogd,
even 11 owhers were traineag., tne content or training may not
0@ necessarilly the same as that which woulag be pianned are

manaqQers anud accountants,

FriA, EANLARSA ano sBanco de Ucciagoentcte are 1nterested :n

participatino 1N the proect. these 1instiltutions have
enpresseo positive attituages ryeqaraolng tuture lending
progar ams Tor micro and smali enterprises. the more

enthusi1astic o1 these 1nstitutions about such programs 1S
BANLARDA. BANLAHDA has agopted & very technical approach 1n
ungersctanainag the small business sector, 1N getermining what
the ti1nancial neegs 1N tnat sector are, ano 1N settinQq up a
pi1lot credit program ftor Smali enterprises. riA will soon
start a sSsimlar pliot proqaram tor miICro enterprises.
vespite the 1nterest manitested OV F1A 10 these 1irms, 1ts
response 15 a more cautlous one, and we shoulod expect 1t to

move more Qragualily 1n 1ts a1mplementation. vdanco de
uUccidgente wlil neeg to Show higher commi tment s similar
tvybes Ot activities. lo the extent possible, Danx resources

shoulo be committeo to tuture smali busi1ness sector credlt
proarams.

Banks ana riA neea tO recelve assistance to conceptuallize
the trainingQ programs to bDe orqanizeo 1n support ot tne
target popuiation to pe reachea tnrough tnexr proarams.

ihe cf1i1ent reterral system oV 1A w1il neeoc to be expandeb.

o be aplie to reacn entrepreneurs 1N MOSt Nneea ot mentioneo
services, a working derinition o1 tnNe target pcopulation must

be estaoliisnea. ns gertinition shoula permit the

accomplishment ©1 various ob)lect:ves.

(& o atlow panks ana FriA to Oork witn clientelies which
have opean traocirtionailly ass15teo by rvus. ihis 1%

particutiariy 1mportant as one or The intents ot the
proyect 1S to qgvaouate micro—enterprises trom lendinq

proarams 1mplemented DV FVUS To tendina proarams
1mplementeo by CcOomMmerclal Dbanks.

(b iI0 avoia the 0Oestlnation Ot resources mage avallable
tnrough the prolect tc a small numper ot Tarms with
ni1qgher ti1nanclail aemanas. lhus, preventinqQ wider
spread ot benetlts.

\C) jo ensure that empliovyment wilil be generated.

AN analysis ot how lenginag 1nstitutions detine micro— and
smail 1irms 1ndi1cates that ditlerences ex1st., l1hoependentily
ot the criterla utilizea to oetine them. jaoie No. B
summari1zes these detinitions wnen ti1xea assets ana number ot

~
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EMDiCYERS Aare uciilizeo as tne oerinition criteraia. AS 1T
can be obLserveo, FVuUs suCch 8s ruNAUER ana AdchHAUE provioe
SUpport to the smali1est rirms Or Tthe spectrum. SBANLAHEA ang
t 1A are provigiha Tinanciail assi1stance to Tarmse Ot an
intermeqglate s1ze, larager than what rvus mav cali smati.
panC G Ooe Uccl10ente seems TO exteno J0ans To T1rms wnilcn may
oe even jarvaoer,

