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PROJECT AUTHODRIZATION
 

Kame of Country: Honduras
 
Kame of Project: Small Business 11
 

Number of Project: 522-0241
 

I. Pursuant to Sections 103 and 106 of the Foreign Assistance Act of 1961, as 
amended, I hereby autborite the Small Business 11 Project for Honduras, 
involving planned obligations of not to exceed FIFTEEN MILLION UNITED STATES 

DOLLARS (415,000,O00) 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 Proje-ct is five years from the date of initial obligation. 

2. The Project consists of two components% (a) a Small-Scale Enterprise
 

Support System to strengthen and expand the programs of Honduran institutions
 

which provide credit, technical assistance and training for small-scale 

enterprises (defined as including micro-, small-, and mediua-scale 

enterprises), and (b) a Small-Scale Enterprise Research and Policy Analysis 
component to assist Honduran institutions with research and policy dialogue 

efforts to encourage the development of micro-, small-, and sedium-scale 
enterprise in Honduras. 

3. The Project *hall be implemented primarily through a direct contract with 

a competitively sele ted technical assistance contractor and operational 

program grants to the Honduran Development Foundation (FUNADEH), Advisors for 

Development (ASEPADE), and the National Association of Industrialists (ANDI). 
These agreements say be negotiated and executed by the A.I.D. officer to whom 

such authority is obligated in accordance with A.I.D. regulations and 

delegations of authority. 

A.I.D. under the Project Agreement4. Commodities and services financed by 
shall have their source and origin in the United States, the Host Country, or 

the Central American Common Market, except as A.I.D. say otherwise agree in 

writing. Except for ocean shipping, the suppliers of commodities or services 

shall 	have the United States or the Central IAerican Comon market as their 
xcteptplace of nationality, except as A.I.D. my otherwise agree in writing. 

for motor vehicles, where the total procurement element (i.e., including all 

purchase orders and contracts for goods 4od services) of an operational 

program grant is 4250,000 or less, the recipient of an operational program 

grant shall procure all goods and services necessary for the activity in the 

following order of preference: (a) United States (b) Honduras (c) Code 941 

countries, and (d) Code 935 coutries. Procurement shall not take place from 

sources other than code 935 countries. Ocean shipping financed by A.I.D. 

under the Project shall, except as A. .D. my otherwise agree in writing, be 

financed only on flag vessels of the United States. 

J h . Sgbrio 



Draft :GC/LAC:)(lli1iau: 

Clea.rance:3 
D7:E)vItaahvIi in draft 
DF:DCrut-DeP~ula In draft 
PSP:HLikar in draft 
ODNT:RZelaya dra t 
DP:FESzepesy 'indraft 
A/DID:DRobbins draff 



SKLJUL BUSINESS II
 

Table of Contents 

Page 

Part I. S1D"ARY AND LECCr:hENDATIONS 

A. 	 Background and Rationale 1
 
B. 	Project Description 2
 
C. 	 Estimated Project Budget 3
 
D. 	Project Isues 3
 
E. 	Reconnendation 7
 

Part II. BACKGROUND AND RATIONALE 

A. 	Definition of the Problem: Macroeconomic Setting 7
 
B. 	Response to the Problem: Promotion of Small-Scale 9
 

Enterprises (SSEs)
 
C. 	Constraints to the Growth of SSEs in Honduras 12
 

1. Policy Constraints 	 12
 
2. Institutional Constraints 	 14
 
3. Financial Market Constraints 	 15
 
4. Technical Constraints 	 16
 
5. Attitudinal Constraints 	 17
 

D. 	Overview of Recent USAID-Supported SSE Activities and 17
 
Lessons Learned
 
1. Overview of USAID-Supported SSE 1'tivitles 	 17
 
2. Analytical Base and Lessons Learned 	 19
 

E. 	 Project Stastegy 21
 

Part III. PROGRM FACTVRS 

A. 	Relationship to A.I.D. and Mission Strategy and Action 22
 
Plan
 

B. 	Relationship to GO and Other DoLor Programs 24
 

Part IV. PROJECT DESCRIFTION
 

A. 	Project Goal and Purpose 25
 
B. 	 Beneficiaries and Expected Accomplishments 26
 

1. Small-Scale Enterprises 	 26
 
2. Intermediary Institutions 	 27
 

C. 	 Project Componentr 28
 
1. SSE Support Sysu2a 	 29
 

a. NO Strengthening and Service Expansion 	 30
 
b. Expanded Financial System Lending 	 35
 

2. SSE Research and Policy Analysis 	 44
 
D. 	Summary Inputs 47
 

1. Inputs 	 47
 
2. Summary Budget 	 47
 



Pas 

Part V. PROJECr ANALYSES 

A. Financtal Plan 
48 

1. Project Bidget
2. Disbursement Procedures 	 48 
3. Disbursements by Year 	

49 
494. Methods of Financing 	 505. Financial Lnalyses 
53a. NGO Credit Reflows 

b. Loan Fund and Guarantee Fund Analysis 	
53 
54
B. Administrative Feasibility and Institutional Analysis


1. Administrative Feasibility 	
55
 
55
2. Financial System, Participating Ranks, and 59
 

the Fiduciary Agent

3. Participating NGO& 
 62
a. ANDI/?IYhE 

62
b. NFAD&H 

64
c. ASEP/MDE 

65C. Social Analysis


D. Econolc Analysis 	 67 
701. SSE Demand for Credit 

2. 	Economic Analysis 
70
 
72
 

Part VI. PROJECT MANAGEMENT AND IMPLM(ENTATION 

A. Administrative Arrangements 721. Grants to Participating NOOs 732. PFI Credit and Guarantee Program 	 743. fTU Linkage to Participating Institutions 	 75

B. Procurement Procedures 7S
C. Evaluation and Audit 73
 
D. Implementation Plan 


73
 . Cray amendment 	 7.4
 
F. Environmental Concerns
 

Part VII. NEGOTIATION STATUS
 

A. Conditions Precedent to Disbursement 	 7A
 
B. Negotiation Status 

79,"
 



iv
 

ACRONYMS*
 

AHIBA National Association of Bankers
 
ANDI 
 National Association of Industrislists
 
ANMPIH 
 National Associatiou of 
Small and Medium Industrialists
 
ASEPADE Advisors for Development
 
RAS Business Assistance System
 
BCHi Central Bank of Honduras
 
CDI Industrial Development Center
 
OOHEP Honduran Council for Private Enterprise

ESF Economic Support Funds
 
FLA Industrial and Agricultural Finance Company

FIDE Foundation for Investment and Export Development

FONDEI Industrial Devel'opment Fund
 
FOPRIDEH 
 Federation of Honduran Development ?VOs
 
FOPEME Small- and Medium-scale Enterprise Fund
 
FUNADEH National Development Foundation
 
GEMAH 
 Association of Honduran Managers and Entrepreneurs

QDH Government of Honduras
 
IESC International Executive Service Corps
 
INCAR 
 Central American Business Administration Institute
 
INFOP National Training Institute
 
HOU Memorandum of Understanding

NGOs Non-governmental Organizations
 
O Operational PIogram Crant
 
PACD Project Assistance Completion Date
 
PF1 
 Private Financial Institution
 
PISCES Program for Investment in the Small Capital Enterprise
 

Sector 
PTI Rural Technologies Program
PTU Project Technical Unit 
PVO Private Voluntary Organization
PYNE Small and Microenterprise Program
SI I Small Business Development Project (522-0205)
SI I1 Small Business I Project (522-0241)

TA Technical Assistance 
SSEs Small-scale Enterprises
 

* For Honduran organizations, Spanish acronyms are used.
 



Annex 7 Legal Exhibits 

Exhibit A. 
Director's 611 (a) Certification
 
Exhibit B. Statutory Check List
 
Exhibit C. Grantee Requests
 
Exhibit D. Environmental Threshold Decision
 

Annex II Technical Exhibits
 

Exhibit A. Logical Framework
 
Exhibit B. 
PP Approval Action Memoranduu
 
Exhibit C. 
Steps for Firm Registration and
 

Flowchart of Classficsttion Steps
 
Exhibit D. 
Summary of Policy Constraints
 
Exhibit E. List of Documents Reviewed for PP Design
 
Exhibit F. Social Analysis

Exhibit G. Criteria for Participation
 
Exhibit H. Description of NGO Programs
 
Exhibit 1. Other Possible Participants
 

Annex III Unattached Annexes
 
(Available in USAID/H Bulk Files)
 

Exhibit A. USAID/onduras Employment Strategy Paper 
Exhibit B. The Effect of Policy on Small Industry Development


In Honduras, Development Alternativs, Inc., 1987. 
Exhibit C. Institutional Analyses

Exhibit D. 
Honduras-A Small and Micro Enterprise Development
 

Exhibit H. Expressions of Interest from Private Financial Institutions
 

Strategy, ARIES Project, Robert Nathan and 
Assoc., 1987 

Exhibit 1. 
Exhibit F. 

ASEPADE Proposal
FUNAD9H Proposal 

Exhibit G. ANDI/PYME Proposal 

Exhibit I Economic Analysis

Exhibit 3 Project Completion Report on Honduras -
First and Second
 

Industrial Credit Project, Vorld Bank, Dec. 1987
 

TABLES AND FIGURES
 

I Size Distribution of industrial Firms 
2 Summary Project Budget 
3 Project Budget
4 Disbursements by Year 
5 Loan Fund Analysis 
6 Projections of the Guarantee Fund 

Figure I Institutional Configuration
 



-- 

FART 1. SLOOLAT AND UCI0ZNDATIORJ 

A. Uceround *ad Rationale 

High levels of unemployment - the result of low labor productivity and alackluster economy 
 are viewed by most Hondurans as the critical problem
confronting the economy and the well-being of the country. 
Nearly 122 of the
economically active population is currently unemployed, and underemployment
aCcounts for perhaps a similar if not higher figure. 
An equally critical
problem is that of low income levels which have fallen significantly over the
 
past several years.
 

The Inportance of small-scale enterprises - SSEs - (which we define toinclude micro-, small-, and medium-scale enterprises) in creating productivejobs and increasing the Incomes of the poor In developing countries is widelyrecognized In the development literature and by the Mission. 
In many
developing countiles, including Honduras, SSEs are by far the most important
component of the industrial sector, In terms of total number of 
firms and
contribution to employment. 1 
Moreover, most of the employment is
concentrated at the smallest end of the size spectrum (i.e., 
micro and
small-scale enterprises). Virtually all studies reveal that SSEs generate
more employment per unit of 
scarce capital than their larger scale
counterparts. 
Yet despite the recognized attributes of SSEs, numerous
constraints inhibit their development and growth. 
 These Include policy,
institutional, financial, technical, and attitudinal constraints.
 

Accordingly, in order to create employment and increase incomes in
Honduras, the proposed Small Buriness I 
Project (SB II) will implement an
expanded SSE development program as Honduras enters the 1990s. 
 The Project
will build on the valuable experience and lessons learned from previous
USAID-supported SSE programs. 
It will also address those constraints either
not 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 will reinforce and complete 
 the long-term institution-buildingproces that has already begun by strengthening a select group of key HonduranNon-Governmental Organizations (NGOs) that support SSEs. 
 Institutional
strengthening will be accomplished by improving 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 vill incorporate
private financial institutions (PFIs) into the Mission's SSE outreach program,
significantly expanding the nunber of beneficiaries assisted.
 

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

1979 figures for Honduras indicate that SSEs pr~vided over 702 of
employment in the manufacturing sector. 
 I.edholn, Carl and Mead, Donald.
Small ScleIndustries ir Developing Countries: 
Empirical Evidence and Policy

Implication, 1987.
 

1 
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The SB II Project supports Wiselon Action Plan, National Bipartisan
Commission on America, CentralCentral and American Initiative objectives ofincreasing employment opportunities and spreading the benefits of economic 
growth. It also responds to increased interest by the U.S. Congress inmlcroenterprise development. theFinally, Project supports the Government ofHonduras (OD) objective of expanding employment opportunities through SSEs. 

3. Project Description
 

The Project £081 is 
to increase employment and expand production. The
Project purpose is to: (1) strengthen and expand an institutional system thatwill increase and improve the supply of credit, training, technical 
assistance, and services to SSEs; and (2) improve the policy and regulatoryenvironment in which SSEs operate. Project beneficiaries Include institutions
which assist SSFs and the SSEs themselves. It is expected that no less than30,000 individu ls will be directly assisted by Project activities. A muchgreater number will be assisted indirectly through policy reform and other 
activities.
 

The Project is composed of two interrelated components: (1) an SSE SupportSyatem component to strengthen and expand the programs of Honduraninstitutions, both Non-Governmental Organizations (NG~s) and Private FinancialInstitutions (lWIs), which direct credit, technical assistance, and trainingresources 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 formulation forthe of recommendations 
policy changes which will lead 
to an improved policy environment for SSE
 
development.
 

1. SSE Support System - The first component vill be implementedthrough dollar-financed Operational Program Grants (OPGs) to three leadingHonduran NG)s which assist SSEs. These grants will ensure that their programsare sustainable over the long term. It will also include a ESF-generatedlocal currency Loan and Quarantee Fund Program (Spanish acronym }PFOE) thatwill be channeled through Private Financial Institutions (PFIs), Includingcommercial banks and finance companies and managed by the IndustrialDevelopment Fund (PONDEI) of the Central Bank of Honduras. 

2. SSE Research and Policy Analysis - The second component will
aesist the OB and the Honduran private sector to establish an effectivepolicy environment for SSE development in Honduras. This component will: (1)undertake discrete research activities which will give the OIH, the privatesector, and the Mission a more detailed analytic base on SSEG to permitcontinued program development and modification, and (2) support specificpolicy and regulatory analyses end reforms which facilitate policy dialoguebetween the public and private sectors and which lead to policy changes thatassist the development of SSEs in Honduras. 
Activities under this componentwill be closely coordinated with other ()li-USAID programs, including theEconomic Support Fund (ESF) Program and the Policy Analysis and Implementation
Project (522-0325). 

Th Project will establish a Project Technical Unit (L) consisting of aU.S. Institutional contractor to guide overall Project implementation. ThePru will have four specific functions: (1) to provide technical assistance to 
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the NGOs and financial institutions participating in the Project; (2) to work 
with 	these entitles &nd other leading private and public sector institutions 
on the broader arena of research and policy analysis; (3) to advise the 
Mission on a continuing basis on implementation of our SSE strategy; and (4)to assist Project implementing agencies in day-to-day Project management,
including monitoring and processing of Project-related documents. 

C. Estipated Projett udpt 

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

(us 000)
 

S 0 U I C E S
 

PRIVATE TOTAL
 
U S E S 
 A.I.D. GOB SECTOR COST
 

I. 	 SSE Support System
 
a. 	 rants to NGOs 8,600 
 - 4,540* 13,140 
b. PFI Credit and
 

Guarantee Program 500 15,000 
 4,435 19,935
 
II. 	Research and Policy


AnalysIs 200 1,000 	 1,200
 
III. 	Project Technical
 

Unit 4,800 - - 4,800

IV. 	 Technical Assistance
 

-uort Fund 250 - - 250
V. 	 Evaluations7Audits 150 25 
 -	 175 
VI. 	 Project Liaison
 

Officer 
 500 	 -  500
 

TOTAL PRoJECr COSTS 15000 16,025 8,975 
 40000
 

A wiver of the 25%minimum counterpart contribution was approved by the 
Mission Director for ANDI/PYME.
 

D. ProJcct Issues
 

The following issues arose In the course of intensive Project review, and 
were analyzed and discussed at length by the Project Design Comaittee and
Mission management. Sumary responses to these issues are provided below. 

1. Issue: The Project will be Implemented by a broad group of NGOsand private financial institutions. Is the Project dealing with too many
institutions? Is the Institutional configuration too complex effectivefor
implementation and management? theWhy were three participating NGOs chosen 
over other elegible entitles? 



Response: As previously noted, the Project will direct efforts at
 
two levels: it will strengthen and expand the progrras of Honduran

'nstltutlons assisting SSEs (including NGOs and the private financial system)
and it will improve the policy environment under which SSEs operate. These 
activities are essential to expanding employment and increasing incomes
 
through SS~s over the long run. Eliminating any one of them would leave us
 
short of developing a comprehensive 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 segments of the SSE
 
spectrum.
 

During intensive review, the Mission determined that, with respect to
 
NGOs, Project impact would be increased by further strengthening those key

private sector Institutions with the capacity to reach the greatest ,umber of 
beneficiaries, rather than by concentrating resources solely on one
 
institution. The Mission explored at length the possibility of providing 
assistance to these institutions through one "umbrella" entity. Yet our

discussions with the OH 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. Hence, 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 institution 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 permits significant expansion of 
 the
 
number of participating PFIs with minimal additional management costs.
 

In sum, it is the conclusion of the Project Design Comittee that the
 
Project's institutional configuration is effective and that it 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 Team
feels tbnt responsibilities are sufficiently clear, and that the incorporation

of some Project elements, e.g., a Project Technical Unit (PTU), will result in 
expeditious implementation. 