table /7 — berinmition O MiCcro ana bmail pusi1nesses

Oy tencing tnstitutions when tix2d AsSSets ano Number oY ctmployvees

are utilfi1zeo as the veripition Lraiteraa

Mmrcro-tnterprises Smali kEnterprases

ASEFADLE < L10,000 N/A

Up to 1V workers
F UNADEH < LZO, V00 LZ20,000 to < L10V,UVL

Up to b workers Up to ZU workers
BANLAHSA < LOOL,VVL LYV, V00 tOo <« LZOU.UUU

A mean ot O workers A mean ot ZU workers
FlA < LoV, v LSV, 0V0 to < LYOL, 0V

sanco de uUccildente < LOO, VLV LDV, V00 tOo K LV, VWV

(132

we have suqQaested that 1n the context of this pro)jece,
micro—enterprises be detinead as those having tixed assets
unger L2V,000, an averaqge ot tive permaanent employees, and
using labor 1ntensive technoioqy. wWe have also suqqesteo
that smalil enterprises be detlned as those with ti1xed assets
petween LAVu,00U0 ana LJZUV,000, havaina an average ot 2V
permanent empioyees and preverably using labor-intensive
technoioay 1n Some Ot tnhe staqes o©f the manutacturing
process. ihese oeti1nl1tions would meet the objectives
mentiloneo earlier. ‘An  adoi1tion, 1t takes 1Nto account the
tact that the numober Ot emplioyees may vary as micro- and
small tirms may 1ncrease thelr personnel on a seasonal hasis
as a response to mar ket aemands.

rollcCcy 1Sssues reqardinag suopoft tor the micro and small

busilnNness sector need to be railsed with the qovernment. The
most siagni1ticant policy 1ssues 1n thls respect ares (a) the

4\,
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neeg o sS1moil Ty tne SMhati f1rm reni1sitration ano
Cjas1t11CcatiIon tere e - A T UM o4 4y ASA coetine ano
impiement a Sstrateqy To 11agnt contradanag trom neiqhboring
countriIes: ang (c) the neegd to 10entaty means to provige
higher spreao to DanNks 1or sSsmall enterprise (on)-lendinqg.

ihe level o1 openness rvus to suggestions maode by
beneticiaries reqaraoina the characteristics o1 1mplementeq
proarams iS qenerally consigdereo to be eirther hiqh or
aver aqe. sejoom low openness angd 1noi1tTterence have been
mentioned 1N 1Nterviews carrieg out amonQ benetricilaries.

wWitn the tvype ot agata avallaonle, 1T 1S very haro to

establisn causai rejati1onships betweent tal) 1nstaitutionatl
openness to suqQaestions trom the beneticiary bopuiation, and
(b)) 1nstaitutional etticilency. However , wlthout a ooubt

lower openness and haiah 2171Cc1ency are not related. As a
resuit, some dearee O1 openness 1S necessary 1or etticiency

tO ex1st.

1t seems that openness to suqQQestlons reaarding the terms ot
the i10cans may bhe restateo to lower delinqQuency. Lenders must
ungerstana tne reasons behind loan delinqguency, especlally
when gellinquency rates are above the aver age per rormance
that 1 common among rvus in the Honouran settinqg. 10
obtaln tnat unagerstanaginQ. consujtations with loan

recilpients are necessary.
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ANNEX 1)
EXHIBIT G
Page 1 of 2

CRITERIA FOR PARTICIPATION

Target Group Institutions

PRIVATE SECTOR

1.

2.

3.
4.
5.
6.

7.

9.

10.

11,

Honduran PVO, NGO, non- and for-profit organization with major
focus on providing assistance to small-scale enterprise,
Assistance includes credit, technical assistance and/or training.

Previously established entity with a minimum of three years
implementation experience with small business, preferably in the
industrial rather than commercial or service sectors.
Organizational objectives generally focused on employment
generation/maintenance and creation of new businesses or social
welfare objectives. Compatibility of objectives of organization
with those of project,

Preferable national versus regional or local focus,
Preferable urban versus rural focus.
Major focus on off-farm activities.

Adequate administrative and financial management systems already
in place. CONT/FARS will undertake rapid appraisal to ensure
appropriateness of systems. Since Project efforts will be
geared towards institutional strengthening, weaknesses noted
will not eliminate entity from consideratiom,

Direct coverage to beneficiaries high or with petential to
expand based on improved services.

Potential for gresi™ in organization and impuct on employment
and income generatinn as evidenced by previous years performance,

If credit program ongoing, acceptable arrearage rates. (Mission
will review arrearage rate problem to determine if rates can be
brought down through minimal technical assistance or whether
problem will require substantial assistance and time.)
Subsidized interest will not be acceptable. Savings
mobilization-optional,

Program 18 coet-effective with woderate administrative costs.
As a marker, Mission will look at cost per job generated by

Private sector orientation with strong possibility of
self-sustainability in the short-term.
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PUBLIC SECTOR

1,

- 2.

3.

7.

General concensus that entity suffers from minimal political
interference,

Major focus on providing assistance to small-scale enterprise in
both urban and rural areas. Assistance includes credit,
technical assistance and/or training.

Previously established entity with a minimum of three years
implementation experience with small business, preferably in the
industrial rather than commercial or service sectors.

Major focus on off-farm activities.

Agreement on the part of GOH of independence of A.I.D.-funded
prograz (e.g., PTR).

Potential for impact on employment and income generation as
evidenced by previous years performance.

If credit program ongoing, acceptable arrearage rates. (Mission
will review arrearags rate problem to determine if rates camn be
brought down through minimal technical assistance or vhether
problen will require substantial assistance and time.)
Subsidized interest will not be acceptable,

Program 18 cost-effective with moderate administrative costs,
As a marker, Mission will look at coet per job generated by
1nat1tution.

FINANCIAL SECTOR

1.
2.

S

Privately owned institutiom.

Relatively strong economic and financial situation. Acceptable
repayment record of Central Bank rediscounts/loag term ioans.

Good quality evaluation, processing and controlling system
vis-a-vis their placement of funds. Profitability from lending

operations,

Protracted interest on the part of senior management to
participate in the Prcject.

Posaibility of sustainability and expansion of the lending
program from savings mobilirzationm,

A "
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SUMMARY OF INDIVIDUAL NGO PROGRAMS

Provided below i{s a concise description of each program focusing
particularly upon planved activities over the life of this Project. A more '
detafled description of each entity and its present and planned program is
outlined {n the institutional analyses (unattached Annex 111, Exhibit C) and
in their {ndividual proposals (unattached Annex 111, Exhibits E-G).

(1,) FUNADEH (A,I.D. OPG $2,000,000 in DA resources| Counterpart
Contributions $560,000 equivalent)

(a) Background

Founded in 1983, the Honduran Development Foundatiou (Pundacion Nacional de
Desarrollo de Honduras - FUNADEH), is composed of approximately 175 prominent
business persons with social interests in the development of SSEs. FUNADEH
provides assistance to low income businesspeople, primarily small and
micro-entrepreneurs, both in production and distribution. FUNADEH's main
office and service area 1s in San Pedro Sula and the surrounding secondary
cities of Progreso, Choloma, Tela and Siquatepeque,

—~

FUNADEB's program to date consists of the provision of credit, training and
technical assistance to the SSE sector. Under this Project, FUNADEH will
continue the provision of this assistance with the overall goal of increasing
coverage and service areas. Approximstely three new secondary cities (La
Ceiba, Santa Rosa and Santa Barabra) will be served through their progran and
employment generated will be in the range of 3,000 Jobs. Following 1s a brief
discussion of the planned FUNADEH program. :

(b) Credit Program, FUNADEH will continue to support its two ongoing
and distinct credit programs. The Production Credit Program will provide
loans, at mirket rates (presently 17%) or above, to small and larger micro
entrepreneurs. Credit will continue to be restricted to working and/or
investment capital requirements, Terms of the loans will be normally six
wonths to two years, payable monthly. Maximum loan amounts will be $12,500
for individual SSEs and $25,000 for groups.l Average loan size to
individuals has been and will probably continue to be about $3,500 for
individual SSEs and $16,000 for groups. FUNADEH requires a reputable
guarantor and/or collateral at least equal to the value of the loan.

The Commercial Enterprise Credit Progrem, which was instituted by FUNADEH
during 1987, will continue to provide financial assistance to small commercial
businesses and distributors for the purchase of goods produced domestically by
SSEs. Loans will be made with a mimimum 17X interest rate and with a maximum
limit of $5,000 for individuals and 425,000 for groups. The goal of this
particular credit program will be to strengthen the ability of emall producers
to sell their products and compete in the marketplace.