In choosing existing organizations as agents of implementation, the 
Mission carefully looked at a number of organizations, both private and public
sector, that met the general qualification requirements outlined in Annex II, 
Exhibit G. The Mission determined that limited Project resources should be 
initially focused on strengthening private organizations assisting the SSE 
sector since, for tfhe 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
Intensiv- review and our own experience, provide the greatest possible 
coverp 
 to SSEs and which have the most effective program consisting of 
varlot . forms of assistance. 

2. Issue: The primary Project focus is to assist SSEs. The private 
financial system credit and guurantee component authorizes loans up to
 
4125,000 which is a large loan by any criteria. Is there a danger that most 
credit resources will go to larger enterprises? Shouldn't the loan and 
guarantee funds focus exclusively on smaller firms? 
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Resonse: The Project places great emphasis on assisting the smaller 
of the SS e, particularly mlcroenterprises, as reflected In the NO programs. 
It must be kept in mind, however, that the Action Plan objective to which this 
Project responds is enployment creation. The promotion of SSEa is a means to 
accomplish this end. To the extent that support for medium-scale enterprises 
also contributes to the cost-effective creation of jobs-as A.I.D. and Mission 
experience indicates--they should be included as eligible beneficiaries under 
the PFI program.l In this regard, the aiim of the Project Is to let the 
market allocate funds, rather than to target 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 Important role
 
that medium-scale enterprises 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 own experience indicates that the 
linkages betveen small- and medium-scale enterprises are important and can be 
significantly increased. In fact, the relative absence of medium-scale 
enterprises in Honduras has been identified as a problem afflicting the 
Honduran industrial sector.
 

Medium-sized enterprises often suffer from many of the same constraints 
that are encountered by smaller firms. This is particularly 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 insufficient working capital, operating far below their capacity, which 
limit-s their potential impact on employment and value added. Experience in 
previous USAID credit programs indicates that the proposed lending limit of 
$125,000 Is not unreasonable 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 important working capital requirements of some 
firms, lending practices suggest that the average loan size, for both the NGO) 
and the PFIs, will be far below this limit, in the $25-30,000 range. For 
example, FIA's loan limit is 4125,000 and yet Its average loan size has been 
consistently going 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 is reasonable for a comprehensive small business program such as the 
one proposed in this Project. Based on Mission monitoring, as well as formal 
evaluation, adjustments in the lending limits may be made during Project
 
implementation.
 

3. Issue: Is the inclusion of both a credit and a guarantee fund 
necessary? Why should JSAID and the 0O)H guarantee their own funds? 

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 situation appears to be 

1 Periodic evaluations will provide information on the cost per job created 
for all enterprises. These evaluationc will serve to make any necessary
adjustments in eliibilitv or other criteria. 



6
 

changing quickly and the banking system now faces a lack of liquidity. The
 
Loan Fund will permit relatively illiquid Institutions to have a source of
 
funding for SSE9. Second, and more importantly, the Loan Fund makes it
 
possible for SSEs to receive longer-term 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 relatively
illiquid, such as Saviugs and Loan Cooperatives and Savings and Loan
Associations will be invited to participate in the project In order to expand
the financial network.
 

The (Larantee 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 
with enough risk to ensure that they would perform adequate financial 
analysis. Ongoing discussions witn banks suggest that the Guarantee Fund will 
be in great demand. Since banks can guarantee loans using their own funds
 
(and not just loans made available through the Project's credit program),
 
Project resources will leverage considerable private sector resources and
 
increace lending to SSEe, even if the lack of liquidity turns out to be a
 
short-term problem and the Credit Fund not move as quickly asdoes anticipated. 

In sum, the two components are highly complementary but serve distinct
 
ueeds. The PFIs have the option of using the Loan Fund 
or the Guarantee Fund
 
or both. 
 To the extent that PFIs uae the Guarantee Fund in conjunction with
 
the Loan Fund, it will help ensure that FOPEKE 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 Fund 
program. Hence, USAID-GOH principal will not be used when the program is
underway to cover defaults. Moreover, in case of default, banks must repay
principal and interest from the Loan Fund, whether or not they use the 
Guarantee Fund. 

4. Issue: The Project will initially work with three NO)s who at present
 
are not financially self-sufficient. 
 To what extent should the Project seek
 
to ensure their sufficiency by Project end?
 

.esponse: The Mission determined that for those NGs with credit 
programs, total self-sufficiency is highly desirable and should be pursued.
This objective has been cerefully incorporated in Project design. All credit 
programs are designed to be self-sufficient. However, Mission and A.I.D. 
experience also recognizes that training and technical sasistance efforts may 
never be fully recoverable or self-sufficient If we are to support
microenterprises and the of small-,acalework with smallest the enterprises.
Given the very high cost of reaching this target group (often with loans of 

100-4500), it is difficult, if not impossible, to pass along all 
administrative costs plus technical assistance and training costs to 
borrow--s. Therefore, complete self-sufficiency, i.e., including technical 
assist -ice and training programs, may be outside the reach of some of these 
NGOs and, if insisted upon, would push the NOs to eliminate technical 
assistance and training programs from their SSE assistance packages. 
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In order to assist the NGOs to maximize efforts to attain
self-sufficiency for their entire program or, at a minimum, independence from

A.T.D. fin.incing, the Project will work with the N00s to Identify additional 
sources of revenue -- specifically throegh the implementati(,n of 
revenue-generating activities and the commitment of other donor and/or private

and public sector funding. While the Mission may not provide additional 
funding to the Initial three NGOs beyond the 
life of the Project, it willretain the flexibility to finance future efforts associated with training and 
technical assistance. As noted above, all credit programs are expected to be
 
self -sufficient. 

I. R cotlendation
 

The proposed Project fully supports the USAID commitment to establish
 
sustained econcnic growth and development by creating employment and
Increasing incomes. providingMoreover, employment opportunities to Hondurans 
i a key priority in the (XOH National Development Plan. It is the ProjectDesign Comlttee's opinion that the Project is technically, financially,

socially, and economically sound. Therefore, 
 the Committee recommends that
 
the USAID/Honduras Mission Director authorize the 
Project. 

II. BACKGROUND AND RATIONALE 

A. Definition of the Proble: Macroeconomie Settin 

With a per capita GD)P in 1985 of approximately $769 (in 1988 values),
Honduras is one of the poorest countries in the Western Hemisphere. At the 
end of 1987, approximately two thirds of the population had earnings below the 
estimated poverty line income of $230 per annum. 

Honduras' poverty is reflected in key social indicators associated withunderdeveloplect. The human resource base is ectremely wak and social 
services are woefully inadequate. This is evidenced by the literacy ratewhich, for the adult population, is a low 602. Moreover, only 202 of the 
rural population over 14 years of age is 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,
eazaing power, and improvements in the quality of life for most Hondurans. 
Malnutrition affects nearly 402 of the population. Sanitation and housing are
inadequate fur the majority of the population. These and other factors 
contribute to a high infant mortality rate (79/1000-third worst in Latin 
America) and a life expectancy of only 62 years, lowest in Central America. 

High levels of unemployment -- the result of low labor productivity and alackluster economy - are viewed by most Hondurans, including the WDE, as the
critical issue confronting the economy and the well being of the country. Atthe same time, labor market conditions (i.e., wage levels and unemployment 
rate) generally are a reliable indicator of the health of a society. In
Honduras, labor market conditions have gone from bad to worse during the 1980. 
and thieaten to deteriorate even further as the decade ends. An estimted 



122 of the population is unemployed and underemployment accounts for perhaps a
similar figure. 1 
 Moreover, the aggregate figures hide the especially hard
Impact that adverse labor market conditions are havingsubgroups. on specific population
For instance, GOH employment figures in September 1986 cited
unemployment rates of 21% and 18% for men and women, respectively, between the
ages of 15 and 24 years living in urban areas. March 1985 figures show that
 over 51% of the unemployed in Tegucigalpa and San Pedro Sula (Honduras' two
largest cities) had been unemployed for over three months, and over 18% for
two years or more. 
 Such statistics suggest the existence of a substantial
 
core of long-term unemployed who are in danger of becoming unemployable.
 

The wage situation in the labor market 
is equally bleak. September 1986figures indicate that 221 of the employed urban workers labored more than 36
hours per week yet earned less than 4100 per month-a level of income which
places these workers at 
just barely above subsistence. Moreover, if one takes
Into account that (A)r per capita has fallen from 1980 to 1986, and that labor
force growth has been substantial (estimated at 3.52), it is very likely that
real wage rates have fallen significantly. 2
 

Current labor market conditions are troublesome, but even more so is 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. 
 Tne 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

economy, opportunities to create jobs a~id increase incomes must be sought Inthe agricultural sector, including off-fArm employment In agroindustry and
support services, supplies, and equipment for agriculture. But demographic
trends (urbanization exceeds 62 per annum) and low productivity indicate 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 21stcentury. Yet, although the manufacturing sector's contribution to GDP andemployment has increased during the past 15 years--accounting for 122 of G)P
in 198 6--performance has been poor. 

1 The )HT's General Directorate of Statistics and USAL's Office of Economic
Policy Analysis estimate unemployment at 122. Using an incomes basedapproach, the IBRD estimates open and underemployment at 252. 
2 See t . USAID/Honduras Employment Strategy Paper. The above section
 
summari es its findings. 
 The paper provides a comprehensive picture of the
labor E.tuation in Honduras. 
 Copies are available in USAID/H and LAC/CA. 
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Manufacturing output grew at a reasonable average rate of 5.62 per year
in real terms during the 1970. but declined by 2.52 per year during 1981-85.The large import-substitution industrialization (ISI) firms that were
initiated or expanded in the sixties and seventies still account for aconsiderable portion of the industrial value added and total output, 
However,

they are in many cases inefficient and are ficancially viable only due to
protective tariffs and special incentives associated with the ISI model.

Investment costs per job 
created through these firms appear to have exceeded 
115,000 in all cases and approached $30 000 in many. 1 Under theseconditions, investment in the range of 4150-300 million per year would be
required for the industrial se, tor to absorb even one-third of new entrants 
into the labor force (115,000 or 430,000 X 10000). 

In sLuX, the critical problem fecing the Honduran economy and its
policymakers Is to generate additional productive employment and increase
 
incomes to improve the well being of the Honduran people. Yet theagricultural sector can meet only part of this demand 4hile the manufacturing
sector as a whole has been stagnant and has failed to produce the jobs neededto absorb the growing labor force at anything approaching a reasonable 
investment cost.
 

B. Response to the Problem: Promotion of Small-Scale Enterprises 
(SSEa) ' 

The importance of SSEs in creating productive jobs and enhancing incomes 
of the poor in developing countries widely recognized theis in developmentliterature. 
Over the years, ISI firms in Honduras have been unable to create
 
increasing numbers of jobs. 
 While precise data are not available, it is

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 Developmect Alternatives, Inc., The Effect of Policy on Small Industry
Development in Honduras, USAID/H contracted study, 1987 and, ARIES Project,Honduras--A Small and Micro Enterprise Development Strategy, March 1987.
These documents will be referred to as the DAI Policy Study and the ARIES 
Honduras Strategy respectively.
 

2 The term SSE is used in a broad sense in this section to cover 
micro- (which employ less-terprises than 5 persons and have hxed assets ofless -ban $10,000) and small enterprises (which employ frou 5 to 19 workers 
and have 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 basebetween $25,000 and $250,000. This definition conforms to that used in the
1974 Industrial Census. Note, however, that Section IV establishes analternative definition of SSEs based on AID/ guidance and the Mission's
experience in its Small Business Development Project SB I)* This latter
definition will be used in this Project.
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countries, SSE9, particularly microenterprises, are by far the most important
component of the industrial sector -- termsin of total number of firms andcontribution to employment. SSEs include both "formal" enterprises (i.e.,
those registered with GOH authorities, which pay taxes, licenses, and other
government charges) and those "informal" enterprises which operate outside of 
government control and registration systems. 

Table 1 below summarizes findings from the 1974 Industrial Census and
Illustrates 
that Honduras' industrial structure is 
dominated by microenterprises with relatively few small, medium, or large enterprises. Of theapproximately 38,000 Honduran industrial enterprises identified by the census,approximately 982 of these firms fell Into the mlcroenterprlse category (under 
five workers). 

Tie 1974 survey demonstrated that microenterprises make the greatest
contribution to industrial employment, providing jobs to approximately 57% ofthe industrial work-force of approximately 90,000 laborers (see Table I).
Recent updates of employment data indicate that microenterprises now play aneven greater role in the provision of industrial jobs. Central Bank data
estimate that currently there 
exists a universe of approximately 300,000Individuals, employed by about 78,000 SSEs in various subsectors. I Infact, mcroenterprises (sometmes called the informal sector) are the only

segment of the industrial se-tor that 
grew significantly throughout the lastdecade. An additional 40,000 micro businesses are engaged in comerce andservices (including market vendors and street merchants) and employ

approximately 120,000 people. 2
 

These figures illustrate the importance and magnitude of SSE& inHonduras. Based on 1985 Central Bank estimates of an economically activepopulation of 1.11 million, SSEs in industry, service, and comerce employed
more than a third of the total workforce. This estimate coincides with aWorld Bank figure of approximately 300,000 persons who are employed by3SSEs. In Tegucigalpa alone, microenterprises are estimated to employ
nearly half of the workforce. 4 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 inHonduras outperformed larger ISI firms in net return to capital, net return to 

I ARIETS onduras Strategy. pg. 16. The PP document uses the 300,000 figure
to denominate the universe of potential beneficiaries. 

2 DAI Policy Study 

3 World Bank s Country Memorandum, 1986. 

4 ARIES Honduras Strategy 
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labor, and social cost/benefit measurements (see following paragraphs). 1 

In sum, SSF. form the most important component of the Industrial sector 
not only from the point of view of number of firms and people employed, but 
also with respect to the overall efficiency of resources allocated to 
industry. The advantages of SSE promotion - as a means both to overcome the 
employment and low Income problems facing Honduras and to attain other 
important developmental objectives - are summarized below. 

* Potential to Increase Eployment Levels: Based on 
comparative 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 medlum-sized firmas, versus $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 and the most important 
provider of new jobs. As noted above, figures in Honduras have confirmed this 
fact.
 

* Impact on the Poor: SSEs generally undertake activities 

having appreciably higher employment demand for unskilled workers which 
translates into greater eployment opportunities for the poor and their 
ability to increase their incomes. Moreover, due to the nature of SSE, the 
unskilled also often gain experience in other facets of business, including 
management and other tasks requiring greater skill levels. 

* Higher Productivity of Capital: SSE., vith a lower 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 
9all manufacturing firms outperform other enterprises in the same 
manufacturing sector. Output per capital ratios for small and large 
enterprises in Honduras range from 2.13-3.57 for SSEs to 0.28-1.41 Sor larger 
firms, indicating such higher prt..±:tivity for smaller enterprises. 

1 DAI Policy Study and ARIES Honduras Strategy 

2 DAI Policy Study and ARIES Honduras Strategy 

3 DAI Policy Study and ARIES Honduras Strategy 

http:0.28-1.41
http:2.13-3.57


TAznLe I
 

S=K DISTRIBUTION OF INDUSTRIAL FIRMS
 

No. of Percent Employ- Percent 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 57.1% NA NA NA NA 
(1-4) 

Small 476 1.3% 4,606 5.3% 17,166 7.1% 60,473 6.1% 
(5-19) 

Medim 292 O.8Z 13,012 14.8% 79,769 33.2Z 397,396 40.3% 
(20-99) 

Large 81 O.21 19,975 22.8% 143,485 59.7% 528,219 53.6% 
(over 100 
employs) 

TOTAL 37,822 100.0Z 87,730 100.0% 240,420 100.0% 986,088 100.0Z 

SOURCz: Stallman, 
Boduram: 

Judith and Pease, James "Rural Industrialization Policy and Progrim
A ftellimary Asseemnt" Internmational Labor Office, Geneva. 

in 
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* Encouragement of Private Sctor-Led Growth: Fosterin 
SSEs supports the development of market-led giowtb and of a dynamic,

indigenous private sector. Forward linkages 
 to larger scale enterprises, such 
as subcontracting arrangements, for example, provide a means for establishedfirmas to play important roles in technical assistance, marketing, and other 
functions. Moreover, e,phasis on the importance of SSE to the overall economy, particularly those firmas towards the micro and small end of the 
spectrum, will increase awareness among the general population about the 
pluralistic nature of the private sector and will reinforce democratic values.
 

* Other Arguments for Promoting SSYs include: The creation
of complementary businesses; SSEs' effectiveness as mechanisms to support
economic decentralization; the stability and coherence they lend to

communities; their generally minimal adverse environmental Impact; their

fmportance as generators of savings; and their role as a major source of 
employment for women.
 

For these reasons and others listed in the development literature, the
 
promotion of SSEs is considered a viable and effective mechanism 
 to increase
employment and incomes in both rural and urban areas in Honduras. SSE 
promotion addresses the employment problem facing Honduras and encourages thecountry to rethink national policies and procedures which discriminste against
the use of labor absorptive production techniques in favor of an excessive useof capital. Furthermore, assistance to SSEs addresses a major A.I.D. 
developmental priority, which is to support and strengthen the private sector as a catalyst for economic growth and development, and responds to the U.S. 
Congressional nandate to channel increasing levels of resources to 
microenterprises. 