4 A1l figures through these sections are in dollar equivalent. Loans
will, of course, be made in Lempiras at the current official rate of $1 = L2.

ab
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By the end of the Project, it is estimated that FUNADEH's credit
program will reach a volume ($2 million) to permit it to achieve
self -sufficiency, excluding the costs of TA and training.l Funds provided
under this Project will more than assist FUNADEH to attain the $2 million
active loan portfolio. While FUNADEH will not be fully self-sufficient —
due to costs associated with the provision of TA and training -- they have
begun and will continue to identify other sources of non-A. I.D. funding as
vell as institute fund-raising activities that will assist this organization
to reach a high level of financial self-sufficiency.

As of March 1988, FUNADEH made 650 loans totaling L4.5 million with
approximately one third of the total beneficiaries being women. The
outstanding loan portfolio at the close of March was L2.6 million. FUNADEH
estimates that 1,064 new jobs have been created, one for each L6,920 in
credits made, or one for each L8,600 in credits made plus for operating
expense, training, TA, and promotion expenditures. Under the new Project,
approximately 2,550 loans will be made and, as stated above, 6.000 new jobs
will bc created.

(c) Training and Technical Assistance Program. FUNADEH
will continue to stress the provision of traioing and TA to sil of its
clients, especially in the areas of financial managemsent and marketing
skills and practices, Training and TA will take twvo forms -- one is geared
specifically to ensure that credit is used as planned, aud the other towards
the improvement of the operations of the business. Both ore~on-one TA and
formal training courses will be offered to the SSEs. One-on-one tcaining
will usually be industry or problem specific. Formal training courses will
be conducted by such institutions as GEMAR, INFOP and Arthur D. Little. The
number of training courses provided under the prograr vwill increase
substantially from 110 provided to date to 300 during the life of the new
Project. Nearly 2,400 people are expected to benefit from the provision of
training and technical assistance,

(d) Institutionsl Support, Although management practices
vithin this institution are sound, a new activity, Institutional Support and -
Training, will be introduced under the SB II Project. The activity will
further {mprove the administrative and financial wechanisms of FUNADEH
itself focusing on training activities for FUNADEN personnel,

(e) Inputs. Through an OPG financed with appropriated
funds, A,I.D, will provide the following inputs to the FUNADEH program.

Credit $587, 500
Training /TA for SSEs $430,750
Staff Training/Operating Expenses :691,750
Capitalization Fund 290, 000

TOTAL $2,000,000

1 "See the 1987 evaluation of FUNADEH available in LAC/DR and USAID/H,

2
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2, ASEPADE (A.I.D. OPG $2,000,000 4n DA resources|
Counterpsrt Contributions ‘1,000,000 equivalent))

(a) Background

Asesoreg para el Desarrollo (ASEPADE) wne founded in 1977 as a
private, nonprofit organization to provide consulting services to
development agencies and to carry out development projecte among low-income
groups. Beneficlaries include both micro-producers and vendors located in
or near the three major cities of Tegucigalpa., San Pedro Sula and
Cholutecs. A.1.D., as well as several other donors, currently support
ASEPADE's three credit programs discussed below. A,I.D., 18 also financing &
long~term advisor provided by Accion Internationsl/AITEC to ASEPADE, In
eddition, ASEPADE also supports a number of rural development projects
through Bonduras.

The SB II Project will provide financial resources to ASEPADE to
continue and expand its present program of credit and technical assistance.
Coverage in terms of both numbers of beneficiaries and geographic service
areas will be expanded. Whereas ASEPADE presently provides services to
eight cities throughout Honduras, a total of 15 cities will be reached

during the five year life of project.

(b) Credit Program. ASEPADE will continue to operate three
small-business credit programs. Using the model developed by Accion/AITEC

in other countries in Latin America, the Credit through Solidarity Groups
(CREDISOL) program will contipue to provide credit to street vendors formed
into fairly howogeneous groups, typically of three to six individuals,
These groups will receive short-term vorking capital credit as well as
training. Loans per group will range from $150 to $1,500 with an interest
rate initially of 2% per month (24X per year).l Each group will aleo be
required to participate in s savings program. The Credit for Micro-
Entrepreneurs (CREME) program will continue to provide loans and TA to-
micro-industries - firms averaging fewer than three employees and covering
such industries as shoemaking, tailoring and dressmaking and furaniture-
making. Loans will be normally for working capital in amounts of $200 to
$1,000 with a four to sixteen weekly payback period. Interest rates are the
same as for the CREDISOL program, i.e., Z per month. The savings program
for CREME 1s a standard twenty percent. The third program, which will
receive limited support under SB II, is the Credit for Market Vendors
(REVEM) program which provides credit and other services to women market
vendors through cooperatives. FEach cooperative runs a self-sustaining
credit program and ASEPADE provides the necessary leadership and financial
trainir; for the cooperative to run on its own.

YT ASEPADE is currently revising this interest rate which may be increased
in the near term to compensate for the higher costs of administering credit
to this target group.

LV
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Under the new Project, approximately 15,000 micro- and small-scale
enterprises will receive credit for a total of over $11,000,000 lent. The
(REDISOL and (REME programs, which ave at present just over S0X
self-sufficient will be fully self-sufficfent at the project end.

(c) Technical Assistance and Training Program. Training
will continue to be an important part of all three credit programs and will
be additional to individual technical assistance provided by ASEPADE's
promotors. Typically, CREME credit recipients will be offered optional
twenty hour courses in topics such a2s basic accounting, basic micro-business
administration, marketing and production., C(REDISOL beneficiaries will
participate ir one-hour training sessions upon receipt of credit, Training
will emphasize simple business concepts, CREVEM training will continue to
stress cooperativism with five day courses provided every several months.
Under SB iIlI, training programs will be expanded to include 70X of all
uicro~producers who receive credit from ASEPADE, The goals will bde to
{mprove the quality of production, introduce marketing concepts and improve
overall use of accounting and other controls within the SSEs,

(d) Institutional Support. Similar to FUNADEH,
institutional strengthening will be a major focus of the ASEPADE progras in
order to eliminate basic program inefficiencies. Support to ASEPADE will
assist them to achieve self-sufficiency within their credit program, to open
8n additional regional office, to improve its monitoring aand evaluation
systems (especially gathering and analysis of impact evaluation data), to
achieve total integration of its financial and sccounting systems through
automation of the accounting and financisl aspects of the program throughout
all offices, and on—going training of key staff opecrations of ASEPADE.
Technical assistance from the PTU will focus specifically on the upgrading
and expansion of ASEPADE's accounting systenm,

In eddition, a full-time advisor to provide coatinual TA to ASEPADE
vill e made available under the PTU. Given the inherent difficulty in
vorking with ASEPADE's tremendous client group — microenterprises — which
requires more monitoring and overasll management to ensure an efficient and
costeffective program, the Mission and ASEPADE believe the presence of a
full-time advisor will be beneficial to the institution as 1t strengthens
and expands its programs.

(e) Inputs. Through the DA-funded OPG, A.I.D. will provide
the following inputs to the ASEPADE program.

Credit $ 985,000
Training /TA $ 322,000
Equipument $ 46,000
Support for Operational Costs § 647,000

TOTAL 2,000,000
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3. ANDI/PTME (A.I.D, OPG $4,600,000 in DA resources|
unterpart Contributions $1,273,000 equivalent)

(a) Background

The National Association of Industrialists (ANDI) was founded in 1958,
by a group of well-established Honduran businesspersons to support medium to
large industries, In the early 1980's, ANDI established a division called
the Small and Micro Enterprise Program (PYME) to oversee a Business
Asgistance System (BAS). The BAS was seen 38 a way to provide funding to
entities to carry out specific training and TA activities with SSEs, to
increase the institutional capabilities of the entities and to effect
coordination where appropriate. Wheu the Small Business Project (522-0205)
was authorized by the Mission in June, 1984, ANDI was selected as a
co—implementor (along with FIA) of the Project.