C. Constraints to the Growth of SSKs in Honduras 

Despite the recognized attributes of SSEs, numerous constraints inhibittheir developiaent and growth. These include policy$ Institutional, financial,
technical, and attitudinal constraints, which are discussed below. 

1. Policy Constraints
 

One of the important characteristics of the Honduran industrial sector 
is the overwhelming number of microenterprises compared to small, medium, andlarge frms. Indeed, mcroenterprises account for the great majority of firms 

industrial as noted in Table Thisin the sector, earlier 1. relative absence
of small- and medium-scale firms is disturbing because studies have
demonstrated that, while alcroenterprises are very important generators of
employment (particularly compared with large firms), the small enterprise and
the lower range of medium-sized enterprises are more efficient and have 
greater economic potential, in terms of employment, value added and other 
economic measurements. An increase In the number of small firma andmedium-sized firms would, therefore, be expected to have greatera Impact on 
the development of the Honduran economy. 
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The relative absence of small- and medium-scale enterprises in Honduras 
raises an important question: Given their dynamic nature,. why don't 
microenterprises grow (i.e., "graduate" to the formal sector and to formal 
financial Institutions)? The answer Is complicated and differs by subsector 
and even according to firm. There are numerous reasons and constraints that 
affect their growth, as noted below. Perhaps most important is the hidden, 
yet pervasive influence of inappropriate 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 maximum lending rate, 
thereby providing a disincentive for banks to lend to smaller, riskier 
clients. At the same time, most microenterprises and some small firms only 
have access to informal credit at ruinous Interest rates. Exchange rate 
policy supports an overvalued Lempira (currently L2 - 41) which primarily 
benefits larger enterprises that have access to foreign exchange at the 
official rate. Smaller firms must purchase imported inputs through other 
channels and add the customary markups. Similarly, trade policies 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 position of 
small firms. In addition, the tight monetary policy required to maintain the 
official exchange rate reduces the liquidty of the system and the limited 
financial resources are channeled to the larger well collaterized big firms. 

Another result of Honduran trade and exchange rate policy, albeit 
unintended, which hurts smaller firms Is the large quantity of smuggled goods 
entering the country. Contraband is destroying firms in the shoe production, 
textiles, and clothing Industries-subsectors dominated by large numbers of 
microenterprises. At the same time, these firms' export potential is severely 
hampered. The cost of Honduras' progressive labor legislation -- provisions 
such as the seventh day and 13th mnth of pay - also affects the smaller, 
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 impleentation of policies is plagued by bureaucratic inefficiency. 
The existing system of tramitls. or red tape saps the resources of all firms 
but particularly inhibits the progress of small firms. The process Is 
sufficiently complicated'and costly that it discourages smaller firm from 
attempting to receive benefits under the Industrial Incentives Laws, to import 
products directly or, to a lesser degree, to export. Although It Is Illegal 
to be unregistered, the cost of legalizing a firm includes 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 sector counterparts and grow. Annex II, Exhibit C presents an overview 
of steps required to register firms formally as well as a flowchart of steps 
required to classify firma. 
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If the employment and economic potential of SSEa is to be realized and 
needed dynamism injected into the Honduran economy, Inappropriate polic and 
regulatory conditions such as those outlined above should be corrected.1 
While this Project alone cannot redress the existing Imbalance, it will 
Initiate policy research and analysis and will support other Mission efforts 
directed at policy reform. 

2. Institutional Constraints
 

There are numerous constraints associated with institutions that provide
various services to SSEs. An important one concerns limited service coverage
to SSEs. Commercial banks have not traditionally provided loans to SSEa 
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 areas of
 
mnagement information systems, asset and liability management and small 
business project analisis. 

In the absence of commercial bank lending to SSEs, public and 
non-governmental organizations (NGOs) have attempted to fill the gap. There 
are approximately 25 such organizations in Honduras that provide s9me type of 
service to SSEs through approximately four SSE promotion "models."4 Yet 
coverage of SSEs by these institutions is extremely low. A recent survey

indicates that only 6,700, or less than 102 of small- and medium-scale 
industrial enterprises in Honduras received some type of services in 1986. 3
 

Overall individual coverage uy existing NO Institutions is low, ranging
from approximately 150 to 2,600 clients assisted yearly. Only five 
(non-banking) organizations reach over 100 clients per year. Yet expansion 

I The previously cited DAI Policy Study presents a thorough description of 
policy constraints which this section very briefly summarizes. A more 
complete stumary is presented as Annex II, Exhibit D. The complete study is 
listed as unattached Annex II1, Exhibit B, and is available in USAID Honduras 
and LAC/IDR. 

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

3 Ibid. 
 This 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/PR), and the Honduran National Association of Small
and Medium-sized Industries (AN4PIH). 



of coverage is a difficult task. Many of these organizations are relatively 
new. Others can be categorized as "mom and pop" operations whose capacity to 
grow is 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 with small programs to 
organizations with significant outreach capacity is extremely difficult and 
must be undertaken with caution in order to avoid overextending the 
Institutional capacity of the entities.
 

Another problem faced by many of these institutions is their limited 
ability to raise resources through fund-raising and/or charges for services. 
Contributing to the problem is the fact that donor programs have not 
emphasized self-sufficiency nor have they in most cases been concerned with 
this issue. No Honduran NO serving SSEs is presently financially independent 
And all most 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 it may be difficult, if not impossible, to attain 
self-sufficiency for overall programs, NGs 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, is another 
institutional constraint that affects many NGs. 

Finally, there is a notable absence of effective coordination between 
NGOs and donors supporting SSE development, as well as between these 
institutions and the government. Efforts to improve coordination have been 
undertaken over the last year with some success. For example, In November 
1987, the Friedrich Ebert Foundation sponsored a conference that brought 
together numerous local NQDs to discuss problems faced by the SSE$. Another 
example is the recently established Committee on the Informal Sector which 
includes representatives from Honduran small business assistance entities, the 
formal financial sector, and the GOB. Its purpose is to discuss problems of 
SSEs, and to define and implement a course of action. While some efforts have 
been initiated, there is considerable room for improving coordination of 
efforts--particularly those geared to analyzing policy constraints and making 
recommendations to solve these constraints. 

3. Financial Market Constraints 

A major impediment to SSE growth is very limited access to formal credit 
resources by SSEs, particularly icroenterprises and the smaller range of 
small enterprises. A credit demand analysis of SSEs confirmed that their 
potential annual needs (1115 million) far outstrip the availability of credit 
from the existing N(D programs and the formal banking sector. (See Part 
VI.D.1) Until recently, the linkage between the financial sector and the 
small business assistance community was practically nonexistent. As in most 
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countries, the formal banking system is apprehensive about lending to small
 
enterprises. Tb a large extent, this resistance is understandable given thehigher costs associated 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 is (and should be) a conservative business, the Honduran
 
financial community 
 relies almost exclusively on asset-based lending, i.e.,collateral, for its lending decisions. This precludes the financing of many
projects which could be Justified on a cash-flow basis. Reliance oncollateral as a basis for financing has a particularly negative impact
SSF, particularly the smallest of these enterprises. 

on 

There are also structural constraints which inhibit lending to SSEa.
 
For example, preferences accorded to the public sector in the financial sector
(e.g., tax free bonds earning 10% annual interest with no risk for banks 
holding these instruments) leave little incentive for banks to increase theirlending portfolio to $SEs or in many cases for larger SSEs or medium-scale 
businesses to make additional Investments. Thus, the lack of toaccess
financial resources by many SSEs must be viewed not only in the context of 
limited availability of funds, but also as of a series ofpart policy and 
structural constraints which plague the financial sector.
 

Finally, lack of liquidity is a constraint to SSE lending. NOD
organizations chronically face a liquidity problem, but more recently in 
Ronduras, lack of liquidity is an issue for PFs as well. While banks were
liquid through most of 1987, at the end of the year. excess liquidity began to 
diminish as a result of a seasonal peak for coffee pre-export and exportfinancing and Christmas inventory purchases. In early 1988, the Central Bank 
announced a 3%legal reserve increase effected in monthly increments of 1Z
from February through April. This measure has hastened the reduction of 
liquidity in the system.
 

4. Technical Constraints 

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

These shortcomings are compounded by a lim ted knowledge of marketing

and a lack of information on available markets for their products. At the
micro- and small-enterprise level, marketing of products appears to be 
haphazard and few learning opportunities exist that directly meet the needs ofthe entrepreneurs. For larger SSEs and nedlum-scale enterprises, attempts to 
enter the international market ar,. hampered by export regulations, lack of
information on the international marketplace, and the difficulty of meeting
quantity and quality standards and delivery targets. 



5. 	 Attitudinal Constraints 

One 	 of the most important 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 Is 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 
microentrepreneur often has no choice since there are few other income-earning 
opportunities. For the microentrepreneur to survive, he must accept adverse 
conditions. Lnanding production beyond the micro level and particularly from 
the 	small- to he medium-scale enterprise level, however, requires risking 
hard-earned capital that may be lost in the undertaking. This category of 
Honduran businessman is 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 in Honduras is the lack of entrepreneurship among many business 
persons at all levels.
 

D. 	Overview of Recent USAID-Supported SSI Activities and Lessons 
Leared 

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

1. Overview of PSAID-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 most appropriate way to address the weak economic conditions 
prevalent in Honduras. In recognition of the extent of rural poverty and the 
importance of rural enterprises in Honduras, the Mission approved the Rural 
Technologies Project (522-0157) in 1979. A main focus of the project has been 
to increase small-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 CDI and now a 
seaiautonomous unit within the Ministry of Economy, has offices in rural areas 
throughout the country and provides vital services to the small-scale 
industrial and agro-Industrial sector, including technology adaptation and 
dissemination and limited amounts of credit. A 1986 project evaluation 
indicated that the dissemination of technologies has had a highly positive 
economic impact on the rural participants. It found that, on average, rural 
participants increased their annual income by approximately 2n Assistance 
has been provided to small-scale rural industries with significant potential 
for generating income and employment, as well as foreign exchange through 
exports.
 



In the early l9ttOs, various studies identified the major problems of the 
small- and medium-scal, enterprises as low availability of 'and access to
credit sources and a limited understanding of administration, marketing, 
technical knowhow and the legal environment. In 1984, the Mission approved
the Small Business Development Project (SB I, 522-0205), its flagship project 
in support of SSE development. The project was designed to expand financial 
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 
a development-or tented but for-profit finance company, the Financier& 
Industrial y Agropecuaria (FIA), and a complementary technical assistance 
system (known as the Business Assistance System - BAS) which is coordinated by 
the National Association of Industrialists (ANDI). 

FIA provides loans to small- and medium-scale busAnesses; as of arch 
1988, it has made 80 loans for $3.2 million. FIA's activities are 
complemented by technical and managerial support provided by organizations 
participating in the AS, or through its own newly created technical 
assistance capability. ANDI, through its PYME program (Programa para la 
Pequena y icroempresa), coordinates existing small business service 
organizations, strengthening them through budgetary support, personnel 
training, financing of dollar costs of technical assistance, and the 
establishment of monitoring and -valuation systems. As of March 1988, the 
ANDI/P)ME program has made 59 grants to 21 PVOs and has conducted 38 training 
courses.
 

The Small Business Development project has in fact developed a source of 
accessible financial and technical assistance for Honduras' small- and 
medium-scale businesses, thereby increasing production and employmeat in these 
businesses as recently confirmed by an independent evaluation of the project.
The evaluation indicated that both organizations are positively affecting 
employment and income generation through the strengthening of small and 
medlum-sized enterprises. FIA's program has directly created 650 jobs and 
maintained 700, while the ANDI/PmHE network has resulted in the 
creation/maintenance of more than 5,000 jobs and the provision of technical 
assistance 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 NG0* 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 01lls. 

For example, under the Microenterprise Development Project, Asesores 
para el Desarrollo (ASEPADE), a local NO), is helping entrepreneurs in the 
informal sector to obtain access to credit to develop or expand as 
mlcroenterprlsea. In 1984, a U.S. PVO, Accibn Internatonal/AITC, initiated 
a 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 
currenc,, grant to AIMEC to support an expansion of this program of credit and 
managei Ai assistance for microenterprises in the areas of services, 
manufa. ruring, small vendors and to businesses which are members of, or are 
foraing, solidarity groups. Loans range between $200 and 1.000 per 
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beneficiary. The project goal is to improve the socioeconomic conditions ofthe lowest stratum of the economically active urban population, create newJobs And increase family incomes. In eighteen months, ASEPADE hai made 3,160
loans totalling 4l,200,W); their efforts have resulted in the creation of 490
jobs (35% women) and mAint"nance of 3,700 jobs (59 women). 

The National Foutiatio for the Development of Honduras (FUNADEH), aHonduran P'VO, received i grant from the Mission in 1983 to focus on the

provision of loans, technical assistance and training to micro- and small
enterprises. FUNADEH Is providing credit and technical assistance tosmall-scale and microenterprises with limited resources in and around SanPedro Sula, Bonduras' second largest city and the country's business and

commercial center. 
 By increasing the profitability of selected SSEs, the
project Is helping these SSEs to establish and maintain a stable income base
 
to create new eiaployment opportunities. In three years, FUNADEH 
 hes made 650
loans totalling 92.2 million; their efforts have created more than 1,000 jobs. 

Beginning in mid-1985, USAID/Honduras also provided a grant of $5million in local currency equivalent to the Honduran Federation of PVs
(FOPRIDEH) which provides financing and technical assistance to the HonduranPVO community at large. To date, FOPRIDEH has approved grants totlling

approximately 
 $1.5 million In local currency equivalent to 25 localorganizations. A substantial ofnumber projects approved by FOPRIPEH (10) In urn provide credit and production assistance to the SSE sector. The Missionso supported a local PVO working with small women's cooperatives in ruraleas; this assistance has continued under the FUPRIDEH project. 

Finally, in 1985, the Partners of the Americas initiated a program to 
In Honduran small business owners in the partner state, Vermont, Tb date,:teen groups (each comprising 20 Individuals) have received trafning innont in areas such as basic accounting and management as well a# technicalz as (e.g., restaurant management, pork production, horticulture #nd dairy

htod management). 

2. Analytical lase and Lessons Learned 

Through the implementation of these projects, Including evaluations,contracted studies, and our review of current development literatuge on thedesign and implementation of SSE-type projects, USAID/Honduras
1 has gained avalueble analytical base on SSEs. This analytical base'kas 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, sore important is the establishment of anadequate economic policy and regulatory environment that willbenefit all SSEs and rmove structural biases against them. 

' A complete listing of the studies, evaluations, and other documents
analyzed during Project design appears in Annex I1, Exhibit E. 
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The 	 formal financial system could reach the greatest number of SSE 
and 	 & strategy to accomplish this should be incorporated In a
comprehensive SSE promotion strategy. The best way to do thib ts to 
ensure that the strategy promotes commercially viable activities and
that It programs SSE to "graduate" to borrowing from commercial 
financial institutions. 

A strong base of institutions serving SSE& must be developed. But 
this institution-building process is a lc.ng-tern proposition. In
particular, these organizations must develop the managerial base to 
implement these programs efficiently. The long-term nature of the
institution-building process also suggests that the establishment of 
new 	institutions should be undertaken only when no alternatives
 
exist. 

The 	 long-term sustanability 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 similar programs may not be completely recoverable, every effort 
should be made to recover at least a portion of these costs through 
fees and efficient, market-oriented credit programs. 

Coordination of efforts among Institutions serving SSEs ts necessary
and must be promoted. In particular, Institutions serving SSEs must 
avoid duplication of efforts and concentrate in their areas of 
comparative advantage. For example, training is one area In which 
several organizations should avoid duplication and benefit from 
greater coordination. With regard to cooperation, however, programs 
must avoid a "forced marriage of interest between
 
organizations. "4 Collaborative efforts must be beneficial to all 
participating entities. 

* 	 There is an important "missing middle" of small- and medium-scale 
enterprises In Honduras that should be assisted part of SSEas 
programs if forward and backward linkages in the sector are to be 
maximized. 

*' 	 The literature on SSEs and our own experience verify the importance 
of Involving Implementing Institutions in Project design. 

at 	 The literature on SSE1 and our own experience confirm that It is 
extremely difficult for the NQO training and technical assistance 
programs to become self-financing due to the relative Inability of 
the beneficiaries to pay for the costs associated with these types 
of programs. 

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

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 
b-ean instrumental 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. An important lesson 
learned is 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 wich are developed result in a burdensome approval 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 
inefficient 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 importance of a well-designed, 
well-managed information and computerized data base system to track the loan 
portfolio and to provide vital information on job creation and increases in 
production value added. 

1. 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 institutional 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 5%) 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 program 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 complete. 