ANDI/PYME ie, therefore, a second-story organization -- whereby it
provides technical assistance and financial support, but not credit, to a
series of small business support entities (such as ASEPADE and FUNADERH),
which, in turn, direct their assistance to the small-scale entrepreneurs.
ANDI/PYME's clients are other Nonduran organizations, typically NGOs,
cooperatives and trade associations, that work to provide assistznce
(credit, technical assistance and training) to SSEs located throughout
Bonduras. Since its {nception, the ANDI/PYME progran, which is located in
Tegucigalpa, has provided financial assistance to over twenty entities
throughout Honduras. In addition, as of March 1988, ANDI/PYME calculates
that approximately 3,7 6 SSEs were assisted and 5,716 nev jobs were created,
as a result of PYME's iinancing of 62 subprojects for a total of L2,2
million.

Uoder the SB 1l Project, ANDI/PYME will cootinue to focus on a series
of already established programs (such as provision of assistance for
institutional support and training for clientele personnel) &s well as
institute a series of nev sctivities. Undar the new Project, ANDI expucts
that approximately 9,000 jobs will be created and value-pdded to production
will amount to nearly $27 miilion im local currency equivalent.

(b) Training and Technical Assistance. ANDI will cootinue
to arrange training courses for administrative, management and field
personnel of the SSE assistance entities. Courses such as credit portfolio
management and impact evaluation methodologies will be generally provided
under cootract by public or private training institutions in Bonduras. ANDI
will also continue to use the services of volunteers from the International
Executive Service Corps (IESC). Courses will be frequently intensive| for
exanple, two day courses in management by objectives will be provided to
management level personnel of selectad NGOs that work with SSEs.
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As part of this activity, ANDI/PYME will continue to provide funds to
the entities for specific projects. Each entity will present a proposal
detailing expected outputs and achievements Many of these projects will
provide training and technical assistance to SSE's as well as fund the
necessary administrative costs for the organizations to run their outreach
programs. PYME funds will not be used for credit, although funds can be
provided for administrative costs for credit programs.

(c) Business Assistance Network. ANDI/PYME has organized a
network of the entities involved in providing direct services to SSEs. It
has held five inter—institutional meetings, at which representatives of the
various entities have discussed issues of mutual concern, published a
newsletter which is reprinted in the newspaper and has initiatzd & dialogue
between the BAS and private banks. Under the SB II Project, ANDI intends to
continu2 publication of its newsletter &.d continue holding the successful
inter-institutional meetings, both on a more frequent basis,

(d) Institutional Support. Limited financing will also be
provided to strengthen ANDI/PYME in such areas as financial management and
internal controls, automation of its financial and data records.

In addition, ANDI/PYME will expand its current program as well as
introduce several new activities, inter alia, marketing, promotion
(1nvolving studies of the SSE sector, lobbying the GOH and local governments
oo behalf of the sector, promotion of the services proviged by the
participatirg entities), industrial profiles of several industries where
SSEs predominate, to better understand the problems and potential of each,
and & data bank which will computerize price information on producta
produced by SSEs and on certain raw materials, technical information on
technologies of interest to SSEs, and statistical information related to
assistance entities and their activities.

f{e) Claputs. Through the DA-funded OPG, A.1.D. will provide
the following inputs to the ANDI/PYME progranm.

Support for Coordination Expenses $749,100

Assistance to Organizations $3,714,000
Training $16,000
Information Network 448,400
Evaluations ___$72,500

Total $4, 600, 000

Q>
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OTHER POSSIBLE PARTICIPANTS

1, Institute for Honduran Development (IDU)® Using a matching grant from
A.1.D., the Institute for International Development, Inc. established the
Instituto para el Desarrollo Honderejo (IDE) in 1979 as a non-profit
organization. IDH has three objectives* (1) to reduce unemployment through
the development of small enterprises| (2) to provide an alternative credit
source to those businesses unable to obtain it through existing formal credit
lines and| (3) to provide its clients with technical and managerial assistance,

IDH was one of the early participants in the A, I,D, centrally-funded
PISCES Project and as an early leader helped to establish the viability of
micro-enterprise development programs in Bonduras, IDH works directly with
the SSE s-ctor providing credit, technical assistance aud training through
four regional offices, Their dbeneficiaries cover both urban and rural SSEs.
More recently, they have received funds from both ANDI/PYME and FOPRIDEH for
lostitutional strengthening as well as training and credit programs for its
beneficiaries.