The Project strategy is to direct efforts at two levels. First, Project
 

resources will significantly but prudently expand the ongoing credit, 
technical assistance, and training efforts of initially six core 
institutions. The Project will reinforce and complete the long-term 
institution building process that has already begun with selected Honduran 

Non-Government Organizatioas (NOs) serving SSEs, enabling those organizations 
to expand their service capacity and numbers of beneficiaries reached. These 
institution building efforts will constitute the second and final phase effort 
aimed at increasing the efficiency of ongoing N(D programs (the first phase 
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having been implemented under the SBI Project and 	the two Oils).
Institutional strengthening will be accomplished by improving NOWs'the 

asnagarial and technical capacities 
 as well as by enhancing their chances of 
schltving 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, which will also 
significantly expand the number of benefi.claries assisted. The incorporation
of private banks into the Project is perceived as the first 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 reform than has previously been the case. tUnder this Project, research

and policy analysis activities will identify key policy constraints and
 
elaborate recommendations for policy dialogue change.
and The Project
implementing team work closely withwill policy-making bodies in both the
public and private sectors to ensure coordination. Specifically, the Project
will supply the analysis on polic constraints to SSE development to those 
entities -- such as the 	Honduran Council for Private Enterprise (ODHEP), ANDI,and 	 the chambers of commerce - that lobby and have the cloutfor of achieve 
policy change with the Government of Honduras (O)H). The Project will provide
close coordination with efforts under the Mission's Policy Analysis and
Implementation Project (522-0325) and with the structural reform component ofthe Economic Support Fund (ESF) program. Through this emphasis on policy

analysis and reform, the Project 
has the potential to benefit the entire
 
universe of Honduran SSFA.
 

Maximum flexibility in implementation will be key Project success.to 

The Project will permit flexibility for innovation during implementation,

including the possible expansion of core group institutions through Project

amendments. Ay such expansion will be 
 subject to written USAID approval.
The 	 Project incorporates the design of a flexible and effective mechanism - a 
contracted Project Technical Unit (MTU) to provide--	 technical assistance to 
core group institutions, research and policy analysis support, and Project

implementation support. In addition, during the course 
of Project
Implementation, the PTU will be encouraged to recommend to the Mission 
possible refinements or new approaches for reaching SSEe more effectively.

(See Part IV for more discussion of the Project Techalcal Unit.)
 

III. PROGRAM FACMtS 

A. 	 Relationship to A.I.D. Policy, Mission Strategy and Action Plan, and 
Ongoing Projects 

The 	 promotion of SSEs through increased growth and development is a
priority area for A.I.D. and one in which the Agency has had much experience.
Through rentrally funded programs like the Program for Investment in the Small 
Capita' ]terprise Sector (PISCES), Individual projects in most A. I.D.
Missic ', other donor programs, and considerable research in this area, the 
Agenc) has come to appreciate the economic and social dimensions of SSE 
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programs and their potential to contribute to economic development. SSE* have 
been a valuable instrument for the Agency to promote several of its mandates.
 
For example, SSE promotion is an effective means of targeting the poor.
 
Moreover, in terms of numbers 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 mechanism for using 
private initiatives to catalyze economic growth and development. 

More recently, the U.S. Congress has shown a greater awareness of the
 
importance of SSE development and has mandated, through the earmarking of 
funds in the FY38 Continuing Resolution, that A.I.D. target microenterprises 
in its development programs. The SB II 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 pr,)ductive 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 ESF program and other USAID-supported 
projects such as the Policy Analysis and Implementation Project (522-0325), 
will help establish a more appropriate policy framework for the growth of 
small- and medium-scale businesses in Honduras.
 

The Project will be complementary to and will support the efforts of 
other USAID projects. For example, small-scale Industrialists under the Land 
Use Productivity Enhancement Project (522-0292) will have access to credit 
funds under SB I, as will lumber operators under the Forestry Developaut 
Project (522-0246). In addition, local currency disbursements will continue 
to be provided to the Rural Technologies Program (PTR) to cover basic 
operating expenses of this program; furthermore, it is expected that the 
participating NGOs will contract with PT to provide specialized technical 
assistance in the area of technology development and dissemination.
 
Coordination with the CADER 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 1989, 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 varioufA small business training activities. 

Similarly, the Project will complement the work being undertaken by 
Peace Corps Volunteers (PCVs) 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 PCV 
whose field of expertise is data Information and computer systems). It iZ 
expected that cooperation with the Peace Corps will continue and be expanded 
through SBlI. 
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D. Relationship to 00H and Other Donor Programs 

As noted in the GAH's four-year 1987-1990 National Development Plan, and
in deliberations of the %tional Tripartite Commission-which includes
representatives of the public, private, and labor sectors--providing

employment opportunities is the number 
 one priority for Honduras. The (XOH hasactively supported SSE development through numerous programs, of whichsome 
will receive limited assistance under this effort. In particular, the Missionsupported Rural Technologies Project has been acclaimed by the WOA as a 
successful instrument in promoting employment. 1 
The GOH will continue to
 
support this and other SSE development programs. More recently, the GDH has
expressed an interest 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 Mission will program local
 
currency funds with the COB to support these programs. In addition, the
 
Project's technical assistance unit may also provide assistance to these
 
programs. 

Both bilateral and multilateral donors have also been active in SSE support in 
Honduras. Their support has for the most part targeted small and mediumindustry in order to increase both production (industrial/manufacturing,

agricultural) and create new employment opportunities. In particular, the
Inter-American Development Bank (IDB) has utilized its small program loan
window to provide funds for several Honduran NWOe. The IDB program 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 thio Project and will anybring
policy discrepancies to the attention of AItD/ashington.
 

The World Bank (IBRD) supports SSEs and medium-scale enterprises throughthe Foods de Desarrollo Industrial (FODEI), a Central Bank rediscount program
implemented with a technical staff supported by the IBRD and the OD. TheUNDP has supported the Center for Industrial Development's (a)I) program of
assistance for the development of small and medium industries, and plans to
sign another agreement with CDI in the near future. The European Economic
Community has promoted small rural enterprises through a simultaneous packageof credit, technical assistance and totraining that leads the diversification
of income source'. The Canadians, Swiss and West Germans also have providedassistance to this sector mostly in the form of technical assistance andtraining and on a such smaller than that of thelevel multilaterals. 

As part of the Project design effort, It became apparent 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 

r The " ssion anticipates that local currency funds will be provided to 
cover c arating costs for PTR's program beginning in FY89. These funds will
be programed with the GOH. 
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active cooperation and dialogue with these donors, particularly in the area of 
policy coordination, including a concerted effort to highlight the policy 
constraints facing the SSE sector. 1 

IV. PO0JECT DESCRIfTIOI 

A. Project Coal and Purpose 

The Project goal is to increase employment and expand production. 
Indicators of achievement of the goal will be approximately 20,000 jobs

created by 1993 and increased value added to production by SSEs. 2 This 
figure will Increase the number of productive Jobs currently being created on 
an annual basis by approximately 30%. 

The Project purpose is to: (1) strengthen and expand an institutional system 
that will increase and improve the supply of credit, training, technical 
assistance, 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 regulatory reforms by the GOH; and two self-sufficient NO credit programs. 

I In an effort to begin donor coordination, a workshop/seminar will be held 
in 1989. This workshop will bring together numerous 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 FUNADER and ASEPADE 
programs; 6,900 jobs to be created through the PF1 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 jobs are
 
created for every direct job created. Our figures use a very conservative 
estimate of 0.5 indirect job created for every direct job created. The total 
direct employment number is also very conservative and is likely to be 
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 FF1 lending 
program will in all likelihood, create jobs at less than 63,0001job. Lowering 
this figure will significantly Increase the number of jobs created. Most 
important, this figure does not take Into consideration that number of 
additional jobs that may be created through an improved policy environment for 
SSES. These measures alone could easily double or triple the number 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)
 
continuing political and economic stability; and (3) continued support by
 
Honduras for entities that assist SSEs.
 

B. Beneficiaries and Rxpected Accomplishments 

In line with the Project strategy and purpose, resources will be
 
targeted to existing SSEs throughout Honduras in industry, commerce and other
 
nonagricultural sectors. Project activities will also strengthen local
 
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 who 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, little 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. Manufacturing 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 
importance to employment and economic development, 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 desctiption of project beneficiaries.) 

Following new guidelines from the A.I.D. Advisory Committee on 
Microenterprise Development, we define mlcroenterprises as firms which employ 
less than 10 persons and have fixed assets of less than $10,000 and small 
enterprises as firms which employ from 11 to 25 workers and have fixed assets 
of $10,001 to $50,000. For the purposes of this Project, we define the term 
SSE to include micros and small businesses as well as medium-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 

- The definition of small and mlcroenterprlses has been debated at length 

in the development 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. I.D.'s most recent definition as indicated in STATE 129707. 
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businesses. While the geographic focus is not exclusive, it is expected thatthe vast majority of SSEs assisted will be in these areas.. SSE programsother areas will be supported only to the extent that they 
in 

areadministratively and economically viable. 

It is anticipated that the Project will provide direct assistance toapproximately 30,000 Individuals employed at ths icro-, small-
medium-scale business level. figure 
and
This represents approximately 10% ofSSE universe. Including famllies, approximately 

the 
150,000 will directly benefitfrom the Project. Through forward and backward linkages, an additional150,000 to 300,000 people will benefit from the Project. Moreover, the entireuniverse of SSEs ill benefit from an improved policy environment which theProject will promote.
 

2. Intermediary Institutions 

Initially, a core group of six intermediary institutions--threenongovernmental institutions (NOs) and three private sector financialIntitutions (FFIs)--vill implement this Project. The NGOs will receive grantsto maintain and expand their ongoing small business assistance and small-scalelending programs. The PFIs will receive local-currency generatedthrough a rediscount loan Fund and will have access 
loans 

to a Guarantee Fund inorder to encourage them to into orenter expand their SSE lending programs.Four of the entities (the three NGOs and ofone the PFIs) were selected basedon demonstrated strengths and potential observed the pastover several yearsin carrying out A.I.D.-funded small business activities. The other two PFIs
were selected based on their expressed interest in SSE lending.
 

After careful review of the broad spectrum of public and privateinstitutions that support the SSE in Honduras, the Mission has concluded theSSE support system currently established 
strengthened by expanding the 

in Honduras can be most efficiently
programs of this selected core group. 

The Project includes the initial participation of two additional privatesector financial institutions in order to increase and improve the efficiencyof commercial lending to SSEs. The Project will focus on building thecapacity of the six institutions to support
continuous source 

SSE growth in order to provide aof credit, technical assistance and training to small 
entrepreneurs in Honduras. 

Assistance provided to the intermediary institutions will accomplish the 
following:
 

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

1 By the end of this Project, the NQOs should have reached a level of
self-sufficiency and/or have generated sufficient non-AID funding thatso theywill not require additional financial support from A.I.D. 
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* 	 A strengthened second-story NO providing greater support to NWs 
and PVOs assisting SSEs;

* 	 Costs of NWs providing services per SSE beneficiary reduced; 
* 	 Substantially Increased private financial sector participation in
 

SSE 	lending; 
* 	 A self-sustaining credit guarantee program. 

C. 	 Project Coapnents, 

The 	 SB II Project Is composed of two Interrelated components: (1) an SSE 
Support System component to strengthen and expand the programs of Honduran 
Institutions, both NG0s and PFIs, which direct credit, technical assistance 
and 	 training resources to the SSZs; and (2) an SSE Policy Analysis and 
Research component to focus primarily on research, data collection, and 
analysis efforts to assist policy-making institutions in the formulation of 
recommendations for policy changes which will lead to an improved policy 
environment for SSE development.
 

The 	first component will be implemented through dollar-funded
 
Operational Program Grants (OPGs) to three leading Honduran NGO assisting 
SSEs. These grants will ensure that their programs are sustainable over the 
long term. It will also include a Loan and Guarantee Fund that will channel 
through Honduran Private Financial Institutions (WFIs), including commercial 
banks and finance companies. This combination of activities will expand the 
number of SSEs that currently have access to services necessary to increase 
their production. These services include credit, technical assistance, and 
rraIning. 

The second component will assist the WOH and the Honduran private sector 
-o establish an effective policy environment for SSE development in Honduras. 
A major constraint to this objective is the lack of accurate, reliable, and 
current data on SSEs, particularly data on microenterprises. This component 
will: (1) undertake discrete research activities which will give the GDB, the 
private sector, and the Mission a more detailed, analytic base on SS!. for 
continued program development and modification, and (2) support specific 
poli.y 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 T.chnlcal niit (7TU) consisting of 
a U.S. institutional contractor which vil 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 prr 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 documpntation will rest with the Mission. 



Contracted directly by the Mission, the PTU will be responsible to the 

Office of Private Sector Programs (PSP), Project funds will finance a Project 
Liaison Officer assigned to PSP to work directly with the PTU In the oversigtb 
and man.,gement of all Project activities. 

The Project will address the constraints previously cited. Improving 
the policy framework under which SSEs operate through research and policy 
analyses Is a specific Project objective . Institutional constraints are also 
specifically 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-term sustainability. Through an innovative
 
guarantee program to reduce collateral requirements and through training and
 
technical assistance for participating financial institutions, the Project 
also will have an important impact in expanding SSE access to the formal 
financial sector. 1 The SSEs' lack of marketing and technical knowledge also 
is addressed by the Project's NQO 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 impact on the Honduran small-scale Investor's perception that his hard 
earned capital can earn a profitable return. 

1. SSE Support System (A.I.D. Contribution of J9.1 million; 
W0Contributionof $15 million Local Currency Equivalent; 

Private Sector Contribution of $8.9 million tocal Currency 
Equivalent) 

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

7nitially, the NOOs included in the core group will be ANDI/PYME, 
ASEPI.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 In-depth 
proposals. In-depth institutional analyses of the three organizations (see 
Part V and 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., CDI, FrR). 

' This guarantee program is described in the section on Expanded Financial 
System Lending. 

http:ASEPI.DE
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Assistance to these organizations vill be channeled through Operational
Program Grants (OP~s) using appropriated funds. The private financial
institutions (PFIs) which will participate initially are FIA, Banco de 
Ocidente and BANCAHSA. Credit resources from ESF-generated local currencies
will be provIded to the PFIs on a loan basis through a Participation Agreement
that vill be signed between private financial institutions and the Central1Bank 	 of Honduras (BCH). Through the PM, each institution will also 
benefit 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 flexibility to expand the core group as Project
implementation progresses and management capabilities perait. 
This 	expansion
will be financed through Project Amendments. In particular, it is expected
that an expansion of participating PFls, which will not require any Project

amendments (since funding is available from ESF local currencies), will occur
 over the short term. Participation of NG0s will be based on a review of each
 
Institution's ongoing programs, level of coverage and potential impact, 
the
mrket 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 N0s.
 

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 1ission, will 
initiate discussions with selected 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 II, Exhibit G. The PTU will not Initiate any discussions with new
 
NGOs without prior written approval from USAID.
 

a. 	 NGO Strengthenin! and Service Expansion (A.I.D.
Contribution of $8.6 million; Private Sector Contribution 
of $4.5 million local Currency Equivalent) 

The objective of this subcomponent is to provide technical assistance to
the three participating NGOs strengthen as institutions andto them enable
them to expand their actual output of services delivered to targeted SSEs. 
Through the Project, OPGs will be awarded to three leading Honduran
institutions serving SSEs: FUNADEH ($2 million), ASEPADE ($2 million), and 
ANDI/PYM.E (4.6 million) to expand and improve their cu'rrent programs. A sunmary description of the programs of each NOD is provided in Annex II,
Exhibit H. Unattached Annex III, Exhibits E-G, available in USAID/Honduras
Project bulk files, include the proposals presented by each NO 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 NGOe to improve their
operational efficiency, increase their technical expertise in specific areas
that are .dentified in their respective proposals (e.g., Internal accounting
system, information systems, marketing assistance, etc.), and develop their 
monito -g and evaluation capacities. 



The TA will be based both on the needs outlined in the individual
 
grant/loan agreements with the participating entities and on the PTU's own 
assessment of needs within the core group in conjunction with these 
inotitutlons and A.I.D. The NO and the PTU will sign annual technical 
assistance 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 PTI will be responsible for assuring the provisioD of TA either directly 
with its 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 assistance in the 
areas of marketing, credit systems, overall program mitu-agement and 
administration, management information systems and training systems. Through 
the assistance provided by the PTU, the three primary NGOs will further 
improve their capacity to provide credit, technical assistance, and training 
to their beneficiaries. A brief overview of the Project-supported activities 
of the N00s in these areas follows.
 

(1) NO Credit for SSes 

Approximately 42.0 million in credit will be channeled through the NQOs, 
permitting them to increase their ongoing lending portfolio@. The NO credit 
programs will complement those of the PFIs (see below). The NOs 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, limited or no experience in obtaining resources from the formal 
banking system, and other concerns. ence, the NO credit programs aim to 
reach a target group which would not be covered by the private financial 
system.
 

ASEPADE in particular will reach the poorest segment of the target group 
which is currently perceived as not creditworthy -- aicroenterprises including 
the micro commerce sector. FURNADEH will reach the larger of the 
microenterprise and small-scale business target group; It is expecte I that 
many of F1NADEH's clients can become bankable over the mediua term. 
Indeed, a key Project objective is to graduate clients from informal sources
 
of credit to private commercial banks, initially under the Project to the 
three participating FFIs. Special emphasis will be placed on establishing 
good working relations between the NGOs and the FFIs to enhance this 
gradtation process. 

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

1 ANDI/PYME does not have a credit program and, therefore, is not discussed
 
in this section.
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not only to make resources available to SSE@, but to 
ensure that these
programs are economically and financially sustainable. Interest rates to N()borrowers currently range between 172 to 242;ras'es will during Project implementation,be increased as necessary to ensure that credit programs aref!nanclally viable and cover all credit-related operating expenses. 

The NGOs will receive credit funds on grant basis froma the Mission.Nonetheless, FUNADEH ASEPADEand have agreed to impute an Initial interestrate of 12% which will be increased by approximately 2% per year to either theceiling on lending rates for conmercial banks, or an equivalent market rate in
the absence of such a ceiling. 

Interest generated from this imputation process will recapitalize theNGO's credit funds. It will also establish administrative discipline in theoperation of creditthese programs in that resources from this 12% ratenot be used to cover operating expenses or bad debts. 
will 

Rather, operatingexpenses and loan loss reserves will have be covered byto the remainingspread charged by the Institution. Through this mechanism, the Project aimsto make the FUNADEH and ASEPADE credit programs self-sufficient and put themin a position to gain access to commercial loans, ratherresources than rely on grantfor the future expansion of their credit programs. Over the courseof Project Implementation, these institutions will essentially impute
amount equivalent what an
to banks would charge then onlendto resources and makeit possible for them to borrow profitably from the 
formal financial sector in
the future to enhance their credit programs. This mechanism will also
increase the incentive that and have
FUNADEH ASEPADE to charge interest ratesthat reflect the higher transactions costs and risk inherent in lending toSSEs. Section V.A.5 describes the imputation process in detail. This conceptwill be outlined in each of the OR agreements with these NGOs.
 

(2) NO Technical Assistance/Training Services for SSs
 

ANDI/PYXE, ASEPADE, and FUNADEH all provide training services to theirclientele. 
 (In the case of FUNADEH, they usually contract out their training,
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 valuecompared to cost. 
 The PTU will suggest necessary changes to improve theoverall quality of the training programs and their usefulness to the SSE 
sector.
 

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

1 Imputation is defined in Part V. A.5. 



project beneficiaries. For example, a local NWO, Gerentes y Empresarlos 
Asociados de Honduras (GERAH), has initiated a pilot training program for
 
small businesses based 
on a model 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 busines , training under SB II.
 

The NCG) 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 its 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 program.
Moreover, alone among the core group entities, ASEPADE is 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 funds. Therefore, in order to continue to assist ASEPADE with the 
day-to-day management its programs, Individual will beof an contracted to
 
work full-time 
with ASEPADE and its 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 itself. In addition,
short-term assistance for specific requirements will be provided as needed, 
particularly in the area of accounting and financial management. We 
anticipate that other NG~s will require ongoing support from the PTU as well
 
as selected short-term assistance, as described in their proposals.
 

Based 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 NGDs 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 SSE9 follows. 

Our past experience confirms that most small enterprises have no formal 
accounting system. Business accounts and funds comingled with familyare 
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 systematic way of establishing costs of 
production and oftentimes pricing for the p, oducts sold is unrelated to the 
cost of production. The need for training in basic accounting practices is 
fundamental for all SSEs; Project technical assistance and training efforts 
will focus priority attention on this area. 

Another area requiring attention is marketing. A majority of small
businesspersons lack sufficient marketing knowledge necessary developto their 
businesses. Market at is smallresearch this level nonexistent; 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 as the onesuch In Honduras. 
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Through implementing institutions supported in most cases by the Project
Technical Unit, the Project will address marketing constraints through severalmeans. First, credit resources and technical assistance will be targeted to
micro- and small-scale commercial enterprises that market goods produced bySSEs. Second, implementing entities, as vell as the TU, wll aggressively
establish production/marketing links between micro- and small-scale
enterprises and between these enterprises and medium- and large-scale

businesses. Third, through research efforts 
undertaken by the PTU, specificmarketing constraints and means of overcoming them will be identified. Fourth
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 instance, FUNADEH and ASEPADE will continue to target

resources directly to commercial enterprises since most of their client
 
entrepreneurs market their goods through small 
 commercial outlets or stalls inthe marketplaces. These commercial intermediaries generally lack financing
for inventory and so cannot pay the producer for the goods to be sold untilthey are actually sold. These two Interediaries have acknowledged the 
linkage between producer and commercial outlet and are now providing financingto cormercial enterprises. Under the nvw Project, these activities will be
 
closely monitored and ways of strengthening these linkages devised.
 

Secondly, production/marketing betweenlinks micro- and small-scale 
enterprises and between these enterprises and medium- and large-scale

businesses will be strengthened. One 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 nonfamily employees. Many of these shoemakers have a difficult time

making a living, because they lack quality raw materials, have inadequate

equipment, and must compete with cheaper contraband goods In the limited
domestic market. These problems were identified by an Internatlonal Executive
Service Corps (IESC) volunteer brought in by FUNADEH to help a group ofshoemakers that had received FIJNADEH financing. The voLinteer also identified 
one very important comparative advantage that these sboemakers had  superbhand stitching. This volunteer began working with FMNADER and FEDE, a local 
export and Investment promotion agency which implements A.I.D.an assistedexport promotion project, to develop a project to hand-sew leather uppers for
 
shoes as part of a U.S. assembly operation. 1 Mlder contract vith a U.S.
shoe company, three medium-sized shoe companies (20-25 employees) 
 as well as 
two larger shoe companies, have been organized to asstmble leather shoes from 
U.S. raw materials.
 

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

1 This ., an assembly operation which is governed by Section 807 of the
Tariff ichedule of the United States and therefore is exempt from Lautenberg
Amend&.!nt restrictions.
 



profiles of up to five industries where SSEs predominate. Fourtb they will
then assist the participating entities, primarily the NGOs, to deelop andInitiate basic macketing training programs and product-specific strategies for
the SSMs, e.g., programs that link 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/FME) and their effectiveness monitored by the PTU. In
addition, in coordination with the intermediaries, the M will undertake anassessment of available markets and product market strategies and the results 
will then be applied in appropriate SSE training courses. 

Training resources for small and mlcroenterprises will be available underthe CADERH OPG (522-0241). CADERIH's component II (Industry Specific TrainingNeeds Analyses and Contracted Training) has financing available for theundertaking of training needs analyses as well as funds to contract specificIndustry-related training (predominately vocational training for workers in
such areas as tailoring, shoemaking, metallurgy, woodworking, etc.).Financing is provided on the basis of low Interest loans (NDs may wish to
 
contract CADERH's services). 
 NGOs and SSEs can submit proposals for traininganalyses and/or training to CADERH. For example, ANDI/MINE would like to
undertake analyses of five industries where SSEs predominate in order to get abetter understanding of the industrial environment. It is likely CADERH will
 
be contracted to undertake these studies for ANDI.
 

Training will be contracted on the basis of training performance
objectives defined by CADERH and the SSE. Trainees will receive training andbe evaluated on the basis of CADERH's certification system with payment for
training contracts made on the basis of the number of people who master thepreviously d.fined training objectives. Whenever possible, local trainer
 
counterparts will participate in training programs so that a multiplier effect 
can be achieved after the initial training is completed. 

The SBII Project will provide an opportunity for the Peace Corpu to
expand their services to Honduran 
 NG0s assisting the SSE sector. As

previously noted, 
 some PCVs are already working with these Institutulons.Furthermore, discussions are underway with the Peace Corps to determine how
 
their contribution in this 
area can be strengthened.
 

b. Expanded Financl System Lendins (A.I.D. Contribution of 
$550,000; QMH Contribution of 511 million ocal'qurrency
Equivalent; Private Sector Contribution of $4.4 million Local 
Currency Equivalent)
 

(1) Overviev
 

The commercial banking system and numerous N~Gs in Honduras have made
loans to SSEs in varying degrees. Lending to SSEs by commercial banks hasbeen mostly directed to larger, better collateralized firms on the upper end
of the small business spectrum. The few micro and small firms which canprovide sufficient collateral are, 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 associated with smaller loans. Given the legal lending 
rate limit of 17% currently placed on commercial bank loans, banks cannot
raise their rates sufficiently to compensate for these costs. NQXs have also 
provided financial assistance to SSEa, but these institutions are relatively
Illiquid and have difficulty achieving financial self-sufficiency due to their 
small portfolios. In short, available loan sources have the following
characteristics: banks, with available resources, show only marginal interest 
in small business loans; NCOs, which show interest are illiquid; informal 
sources of credit (local money lenders) offer very high rates; and traditional 
government programs are unresponsive. 

A.I.D. experience in Honduras indicates that, given the importance of the 
private financial system to overall busIness development, three conditions 
must 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

comiercial viability of SSF-,s such 
 as the legal lending rate limit, and a
 
cumbersome regulatory environment must be rectified.
 

A banking analysis undertaken by USAID revealed that, given the high risk
 
and relatively high transactions costs of small business lending, a

significant increase in lending to SSEs by private financial institutions
 
(FFIs) 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
be at least the same or higher than the prevailing market rates 

must 

charged by banks to their preferred, larger customers;
 
* Risk would have to be reduced or mlmimized 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 
discipline.
 

With these principles in mind, and building upon the credit experience of 
local FFIs, the Project will establish a Small- and Medium-Scale Fund (Spanish
Acronym: FOPEME) to expand lending to SSEs by Honduran private financial 
institutions (FFIs) including commercial banks,"financa compani,
cooperatives and credit unions, and other private entitles.1 FOPI(E will
consist of two inter-related but independent sub-components. One will be a 
rediscount credit facility to finance SSE lending by participating PWIs. The
other consists of a self-sustaining Guarantee Fund which will partially secure 
the loans made by FFIs through FOPENE credit resources or their own 
resources. The Guarantee Fund will thus reduce the PFIs' exposure but will 
leave enough risk for the banks to ensure that they would treat each loan with 
due care,
 

PFIs are defined as private financial institutions that will sign the 
Participation Agreement with the BCH. 



The participating PFIS will use their existing systems and procedu-es to
channel increasing volumes of credit to SSEs at marginal coot 
to a new client
group with reasonable expectations of profit. Mditionally, formal financialinstitutions will continue to domestictap savings, channeling a percentage totheir SSE lending program and leveraging the Project financial resources.
With the participation of private financial system Institutions, the Projectwill channel more resources to a greater number of entrepreneurs, resulting insignificant increases in productive employment and value added. 

The Small Business Loan and Guarantee Funds, initially funded atcor.sisting of 114.0 million 
respectively, 

and $1.0 million in local currency equivalents,will be financed by a GOH ESF-generated local currencycontribution. The objectives of FOPDI4E is to: 

1. Create new jobs: It is estimated that among SSEs a credit of about 
1-5,000 will result in the creation of new job. FIA's experience todateindicates that they have created an additional direct job for every
$4,923 of credit. Disregarding the multiplier effect and assumig that
investment by SSEs will be financed 302 by the PFIs and 70% by the Loan
Fund, 
the 114.0 million participation of the 
loan fund and the $13.1
million accumulated profit would represent a total outstanding portfolioof about $35.1 million after ten years of operation. Assuming &verage
maturity of three years for the loans it would mean that, in year five,the Project has generated approximately 6,921 new jobs.
 

2. Leverage PFH resources 
for SSE lending: Under the Project, PFls are 
entitled to a maximum rediscount of 70% of the amount of loandisbursed to thea PFI, therefore leveraging private sector resources. For
 
every seventy cents disbursed frot the loan fund the iFIs Vouldcontribute 30 cents from their own resources. Moreover, the Guarantee
Fund will leverage PFI lending from their own resources.
 

3. Encourage medium-term credits to SSE: Ar present there are few
financial institutions engaged in term lending to SSEs. Through the
rediscount and guarantee mechanism, the Project will encourage

medium-term 
 lending, since the PFIs credit rediscount operation will be
based on the term that the PFIs give to the SSEs. 

The Loan and Guarantee Funds are complementary. The Loan Fund willpermit relatively illiquid institutions to have a source of funding for SSEsAlthough in the recent past banks have been highly liquid, the banking systemnow faces a lack of liquidity. The Loan Fund also makes it possible for banks
to make term loans, by providing access to resources for longer terms than
currently available are
to banks. The uarantee Fund will permit SSEs with aviable project, but without sufficient 
or adequate collateral, to have access
 
to commercial credit.
 

Discussions with banks suggest that the Guarantee Fund will be i,,great
demand. 
Since banks 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 SSE.
 



FOPEXE, both Loan and Ourantee funds, will be managed by the Industrial 
Development Fund (FONDEI) representing the Central ank of Honduras (BCH) and 
acting as a Fiduciary Agent for the funds. The bilateral project agreement
 
will detail operating guidelines and responsibilities.
 

(2) L"an Fund 

(a) Operating Procedures 

As previously noted, the FOPEME loan fund will be initially capitalized 
at 414.0 million in local currency equivalent, to support lending to 
small-scale enterprises. 1 The Loan Fund will have minimal eligibility
 
requirements and straightforward operating procedures so as to facilitate its
 
usage, To establish and manage the loan fund and channel financial resources 
to the PF1, the Central Bank will assign FONDEI to serve as a Fiduciary
 
Agent. 

FOPEME will work as a rediscount mechanism, financing 70% of the loans
 
disbursed by the PFI. The banks will, therefore, be required to provide 30% 
of the loan from their own resources. Since they are likely in turn to
 
require a minimum equity of 202 from borrowers, the fund will leverage a 
higher volume of private sector funds. 

The Fiducibry Agent will make funds available to the PFIs under the terms 
and conditions of the Participation Agreements that it will sign with each 
participating financial institution. The Participation Agreement will, among 
other things, specify eligible SSE borrowers, maximum amount of the loan,
method of disbursement and payment to the Loan Fund, cost of money to PFI 
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 not 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 approvei to see if they adhere to the terms and conditions of
 
the Participation Agreement. The PFIs will, as needed, fill out a form and 
request from the Fiduciary Agent disbursements from FOPEME 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 PFIs will open or already 
maintain with the BCH. 

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 Fund. (Additional roles 
and functions of the Fiduciary Agent are described in Part V.A.2.) 

Aftl 1gh this amount will be reserved for the Loan Fund through 
estab shed local currency procedures between the Mission and the GOU smaller 
tranc es may be made to FONDEI, the Fiduciary Agent, in the initial stages of 
Implementation as Loan Fund activities are initiated. 



The Fiduciary Agent vill act on behalf of the GOH in managing the
 
day-to-day operations of FOPD4E. The Income from Loan Fund will for
the pay
the Agent's services. The Fiduciary Agent will not be liable for the losses
 
incurred by the Loan Fund except when, according to an independent authority, 
its mismanagement has been the cause of the loss. 

(b) Kligible 115
 

The three institutions which will participate initially are the
 
Financiers Industrial y Agropecuaria (FIA), Banco La Capitalizadora Hondurena,
 
S.A. (BANCAHSA) 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 Fund will be open to any private
 
financial institution that qualifies and signs the Participation Agreement.
 
Additional participants will include commercial banks and finance companies,
 
and could include cooperatives, credit unions, and similar institutions. In 
addttion, FOPEME may after a careful assesment, permit lending to NGO 
intermediary Institutions that lend to SSEs under the same terms and
 
conditions as those that apply to the banks.
 

The PFIs will be also encouraged to enter into arrangements with NGOs and
 
producer associations whereby these organizations borrow Project funds from
 
financial institutions to support their productive microenterprise lending

activities after the Project Agreement Completion Date (PA(D). Alternatively,
 
NOs and producer associations may also enter into cooperative arrangements

with the financial institutions to support the latter's lending activities
 
through any combination of screening, monitoring, training, and guarantee
 
services. Thus, disbursements from FOPEE 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 fIs
 

A.I.D. wishes to encourage the mobilization of domestic savings.
 
Accordingly, the cost of fundti to participating institutions will be set at
 
the cost of capital, i.e., the cost of mobilizing savings to the banks, which
 
is currently estimated to be approximately 122 per annum. This costs of
 
POPEME funds fully supports recommendations made by the Mission's recent
 
acredit dilemma" study, which highlighted the fact that below mobilization
 
costs of rediscount lines was impeding savings mobilization and was a
 
constraint to an efficient financial system.
 

Within guidelines established within the Participation Agreement, the
 
loan length given to the PH1 will be exactly the same length that the FFI 
gives to the SSE. For example, if the PFH gives the SSE a term of five years 
with a one-year grace period, the Fiduciary Agent will give that same term to 
the PFI. Participating PFIs will be able to tap the Loan Fund on a demand
 
basis - no amount will be reserved for any particular institution. In this
 
fashion, fund resourc-! will be available to those that move the Loan Fund
 
aggressively. The advantage of the Loan Fund 
to the banks is easy access to 
long-term resources, particularly if liquidity is reduced in the short or 
medium term.
 