Despite their considerable experience in serving the needs of SSEs, IDH
has not grown significantly as an institution., According to a evaluation
conducted in 1987, management deficiencies exist in the organization. With
the exception of the director, top management staff require training, This
need for training is shown in the high arrearage rates of their portfolio and
their {nability to meet programmed goals and objectives. Finaily, deepite the
national character of the organization, its actual impact in the field
(numbers of loan recipients) is small,

IDH 18 considered a candidate for future participation given their
experience to date and potential for expansion. Under the SB II Project,
technical assistance provided to IDH could strengthen it as an institution and
make it a valuable player in the field of small business assistance entities.

2. The Federation of Private Honduran Development Organizations (FOPRIDEK) *
The Federacion de Organizaciones Privadas de Desarrollo de Bonduras (FOPRIDEH)
was established in 1985 as an umbrella group for NG®s in Bonduras. It
received a five~-year OPG from A.I.D. to provide grants to NGOs for training
management and technical assistance. The members of the organization include®
small busipess development organizati-ns, rural cooperatives, and social
welfare organizations.,

1 PISCES (Program for Investment inm the Small Capital Enterprise Sector),
funded by S8T's Office of Rural and Institutional Development began in 1978 as
a pilot project whose purpose was to explore the feasibility of direct
assistance to informal sector small and microenterprises.
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POPRIDEH has defined two priority groups for its program grante’
1) programs for employment generation, credit and savings, and marketing and
services for small agriculture and small businesses| and 2) programs in
health, education, population a2nd human resources. To date, FOPRIDEH has
approved and financed 28 small projects. In the small business area, it hae
provided funds for NGOs to run programs in credit, training and technical
assistance. Many of these organizations have also received grants from
ANDI/PYME for their administrative and staff training costs.

Similar to many newly created organizations, FOPRIDEH suffers from
inherent weaknesses in its administrative and management structure. A young
staff requires further training and administrative procedures must be reduced
in order to make the project approval process more timely, In addition, the
institution needs assistance to strengthen its monitoring and evaluation
capabilities,

As a second-story organization and becsuse of FOPRIDEH's valuable role in
providing credit funds to NGOs, the organization received serious
consideration as a member of the initial core group. However, givea the
Mission's desire to work initially with NGs whose programs are strong and
capable of rapid yet careful expansion, the Mission determined that FOPRIDEH
would be best considered under the expansion group.

3. Bonduran Association of Managers and Entrepreneurs (GEMAH) * Gerentes and
Empresarios Asociados de Honduras is a non-profit organization begun in 1984
by a group of San Pedro Sula business people to provide high quality business
training to Honduran businesses. GEMAE received an OPG from USAID/Bonduras
vhich terminates June 1988. GEMAH provides courses to mid and upper
nanagement in larger private and public enterprises, In the development of
its program, it has received technical assistance from the American Management

Associations.

GEMAH has recently begun a new training prograam for small businesses.
This program is based on the model of the Fundacfon Carvajal of Cali,
Colombia. It provides twelve weeks of continuous training to small and
maicro-entrepreneurs, with eix modules which cover various facets of business
management (e.g., accounting, marketing, financial analysis, cost analysis,
etc.). The Mission has provided financial assistance for GEMAH's pilot
project to test the viability of such a training course in Honduras. A member
of the GEMAH staff was trained in Colombia anu will manage the initial pilot
rrogram. Under a tripartite agreement which includes AMNPIH and FIA, AMNPIH
which will provide the initial participants to the GEMAH program and FIA will
provide credit to eligible graduates of the training course.

The Mission is looking with great iInterest at this pilot project and
“clieves GEMAH and its pilot program would be an excellent candidate for the
:xpanded core group., If the pilot 1s successful, GEMAH will be able to
contract with core group institutions to provide training services under SB IL