(d)Kilgible Enterlrises 

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

Micro Enterprises 
1 to 10 employees. 
Total assets of less than 4lO,00 (excluding land and buildings)
 

Small Enterprises 

TI to 25 employees. 
Total assets of more than 410,001 and less than 450,000 (excluding 
land and buildings)
 

Medium Enterr ises 
26 to 99 employees 
Total assets of more than $50,001 and less than 1250,000 (excluding 
land and building).
 

In order to minimize conditions on the lending program and to maximize
 
the attractiveness of the Loan Fund to the banks, PFIs will not be required to 
allocate a fixed percentage of funds to any of these categories. Thus, the 
market will determine the efficient use of loan resources. It is the 
objective of the program that FOPEME resources will increase PFI interest In 
lending to SSEs, including smaller firms. But A. I.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 monitor the 
program closely to ensure that the loan size isaverage reasonable and that
 
Project objectives are met.
 

(s) Terms to SSEs
 

The Project will provide working capital and medium-term financing (the 
terms for which are to be defined by the participating WFI) for the 
acquisition of fixed assets and working capital requirements of SSEs engaged 
In 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 Initially 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 limit will be sufficiently high to cover the 
investment and working capital needs of dynamic meduma-scale firms. It is 
anticipated, however, that most loans will be significantly smaller, averaging
in the 410,000 to $20,000 range. Minimum amounts will be established by the 
PFIs according to their individual credit policy. 

To ioid disruption In their programs, the FIs will establish both the 
terms I the interest rates for the SSEs. Interest rates to each client will 



be freely determined by each participating institution. A.I.D. will encourage
all participants to Institute competitive pricing policies, sufficient to
cover cost of funds, risk, profit, and the greater adminstrative expenses

associated with SSE leading. Given the costs of resources to the banks
(approximately 12%), and based on a minimum spread of 52 that is likely to be
required by banks to recover all costs, it is fully anticipated that all loanswill be made at the current maximum ceiling of 172. Whenever possible, the
participating financial institutions will be encouraged to develop fees

commissions seprate from the interest rate that 

and
 
so SSE lending becomes an

attractive line of business to the Institution despite the overall interest
rate lending ceiling presently imposed by the BC. Approval and/or 
 rejection
of each loan is solely at the discretion of the FF1. 

The Loan Fund is consistent with USAID topolicy encourage financial 
institutions to extend credit to SSEs with terms suited to each enterprise.Additionally, the Project terms and conditions need to be few and simple,

though fundamenral, to allow each 
 lending officer maximum flexibility to
structure the loan package most appropriate to each client, within 
 the general
lending restrictions of the Project. Therefore, the conditions outlined hereare judged to be appropriate to reach the intended target group with maximum 
flexibility. 

3. Ckurantee Fund 

(1) Operati4 Procedures 

A Guarantee Fund, initially set at $1.0 million equivalent from localcurrency resources, will also be thebe managed by Fiduciary Agent. As with
the Loan Fund, the terms and conditions which 
 govern the use of the guaranteemechanism will be set out in a Participation Agreement executed between the

Fiduciary Agent and the FF1. Once a PFI signs the Participation Agreement
they will have to theautomatically access both Loan and the Qiarantee Funds. 
The two Funds will be treated as a separate cost cent re. The Guarantee Fundwill secure to of the loan made toup 702 by P7Is the SSEa. The 302 exposure
of the bank is small enough to reduce the risk, yet large enough to insurecareful lending practices. The Quarantee Fund will increase Its 
capitalization by investment of its capital base and by a one-time, up-frontpremium of 62 collected from the SSEs for use of the guarantee. The intitial
capital base will serve as a safeguard or buffer in the case that the actualdefault rate is higher than the projected rate. If this were the thecase, 
one time premium would be adjusted inmediately to compenste for this loss.Utilizing resources from the initial capital base for purposes other than 
short term would beemergencies equivalent to failure. 

The Hission recognizes that previous A. I.D. experience with guaranteefunds has been mixed, at best. 7b date, Honduras has no experience withguarantee programs of this type. Other guarantee programs have been designed
in Honduras but have not worked since the rules of the game were unclear andthere was too much margin for interpretation. However, the operational design
of this fund was based on the success of a guarantee fund designed by theA.I.D. Mission in Panama for a similar small business project. The Panama
fund was so successful that the private insurance companies were interested in
purchasing the fund from the government. 



Default rates have been projected on the basis of the experience of the 
local private cocmercial banks and the careful lending practices of the 
financial Interudlaries who will provide credit under this Project. These 
rates, however, vill be affected in part by the inherently riskier nature of 
smAll business lending. It is reasonable, then, to expect that default rates 
under this Project will be be greater than the PFI's historical rates. To 
insure prudent sub-loan appro.'als and disbursement and hence containment of 
the default rate, the PIs will take 30% of the risk on the uncollaterallted 
portion of each loan guarantee. 

Taking into account experience elsewhere, as well as the unique elezent
 
of this Project which will bring lending practices in line with normal bank
 
standards, it was the consensus of the 'banks and A.I.D. that the default rate 
would be about 4.5-5.5X. Project projections are based on this estimate. 
Theoretically, we could leverage the guarantee reserves at 
least 20 times. 
Thus with 91.0 million we could guarantee up to $20.0 million. However, until 
a track record is established, Project estimates remain conservative and the 
Guarantee Fund will leverage the reserves no more than 1:10. 

The QJarantee Fund will be self-sufficient since the earnings from the 
invested capital and from the 6% one time charge on amounts guaranteed will be 
sufficient to meet all claims against the fund and to accumulate surpluses. 
If successfulp the riuarantee Fund may be reinsured by a group of private
insurance company or 9old to thera, so that they, in turn, would offer the 70% 
guarantee for small businea3 lending. At this stage, the initial capital base 
plus it's generated revenues would be returned to the (OH. 

In managing the day-to-day operations of the Guarantee Fund, the 
Fiduciary Agent will act on behalf of the OH. Fund income rill pay for the 
Agect's services. The Fiduciary Agent is not liable for the losses incurred
by the Guarantee Fund except, when according to an independent authority, its 
mismanagement has been the cause of the loss. 

(b) ffligible FIe 

As with the Loan Fund, the three institutions which will participate 
initially are the Financiera Industrial Agropecuaria (FIA), ranco La 
Capitalizadora Bondurena, S.A. (BANCAHSA) and Banco de Occidente. However, 
the Fund will be open to any private financial institution that qualifies 
under the general terms of the Participation Agreement. ' 

(t) 7eri3 to PF1 

The Participation Agreement between the PFIs and the Fiduciary Agent and 
will specify SSE borrowers eligible for guarantees, method of payment from the 
Guarantee Fund in case of bad debts, administrative 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 I:he Credit Fund, the Fiduciary Agent will not have the
author* J to reject a guarantee requested by a PFI. The approval or rejection 
of the _uarantee will be solely at the discretion of the LI. The BCH will 
conti.+i e 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 Agreement. The
 
FFIs vill request guarantee certificates from the Fiduciary Agent under the 
Cuarantee Nnd. The Fiduciary Agent will provide the certificates within two 
business days. 

The Fund will provide a collateral base upon which private financial 
institutions could make loans to borrowers that lack sufficient collateral. 
PFIs may use the Guarantee Fund to cover FOPYME loans or loans using their own 
resources. The FFIs would, at their optio, secure the 70% guarantee by 
submitting a 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 from 
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 its discretion, suspend new loans and/or guarantees to any PF if, 
in Its judgement, the FF1 does not comply with the Participating Agreement or 
if its financial performance is considered unsatisfactory. The Fiduciary 
Agent may also increase the premium to a FFI if its default rate increases. 

The Fiduciary Agent will honor claims against the Guarantee Fund within 
48 hours after receiving the request from a FF1. To apply for the 
reimbursement request, the PFI must meet the following conditions: 

- The loan has to be in arrears, 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 
outstanding principal due and calculate the Gua

to determine the 
rantee Fund's exposure. 

- The FFI has to present evidence 
initiated against the SSE. 

that legal court procedures have been 

After determining the Guarantee Funds liability, the Fiduciary Agent will 
proceed to credit the account of the FFI with 7( of the outstanding 
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 PWI (302) and the Guarantee Fund (70Z) 
after all fees, interest, and legal expenses have been deducted. The PF1 will 
then proceed to repay the interest-free loan. 

(d) Eliible Interpriss_ 

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

(4) Technical Assistance and Training to Borrovers 

The PFIs will not provide training and technical assistance to their
 
borrowers directly. Rather, they will channel their borrowers to the
 
institution that they consider most appropriate to provide these services 
(INFOP, (EMAH, FIDE, ANDI/FYME and other public or private sector 



Institurlons). They will charge for this TA based on their own policy. 
Through the PTU, the Project will make a concerted effort to establish 
effective linkages between these institutions and the participating PFIs. 

(5) Technical Assistance and Training to PYI. 

Through the PTU, technical assistance and trainiag efforts vill be 
targeted to improve the capabilities of Honduras' financial system.
addition, as noted in the following section, policy research efforts 

In 
wii also 

analyze financial system constraints and identify possible solutions.
 

During the initial stages of Project implementation, the PTU will conduct 
an updated assessment of financial system training and technical assistance 
needs. Under the ANDI/PYHE OPG, Project funds have been budgeted and reserved 
to the Mission for training seminars at institutions such as INCAE and GF 4AH, 
as well as for technical assistance specifically targeted at the financial 
sector. For example, the iroJect will provide expert consultants In bank 
operations through consulting firms and the International Executive Service 
Corps (IESC). FIA has requested assistance in strategic planning and funding
mechanisms; BANCAISA has requested support in account profitability and MIS; 
and Banco de Occidente needs assistance in designing the implementation
framework for their SSE lending program, asset/liability management, 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 PlIs $50,000 in staff salaries 
and local expenses. 

2. 	 SSE Research and Policy Anslsiu (4200,000 in DA Grant Funds and ODH 
contribution $1 million local currency equivalent) 

The objective of this component is to assist the QDH and the Honduran 
private sector to establish an effective policy environament 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 establishing a more appropriate policy
environment. 

A major constraint to this objective is the lack of reliable and current 
data on SSEs, particularly data on microeuterprises. As noted in one recent 
study, "most (microenterprises) elude the standard statistical nets and exist 
frequently unobserved in the underground ecocomy.m l This component vill: 
(1) undertake discrete research activities which will give the O, the 
private sector, and the Mission a more detailed, analytic base on SSEa to 
permit continued program development and modification, and (2) support 
specific policy and regulatory analyses and reforms which facilitate policy 

L Lie ..- olm and Meade, Small Scale Industries in Developing Countries: 
airl 4 Evidence and Policy Implications, 1987. 



dialogue between the public and private sectors and which lead to policy 
changes that assist the development of SSEs in Honduras. These research, 
policy analysis and dialogue activities and the implementation of
 
recommendations from those activities will have an impact on all SSEs. 

The PTU, in close coordination with leading Honduran public and private 
sector institutions, will lead efforts to conduct research on SSEs in 
Honduras, and will analyze, on a continuing basis, the policy framevork 
affecting them. To provide greater assurance of acceptance, dissemination of 
findings will be led by institutions such as the Honduran Council for Private 
Enterprise (COH&EP), Cortes Chamber of Commerce (OCIC), AND!, and the Ministry 
of Economy. This component will closely coordinate with and complement
efforts under the Mission's Policy Analysis and Implementation Project. For 
exanple, the PTU will play a lead role in SSE-related analyses undertaken by 
COHEP through the Policy Project. 

a. Research
 

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 
institutions, particular the NcOs, to strengthen their current data base of 
existing clients. The organizations already dissagregate data according to 
sex, capital base, sales, and other variables. There is room 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 
h0O, the PTU will prepare quarterly reports on the characteristics of 
enterprises being assisted under the Project. The aim 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 necessary, the PTU, in coordination with the core 
group intermediaries and other organizations that may be identified, will 
gather additional detailed information to determine how specific policies 
affect the functioning of SSEs, the best channels for improving policy, and 
app -,',priate arrangements to change those policies. The data gathered will 
supplement that already existing. To the extent possible, PrU technicians 
will work with other institutions assisting the SSFs (e.g., the Center for 
Industrial Development, FOPRIDEH) to strengthen their own data gathering 
capabilities and to develop a comprehensive, updated data base of SSI 
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 institutions. For example, the Project will support the 
efforts of a committee of NGOs led by ASEPADE, financial sector institutions, 
and the Ministry of Economy 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). 



As a separate but complementAry activity, ANDI/PYME will establish a data 
bank for its client PrO and financial Inatitutions who wish to gain access tothis mechanism. ANDI/PYME recognizes that much data collected and analysed 
over the years has been lost for lack of an Institutional memory 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 life of 
the Project.
 

In sum, at the end of the Project, Honduras will benefit from a much 
greater understanding of who the small-scale entrepreneurs are, what theirrole In the economy is, and the problems and issues they face in trying to 
develop and grow.
 

b. Policy Analysis 

As noted in Section 1I. C. 1. and reflected in the 1987 study on The
 
Effect of PolicyUpon Small Industry Development tn Honduras, there are
 
numerous 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 of the private sector fromout 

financial markets as result public sector deficits; rate
a of interest
ceilings; a cumbersome regulatory environment and trade regime). Although
their resolution is beyond the scope of this Project, their importance to SSE

development highlights the need for close coordination between the SB II
 
Project, the ODE-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 increasing
the awareness Hondurans in the and ofamong (both public private sectors) the
critical link belween a sound policy environment and SSE development. Second,
through the PTU and private and public sector Institutions, 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 Honduras, undertaken as 
part of Project design has provided a wealth of informatIo on policy issues.
The ODS 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, ODIEP, and the CCIC are
likely candidates) with the collaboration of NG0s 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 Issues. Approximately fourmajor ( inferences or workshops will be undertaken during the life of the 



Project. The Project specifically budgets for three and it is expected that 
the fourth as well as others wiil be financed from other activities (e.g.,
funds from other USAD-supported initiatives such as the Policy Analysis and 
Implementation Projects activities supported by the GOH or other donors).
While most policy analyse" related to SSE development will be undertaken or 
coordinated by the PTU, it is important that dissemination (i.e., publications
and workshops) be led by Influential Honduran private sector associations
 
(e.g., OHEP, CCC, ANDI) as well as public sector institutions to gain 
greater acceptance. 

In addition to this effort, the Project will formalize the group of 
private an public sector institutions which have been meeting regularly on 
SSE issues. This group will encompass an SSE Development Task Force. It will 
meet on a regular basis and sprve as an official forum for policy analysis and 
dialogue.
 

Annex 11, Exhibit D summarizes the major policy constraints identified in 
the previously cited policy study. Among the issues and constraints that are 
likely to be addressed by the PT early on as the subjects of seminars or
 
workshops are issues related to fiscal policy (the need to review the tax 
system 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 regulatorl 
procedures (need to review the direct and indirect costs of registering SSEs). 

D. SAmry Inputs and Project Nu4pt 

1. Inputs 

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 person months and 122 person months 
respectively) will be provided under the Project through an institutional 
contract. In addition, short-term technical assistance vill be provided by 
the intermediaries to the SSEs themselves. Credit funds totalling 014.3 
million will be provided to the binks 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 
intermediaries. Other inputs Include a limited amount of commodities (through 
te Ol~s); a project liaison officer; workshops, seminars, and publications
for the policy analysis component; travel to SSE-related workshops and 
seminars; and evaluations and audits. 

2. Suuary Project Budget 

Total Project costs are estimated to be $40 million. Table 2 presents a 
summary budget consisting of an A.I.D. DA contribution of $15 million; a GOH 
contzibution of 416.025 million, primarily for the credit and guarantee funds. 



The private sector contribution which will Include the counterpart

contribution of Implementing Institutions and equity provided by SSEA, will
 
total approximately $8.9 million. Section VI.A.l. presents a more detailed
 
budget and analysis.
 

Table 2 
Small Business IX Budget Summary 

(us o00) 
a a m=na m a an am =su mn=am o mmm amuwnam mmmmnmmmn =m= am an am am an Ono 

S 0 U Rt C I[ 8 

PRIVATE TOTAL 
U S 	 E S A.I.D. COH SECTOR C06T 

I. 	 SSE Support System 
a. 	Grants to NWs 8,600 - 4,540* 13,140 
b. 	 PFI Credit and 

Guarantee Program 500 15,000 4,435 19,.935 
II. 	 Research and Policy
 

Analysis 200 11000  1,200 
III. 	Project Technical 

Unit 4,800 - - 4,800
 
iV. Technical Assistance
 

9upport Fund 250 - - 250
 
V. 	 EvaluationsAudits 150 25 - 175 
VI. 	 Prop 1yaisonOffi cer 	 500 - - 500 

TOTAL PROJECT COSTS 15,000 28975 	 40,00 

SA review of the 25 minimum counterpart contribution as approved by the 
Mission Director for ANDI/F-ME. 

V. 	 PROJECT AXALtYSS 

A. 	 Financial Plan 

1. 	 Project !adget 

As illustrated in Table 3 below, the tottil est!ated cost of activities 
to be financed under this five-year Project if, $40.0 million. This consists 
of an A.I.D. contribution of $15 million in ppropriated grant funds and a 
host country (GOH and private sector) contribution of $25 million. The A.I.D. 
contribution will consist of 45 million in Agriculture and Rural Development 
funds and 410 million In Special Development Activity funds. The GOB will 
provide a counterpart contribution from ESF local currency earmarked to the 
Private Sector equivalent to 416 sillion. Other counterpart funds in the 
amount off 8.9 million (including both cash and In-kUnd contributions) will be 
availal. e from the private sector represented by the NGOs, financial 



institutions participating in the Project, and SSEs themselves in the form of 
equity contributions. The percentage contribution to the Project is 372 for 
A.!.D. and 63% for the host country. As can be observed from Table 3, the OEcs 
for the participating NGXs comprise $8.6 uillion or 572 of the total 
appropriated-fund costs. The amounts of the grauts have been derived from NOD) 
proposals reviewed by the Mission. The other major budget Item requiring
appropriated funds is the PTU contract expected to to be approximately 14.7 
million or 31% of those costs. This estimate includes funding for TA based on 
estimates of 10,OO 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 compcoent total approximately
$700,000. In addition, the Project budgets $250,000 for short-term technical 
assistance, training, and other related services to be procured directly by
the Mission outside of the PTU contract which will be reserved through the 
bilateral agreement with the OH. 

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

2. Disbursement Procedures 

A.I.D.-funded U.S. dollar costs for technical assistance, training, 
evaluations, limited commodities and some operating expenses vill be paid
directly to the suppliers or participants by the Mission in accordance with 
existing A.I.D. practices. The funds allocated to NG(s for credit, operating 
expenses, training, and institutional support purposes will be disbursed 
directly to N(Os through advances on a detailed quarterly budget basis. Funds 
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.I.D. practices. 

Economic Support Funds ((XlI Counterpart) vill be disbursed directly to 
the NQos by the Central Bank of Honduras using already established procedures 
between the GOH and A.i.D. 

3. Disbursements bh Year 

Table 4 provides a five-year disbursement schedule for the Project. 



I6&DJ* 3
Small Dksiness i Budset 

(us $ 000) 

S 0 U R C E S 
A. -. D. MXR-FUNDS TOTAL

TOTAL GOH PRIVATE PROJECT 
FX LCI. S-E Suport System A. 1.D. (EST) SECTOR COSTiO 8 95 15,0 8 915A. Assistance to NGO9 33 1 

8 200 8 600  4.5 t13i40
1. ASE FADE__-

Credit 
 985 985  330 1,315
Institutional Support - 647 647  366 1,013TA/Training 100 223 323  330 653Comodities - 45 452. FUNADEB - 14 59100 1900 2,000  2160 4.160Credit - _Institutional Support . - 7 750 367 417 -, 1.295 1,712TA/Training 50 380 430 - 90 5203. AND 1/FymE 200 4A400 4*600Institutional Support - 1340 53940 
- 850 8 'WT59Sub-Projects to NO* 200 3,527 3,727 520 4,247Comodities 
 - 23 23 -5 
 28
 

B. PFI Credit and Qarantes Prgram 300 200 500 15 000 4 435 19 9351. Credit -
2. Qiarantee Fund 

- 1 
- - - 1,000 - 1,6353. Seminars/trainift 300 200 500 
 - 50 550 

I. Research and Policy MalZysI - 200 200 1,000 - 11200 
A. Technical AssistanceB. Workshope/Sesinars 

- 175 175 500 - 675C. Publications 
25 25 500 - 525
 

Ill. Technical Assistance Support l~md 
 250 - 250  - 250 

IV. Project Technical tUnit / 4.059 741A. - 4800Technical Assistance T.05 176 


4,235 -B. Management - 4,235- 565 565 - - 565 
V. Evaluations/Audits 100 50 150 25 -VI. Project Liaison Officer 175 

0 M 500  - 500O 
*t 

,359 9,641 15,000 16,025 8,975 40.000A vaiver of the 25% minimum counterpart requirement was approved by the Mission Director for ANDI/FME.
Costs associated vith this line item ar* included In the overall technical assistance contract - Project 
Technical Unit. 
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pROJeCT DISBURSENM 

CALENDAR YEAR 

PROJECT ACTIVITIES 
A.I.D. Contributions 

1988 
(4 Mo) 

1989 1990 1991 1992 1993 
(8 Mo) 

TOTAL 

SSE Support System 
Assistance to NGO 

ASEPADE 
Credit 
Institutional Support 
TA/Training 
Commodities 

FUNADEH 

66.0 
43.1 
21.5 

-

197.0 
129.4 
64.6 
45.0 

197.0 
129.4 
64.6 

-

197.0 
129.4 
64.6 

-

197.0 
129.4 
t4.b 

-

131.0 
86.3 
43.1 

-

985.0 
647.0 
323.0 
45.0 

Credit 
Institutional Support 
TA/Training 

ANDI/P867
Institutional Support 
Subprojects with NGfO 
Comodities 

76.8 
27.7 
28.5 

56.7 
2f8.5 

-

230.5 
83.3 
86.2 

170.0 
745.4 
23.0 

230.5 
83.3 
86.2 

170.0 
745.4 
-

230.5 
83.3 
86.2 

170.0 
745.4 
-

230.5 
83.4 
86.0 

170.0 
745.4 

-

153.7 
55.7 
57.7 

113.3 
496.9 

-

1,152.5 
416.7 
430.8 

850.0 
3,727.0 

23.0 
PF1 Credit and Guarantee Frogra

Seinar/Training 
Policy Anaayis and ResearchWorkshops/Seminars 

Publications 
Technical Assistance Sup Fund 

-

-
-
-

125.0 

43.8 
6.2 
62.5 

125.0 

43.8 
6.2 
62.5 

125.0 

43.8 
6.2 

62.5 

125.0 

43.8 
6.2 

62.5 

-

-
-
-

50y.0 

175.2 
24.8 

250.0 
Project Technical Unit

Technical Assistance 
Management 

,Project Liaison Officer 
Evaluations 

TOTAL A.1.D. 

331.5 
50.5 
25.0 

975.8 

"2-7-
143.9 
100.0 
50.0 

3,28.5 

923,4' 
97.9 

100.0 
12.5 

T777 

8401 
97.9 

100.0 
50.0 

3,031.9 

756;-
97.9 

100.0 
12.5 

2,910.8 

400.5 
77.1 
75.0 
25.0 

1,715.3 

4,234.8 
565.2 
500.0 
150.0 

15,000&0 

GPJ (ES?) Contributions 
I1 Credit and Guarantee Praras

Credit 1,500.0 
Guarantee Fund 140.0 

Policy Anaysis and ResearchWorkhip/sminare -
Publications -

Audits 
TOTAL EOH 1,640.0 

3,000.0 
200.0 

125.0 
125.0 

8.3 
3,4839 

3,000.0 
200.0 

125.0 
125.0 
-

3,450.0 

3,000.0 
200.0 

125.0 
125.0 

8.3 
3,458.3 

3,000.0 
200.0 

125.0 
125.0 
-

3,450.0 

500.0 
60.0 

-
-
8.4 

568.4 

14,000.0 
1,000.0 

500.0 
500.0 
25.0 

16,025.0 



4. Metbods of Finacla!1 

APP AMOUNT
 
TYPE OF HETHDi[ OF KETHDD OF OF 
 ASSISTANCEASSISTANCE IPLmENTAT10N PAM .ENT0009 

1. OPs 90-Day Advances Direct Payment * 8,532 

2. Commodities Host Country Contract Direct Payment * 68 
Direct AID Contract Direct Payment $ 45 

3. TA Contract 
 Direct AID Contract Direct Payment 
 * 4,705 
Direct Purchase 
 Direct Payment 4 205 

4. Evaluation/Audit Direct AID Contract Direct Payment 8 150 

5. Project Liasion 
Officer 
 Direct AID Contract Direct Payment * 500 

6. Seminars/Training/

Publications 
 Direct Purchase 
 Direct Payment 750 

TOTAL 



5. Financial Analyes 

a. NOD Credit Reflove 

A. I.D. will grant credit funds to FUNADEN 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 inflation, through a dual system of 
management assistance and recapitalization from interest earnings. 

Coupled with A. I.D. 's fundamental objective of svpporting 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 
will be required to impute a cost of funds for their credit funds and
 
recapitalize then, by effecting payments from loan interest generations.1
 
By the end of the Project (and each individual grant), the imputed cost-of
funds rate will equal the cost of borrowing from financial institutions 
(presently 171). The initial imputed cost of funds will be determined taking 
into account the estimated level o." inflation for the period and the effective 
cost of funds to financial institutions. The initial 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 IDP 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 structure to cover the recapitalization of the credit
 
funds, loan losses, and transaction and administrative expenses. kder the
 
imputed system, the NG0s will manage A.I.D. grant funds separately from other 
donor resources.
 

A. .D. grant advances will go into the NGD's "A.I.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 "imputation" process, the NMe 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 NG) would obtain from a 
bank. For example, an NOD receives a disbursement of 1100,000. From Its 
reflows, the NO agrees to set aside 122 of its spread (or $12,000) to 
recapitalize the credit fund. If an NGO is lending at 172, this means that it 
would have to cover operating, administrative , and technical assistance 
expenses from the remaining 52. The mechanism will provide Incentive to the 
NGOs to charge the highest interest rate that the market will bear, permitting 
them to access commercial loans for the future expansion of their program.
By the PAD, the NGOs should be self-sufficient and the imputed cost should 
equal the amount that the banks will charge them. 



following the end of the Project. The NGO will be eligible to withdraw fundsfrom the Lending Fund' account only make"A. I. D. Grant 
with to loans in accordancethe agreed terms and conditions. Furthermore, the NOD vill make monthlyinterest payments to the account of the A.I.D. lendingthe interest payment is simple 

fund. The amount ofa calculation of the average outstanding amountborrowed by the NGO from the lending fund for the month, times. the monthly
equivalent of the annual imputed rate of interest. 

All principal reflows will be deposited by the back thefund. NGO NGO into lendingThe will make principal payments thisto fund regardless of its 
actual collection performance.
 

Any and all losses from the NGO's lending operations must be covered byeach NO from its spread between the imputed cost of funds charged by thelending fund and the lending rate that the NOD tocharges its borrowers. same will be Therequired for administrative and operating expenses. This systemwill insure the integrity of the lending fund and will enforce financial 
discipline by the NGOs. 

Previous analyses, financial reviews and evaluations, provided sufficient
evidence in the design stage of the Project for the Mission to expect thatFUNADEH and ASEPADE will be able to achieve self--sufficiency in their credit programs. The methodologies currently being used by
financial the NGOO to projectflows and to calculate self-sufficiency Indicators will be testedand refined by independent experts during the
implementation. The findings 

first two months of Project
which result from this review will form thebasis for developing a technical assistance plan with the FTU to assure thatboth NGOs will reach self-sufficiency in their credit programs by the PAWD. 

b. Loan Fund and Guarantee Fund Analy*e1 
The Mission analysis presented below has determined that the Loan Fund is
viable and has verified that the stream 
of projected vill factincome in coverthe expenses of the Fund. Moreover, the surplus will be capitslized to create 
a self-sustaining credit mechanism. 

1. LoanFund Analysis 

The FOPEME analysis presented in Table 5 below is based on assumed levelsof disbursed portfolio. During the year offirst operation,disburse about $2.1 million in credit funds, 
the PFIs will

of vhich the willFOMlE finance61.5 million dollars (702). By year five, the entirethe Fiduciary Agent will have been drawn down, 
$14.0 million managed by

yielding a composite portfolioof almost $21.7 million (115.2 million financed by the Trust Loan Fund and 
$6.5 million by the PFIs). 

The Credit Fund will have a spread of 122, which is equal tomoney of the banks. the cost ofTbtal income is calculated by multiplying the total trustportfolio by the is12% that charged to the PFIs and dividing it by two, sincethe port folio is not disbursed upfront at the beginning of the year. 



The operating expenses of the Fiduciary Agent have bean projected as a 
yearly flat fee of $200.000. During the first year of Project implementation 
the fund will have an operating love of approximately J110,000. This wili be 
covered by FOP]HE capital. From then on, all profits will be reinvested 
producing 9 return of 122, which will take the total loan portfolio to its 
peak size with an outstanding portfolio of $24.5 million by year ten.
 

2. Guarantee Fund Analysis 

In the design of the Project, very conservative assumptions have been
 
used in the financial projections of the Guarantee Fund, given the lack of
 
experience in this type of operation in Honduras. Experience may prove that
 
the assumptions used here are too conservative. Any change of direction of
 
conditions will be subject to a thorough review after the Fund 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 capitalized with a 41.0
 
million initial fund which is invested and obtains a return of 82. Automatic
 
guarantees are issued for 70% of the outstanding uncollateralized portion of
 
the loan. The Guarantee would have a one-time 6% premium collected in 
advance. The average life of the loan would be three years and bad debts 
would be 5.02 of the total amount of outstanding guarantees per year. Under 
these assumptions the Guarantee Fund would be self-sufficient, accumulate 
profits and increase its capital and reserve to about $3.1 million .nyear ten 
(see Table 5). This would demonstrate to the insurance companies twat the 
guarantee business is profitable, and the GOH and USAID would then proceed to 
privatize the Guarantee Fund by the PACD. 

If the Guarantee Fund is profitable, ISAID will encourage the GOD to 
initially reinsure 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 

'I. Adainistrative Feasibility 

The overall institutional configuration developed for the Project, 
presented in Figure I, is the result of considerable analysis and discussion, 
both within the Mission 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 NODs; an A.I.D.-GDH bilateral 
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.S. consultant (or consortium) which will comprise the 
Project Technical Unit and who will provide TA to the participating N(Ds and 
PFIS.
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FINAICIAL FROJ[CtIOIS IF THE LOAN FUll f66)
 

2I-Jui-N
 

ASSUMPTIONS
 

12.ll ........... TRUST FUND's SPREAD 
1216 ........ ;..FIDUCIARY AGENT OPERATIN6 IPENSE, PLUS PROFIT 

71.,.....a.sPORTFOLIO FhNANCED IYPSIs 
131,1160 ......... &AVERAGE LOAN SIZE INDOLLARS 

15,361 ........... AVERAGE EMPLOYMENT GENERATION PER AMOUNT OF CREDIT
 
014,11 ...........USAID/LOAN IN$633%
 

SCH/USAID DISBURSEMENT SCHEDULE INMIs
 
1,5 .8
.......... YEAR 1
 

$2,161 ........... YEAR 2
 
136661 ........... YEAR 3
 
13,501 ........... YEAR 4
 
04,111 ..........YEAR 5
 

KSCRIPTION YEARS 1 2 3 4 3 1 7 8 9 1
 

TOTAL PFIs PORTFOLIO $2,143 $4,843 19,262. 114,923 121,696 023j62 126,634 628,726 131,726 135,668
 
00. OF NEW LOANS PER YR. 71 114 219 317 442 36 463 520 556 625
 
NO. Of HEK JOBS PER YR. 429 683 1254 1901 2654 2317 2777 3121 3339 3747
 

TOTAL L/TRST PORTFOLIO 11,516 13,391 16,493 113,376 115,187 016,521 016,224 123,168 322,268 $24,547
 
TRUST FUND $1 $1,50 $3,391 $6,483 116,376 $15,197 116,521 $1,224 421,168 $22,216
 
PROJECT DISBURSEMENT $1,531 12,111 13,WI $3,511 14,miH6 16 $16 a 1
 
PREVIOUS YRS LOSS/PROFIT $1 (111) $93 1392 $912 $1,334 11,713 $1185 $2,1N 02,339
 

IWI 191 1293 1592 01,112 11,534 11,963 12,185 62,311 $2,539 12,815
 

FIDUCIARY AGENCY FEE 1211 1211 f2 $4 $216 12W 1201 1211 26 12H
 

PROFIT (LOSS) (t111) $93 $392 $112 11,334 1I,733 ItN5 $2,1 12,339 12,615
 

CUMU.ATIVE PROFIT (1116) (017) 1376 $1,167 62,521 14,224 1,1K 09,208 113,547 113,153
 

16u11111 1ItIII 1111126$l$l6$6211 21ill I 1 11 116 $
 2 6 $|1 111111611$ 1$1 




PROJECT I O NS OF THE GUARANTEE FU N D ( I I s) 

ASSUMPTIONS 

DESCRIPTIONS\YEARS 

78.8t ........... LOAN PORTFOLIO GUARANTEED 
6.91 ........... UP-FRONT GUARANTEE PREMIUM 
.l ........... ESTIMATED BAD DEBT 
8.81 ........... RETURN ON CAPITAL AND ACCRUED INCOME 

3 ........... AVERAGE TE. . OF LOANS IN YEARS 
$,I ........... UP-FRONT DISBURSEMIENT OF THE GUARANTEE FIND 

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

1 2 3 4 5 6 
----------- ---

7 
-------------------

8 9 1 

TOTAL G/TRUST PORTFOLIO i1,31 53,391 56,483 511,376 515,187 $16,521 19,224 521,119 522,208 $24,547 

PORTFOLIO INICRESE/DECREASE SO 51,80 $3,193 $3,92 $4,012 51,334 $1,713 1,85 $2,111 $2,3 

REPLACERENT (1) 

TOTAL NEN GUARANTEES 

1 
2 
3 

4 
5 

1 
so 
$1 

$1 
to 

51,561 

$501 
so 
so 

so 
$I 

52,391 

5797 
15 
.56 

$I 
$1 

$4,39 

$1,463 
5797 
95 

is 
$0 

56,652 

52,217 
51,463 

6797 

so 
$I 

59,289 

$3,896 
$2,217 
$1,463 

$I 
so 

59,111 

$2,714 
53,696 
52,217 

$I 
$1 

$9,728 

$3,243 
$2,714 
$3,696 

to 
$6 

$11.925 

53,642 
13,241 
52,714 

$I 
to 

511,685 

$3,895 
$3,642 
$3,248 

is 
to 

513,116 

CAPITAL POSITION (BOY) 51,666 $1,195 $1,157 $1,293 $1,463 $1,673 61,8 52,136 $2,416 $2,726 

TOTAL INCOME 
PREMIUM 
INTEREST ON CAPITAL 
AND PROFITS 

5173 
591 

HsI 

$231 
$143 

$8 

$356 
$263 

"93 

$563 
5399 

5163 

$674 
$557 

$117 

5621 
5487 

$134 

5734 
$583 

151 

5826 
5655 

5171 

5894 
$711 

5193 

S1,105 
5787 

5218 

TOTAL EXPENSES 
BAD DEBT 

(2) 
$75 $176 $226 $333 $464 416 $486 5546 584 5656 

NET CASH POSITION $95 562 $136 $179 1216 $215 $248 $281 5311 5349 

NET CAPITAL POSITION $1,695 51,157 $1,203 $1,463 51,673 51,988 52,136 f2,416 52,726 53,375 

(1) THIS IS THE REPLACEMENT OF THE GUARANTEE PORTION THAT WAS PAID OF DIRINS THE YEAR 
(2) OPERATING EXPENSES ARE SUR-SUED INLOAN FUND OPERATING COST ESTIMATES. 
THE AVERAGE TERN OF LOAN FOR THIS MODEL IS LIMITED TO 5 YEARS ONLY. 



PROJECTIONS OF THE 6UARANTEE FU1 (SI ItIs) 

ASSNIPTIONS 

71.11 ........... LOAN PORTFOLIO 6UARANTEED 
6.01 ........... UP-FRONT GUARANTEE PREMIUM 
5.5 1........... ESTIMATED BAD DEBT 
8.11 ........... RETURN ON CAPITAL AND ACCRUED INCOME 
3 ......... AVERAGE TERM IFLOANS INYEARS 

1I1,63 ........... UP-fRONT DISBURSEENT OF THE GUARANTEE FUND 

DESCRIPTIONS\YEARS 1 2 3 4 5 6 7 9 9 IO 

TOTAL 6/TRUST PORTFOLIO s1,5f $3,316 6,483 511,376 515,187 16,521 $8,224 521,159 122,218 $24,547 

PORTFOLIO INCREASE/DECREAE $3 11l,61 $3,193 $3,892 $4,812 $1,334 $1,713 $1,885 52, 111 $2,339 

REPLACEMENT (1) 1 
2 
3 
4 
5 

so 
to 
so 
$1
II 

$56 
$I 
$1 
so
$I 

5797 
S510 

$1 
to 
o 

51,463 
5797 
566 
$1
SO 

52,217 
51,463 

5797 
0|
$Iso 

$3,196 
$2,217 
$1,463 

to 

$2,714 
$3,196 
$2,217 

$1 
t 

53,241 
12,764 
53,196 

of
$1 

$3,642 
13,246 
52,714 

so
$1 

$3,895 
93,642 
$3,241 

so
$I 

TOTAL NEW GUARANTEES $1,56 52,391 54,391 $6,652 1,239 59,111 519723 511,925 111,685 113,116 

CAPITAL POSITION (IOY) $I,13 5I,I6 51,131 $1,245 51,377 51,53M 51,696 S1,881 52,186 52,311 

TOTAL INCOE 
PREMIUM 
INTEREST ON CAPITAL 
AND PROFITS 

TOTAL EXPENSES (2) 

S175 
61 

so 

5236 
5143 

5W7 

$354 
$263 

$91 

$41" 
5311 

Sin 

5667 
$557 

$111 

549 
$467 

1123 

5719 
53 

$136 

5136 
$655 

5156 

$868 
5711 

5167 

$972 
1797 

165 

DAD DEBT 593 5166 1241 63" 1511 5446 $535 5661 5643 5721 

NET CASH POSITION se8 $44 5112 5133 $157 5163 5194 5265 1225 5256 

NET CAPITAL POSITION 61,96 11,131 51,244 $1,377 51,533 $1,6916 11,81 S2,186 12,311 52,562 

(1) THIS IS THE REPLACEMENT OF THE GUARANTEE PORTION THAT WAS PAID OF DURING THE YEAR 
(2) OPERATING EXPENSES ARE SUD-SUMED IN LOAM FUND OPERATING COST ESTIMATES. 
THE AVERAGE TERM OF LOAN FOR THIS MODEL IS LIMITED TO 5 YEARS ONLY. 
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This institutional configuration is designed to combine effective 

schievexent of Project objectives with management efficiency, Institutional 
capabilitieu, and maximum use of the private sector. The arrangement is 
reasonable and analysis 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 limit 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 
whether the Project's institutional arrangements are sufficiently simple and 
straightforward to ensure effective implementation. Viewed from a different
 

perspective, the issue has been whether the incorporation of numerous
 
implementing entities and institutional relationships is 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 
incorporation 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, i.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 
u irctly deal with to rerhaps one (other participating NGWs 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. First, 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, FOPRIDEB, the Central Bank, and other 
entities--concluded that no existing entity could effectively play ths 
umbrella role. The Project objective is to expand significantly the number of 
SSEs 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 institutions, an even greater number of beneficiaries can be reached
 
since the PFIs will provide the greatest amounts of credit.
 

Although A.I.D. will have to monitor three individual Oils, 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 program. 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 
is our conclusion that the use of an agent for this purpose is necessary and 
will actually expedite program implementation. As noted in Part IV.C.l., it 
is the intent of the Project that the private sector vill eventually assume 
management of the guarantee program after an adequate record of 
self-sustaining operations has been established. 

2. Institutional Analyses 

a. Financial System, Participating Banks and Fiduciary Ment 1 

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

- 14 Private Commercial Banks (of which 2 are forelgn-owned) 
- 2 State Development Banks 
- 1 Private Agro-industrial Finance Corporation 
- 8 Savings and Loan Institutions 
- The Central Bank of Honduras (8CH) 

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, 75% of deposits, 
and over 70% of short-term external liabilities. The banks obtain 73% of 
their resources from private sector deposits, 12% from BCH rediscount lines 
financed primarily by international donors, and the remaining 15% from 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, 22% 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 shallow 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 rates are asymmetrical for 
deposit rates and loan rates since deposit rates have been free since.1980. 
In 1988, savings attract interests of 10% to 12% (inflation was officially 
52). Loan rates are subject to a ceiling of 17% which banks charge on their 

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 Killion equivalent, a 600%increase 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-term.
 

The term structure of bank loans made from deposits is 652 under 18months, 20% between 18 months and five years, and 152 longer than five years.The major source of term lending is the Central Bank through its rediscount
lines. The availability of long-term
entrepreneurs to self-finance most 

credit is severely limited, forcing
investments. Self-financing represents

approximitely 32% of all investment. SSEs are at a particular disadvantage inthis respect, since they have more difficulty in raising sufficient funds for
their initial investment.
 

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

Inadequate access to credit for small producers-agricultural andindustrial--is an important structural issue tothat needs be addressedHonduras. Commercial banks usually require security, 
in 

generally in the form ofmortgages on urban properties. Access to formal credit could be expanded forsmall producers through the elimination of the ceiling on interest rates andthe introduction of variable interest rates to permit commercial banks to 
cover the higher costs associated with small-scale lending. Though the ratesfor small producers could rise, more resources would available thembe to atrates substantially below the rates charged by money lenders, who arecurrently the principal of creditsource for such producers. In addition, theproducers would benefit from the longer-term repayment of the investment
 
credit lines compared to money-lender terms.
 

The principal distortion to commercial bank lending is the incentive for
commercial banks to maintain excess reserves in the form of a 10% tax-exempt
government bonds. The government's economic policy is howdilemma to promoteeconouic activity in the context of an overvalued exchange rate, balance of
payments shortfalls, and 
 serious public sector deficits. The monetary policyrequirements are contradictory: a liberal monetary policy to promote growthand a restrictive monetary policy to cope vith the lack of fiscal discipline.For the"-lommercial banks, this dilemma produces a restrictive monetary policyin general wt-ich induces the financial system to restrict lending in favor ofdiverting loanable funds from the private sector to the public sector.
 

In order for the financial sector to play a more constructive role InHonduras' development, it to increaseneeds its efficiency in Intermediation;
that is, it must attract additional domestic savings and direct them to
productive investments at lower costs. 7o permit the increase in efficiency
by the -nklng sector, the Central Bank is accepting A.I.D. and IBRDBugger ons to liberalize Interest rates as part of a medium-term structural 
adjust -nt program. 
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It is the consensus of the Project Design Comittee that the SB II 
Project's FF1 loan and guarantee program is in line with the Hooduran 
financial system, i.e., the component has been designed taking into account 
the current practices, constraints and dynamics of the financial system, 
improving on these procedures through the Implementation of the loan and 
guarantee programs as well as discrete training activities. 

The program will contribute to the increasing the efficiency 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 smal
 
business, particularly through the Guarantee Fund. 

As noted earlier in this document, the SB II Project is also the first 
step in a long-term USAID effort to address financial sector constraints. 
Seminars, training programs, and greater experience cannot in and of 
themselves, solve these constraints. But they can significantly contribute tc 
a greater understanding of problems and an important first step in the procesa 
of establishing a more dynamic private sector. 

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. (BANCAISA) 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 Mission consulted the PFIs and a number of other 
commercial banks on potential candidates to carry out the role of Fiduciary 
Agent under the Project. While consideration was given to contracting a 
private fiduciary bank, based on FONDEI's recent performance and proven 
responsiveness to the financing needs of small and medium industries, an 
agreement was reached with FONDEI to manage the Loan and Guarantee components 
of the Project.
 

FONDEI was established in 1978 as a trust fund charged with 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 who reports 
to an Executive Committee composed of the President of the ZCH, 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 OOH). 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. 1 Further, they found that FONDEI'sorganizational structure has proven to be satisfactory to date, Information 
systems and loan procedures are adequate, and accounting system and controlshave been strengthened through a techncial assistance component of the World
Bank loan. To assure that it efficiently meets all Its responasibilties asFiduciary 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 N(Os 

As part of the Project design process, the Mission Controller's Office
has undertaken an analysis of each NGO to determine the quality of theiradministrative and financial capabilities (unattached Annex III, Exhibit H).The Controller's Office has verified that each institution has acceptable
control systems in place, although, 
 given the various levels of institutionaldevelopment and experience, each entity will need to enhance their systemsfurther as their programs expand to reach more beneficiaries. Accordingly, in
order to make their systems more effective, technical assistance provided bythe PTU will strengthen the specific systems in order to eliminate any

potential problem area. As the PMINGO relationship matures, the PTU willIncreasingly assist the NO to identify strengths and weaknesses of the
institution and their expand'ng programs and, therefore, continually provideTA or identify other appropriate sources of training, both local and

regional. Finally, the 
NOOs have been registered In accordance with A. I.D. 
procedures. 

Complete institutional analyses of ANDI/PYME, FUNADEH and ASEPADE appear
as unattached Annex III, Exhibits E-G. The following sections briefly

surwarize institutional profiles 
of these institutions. 

a. AXDI/FI
 

In response to a social concern, the National Association ofIndustrialists (ANDI) established the Small and Micro Fnterprise Program(MY)E) to assist onduran entities (mostly PV}s) who provide services to smalland alcroenterprises. This second-story framework was regarded as the bestapproach in order to reach the greatest possible number of SSI over the longterm. The establishment of the P24E program was supported by the Mission's 
Small Business Development Project (522-02,05). 

ANDI/PYME has done a commendable job of providing funds to SSE assistanceorganizations in the form of specific projects to enable them to execute
training and TA programs among client SSag, and to strengthen the assistanceorganizations themselves. FPYE has a qualified staff, acceptable procedures,
and good working relations with over 20 assistance entitles. With itscomparative advantage as the established second-level entity in the sector, itis the )gical choice to continue implementing the business assistance network 
under ae SB II Project. 

See Annex III, Exhibit J 
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While PYME is a part of ANDI and thus under the overall direction of 
ANDI's Board of Directors, PME is run through an independent board, the PiME 
Crommittee. 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 theCommi ttee. 

At present, FYME's staff consists of four professionals and three support
staff. Lines of responsibility are loosely drawn and while the staff is well 
qualified, project managers are spread thin and overworked. An increase in 
staff is fundamental for future P)ME 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 if FYME is to expand and increase 
its effectiveness in the future. All of these areas will be addressed under
 
SB II.
 

As confirmed by a recent Mission financial review, FYNE's financial 
control and disbursement procedures are good. The only significant

recommendation made for improving PYME's financial management was the need to
 
develop a software application to allow P)NE to produce automatically the
 
auxiliary reports on budget execution which are being prepared manually.now 

P)ME'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 PMnE'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 begins 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, PiNE usually takes an active role in the design and management of
projects with particular attention to monitoring and evaluation. The proposal
is 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 st.%ge
of approval. In the three-and-one-half years ending March 31, 1988, PInE 
financed 69 projects for a total of Lps. 2.2 million. While PYME does not 
provide credit funds, many of the projects covered operating expenses related 
to credit programs of SSE assistance organizations. 

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

ANDI/MYME has effected coordination among the many organizations 
prcviding services to SSFs with excellent results. Another important
innovation introduced by ANDI/FYME is that formal linkages have been created 
for the first time between small entrepreneurs and the large industrialist 
members of ANDI, and between PWDs and industrialists. 
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YE's five-year plan presents targets of generating 12,000 now jobs (onejob for each L1,374 in PYNE funds expended) and a L5 million increase innational production. The plan estimates that 11,000 SSE besome will 

directly assisted by the P)NE network and that 422 of them will be
women-owned. PYME expects to increase the number of service organizations
benefitting from Institutioal strengthening under the program from 22 to 35in the five-year period of the Project. T achieve these targets, PYXE willwork in 13 areas of activities, including some that are new to them. 

Under its five-year plan, PME projects a budget of just slightly under
L12 million, with Project grant funds covering 762 of that budget. As now
constitituted, it is not realistic to expect PYXE to achieve self-sufficiency
during the life of the Project. It should be pointed out, however, that the76% figure is a significant reduction from PYME's current 992 dependence onA. I. D. funding. In response to concerns regardings the role of PINE after SBII is completed, PYME has planned several revenue generating activities andhas begun to diversify its donor base. Final negotiations are being carriedout with several new donors including the Inter-American Foundation, the
European Economic Community, and the Inter-Merican Development Bank.
 

While PYME has considerable proven capabilities In project management,financial management, and reporting, it vill need additional TA in order to carry out its expanded role. It has no experience in such areas as

contracting with institutions outside of Honduras, participant 
 training,research, collective marketing ventures transfer ofand technologies. Project
funding and new activities should be gradually phased in following a rational 
growth pattern with the assistance of the PTU. 

At ANDI/PYME, there is a noticeable enthusiasm, a sense of mission, and aprofessional approach toward achieving results. ANDI/PYME has the capabilityto perform well in carrying out the tasks and responsibilities assigned to it
in the implementation of the Project. 

. b. FUNADEH 

The Honduran Development Foundation (FUNADEL) has been operating asuccessful SSE program since early 1985. FUNADEH provides credit, TA, and
training to SSE9 in the San Pedro Sula area. It has a qualified staff,
operates efficiently, and its credit program is over 791 self-sufficient. 

FUNADEH is composed of 175 prokinent businesspersons from San Pedro

Sula. A Board of Directors oversees FUNADEH's operations and approves
personnel changes. FUNADEH members volunteer their services for credit
 
committees and oversight functions.
 

Current staff consists of an Executive Director, five professionals, andtwo support staff. 
 Each job Is well-defined and criteria are established toavoid overload. However, with the recent increase in loan applications, thestaff is beginning to feel work-load pressure. Under the Project, FUNADEHwill hi e several additional promoters. 
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FUNADEH's loan processing system works very well and rapidly. The 
Foundation has computerized many of its operations, including data on each 
loan and accounting records. With It. basic systems in place, FUNADEH will 
have no problem expanding its prugrua over the five-year life of Project. It 
is reasonable to assume that FUNADEH can grow to a L4.4 million portfolio by 
the end of 1989 and between L6 and 7 million by the and of 1991. 

FUNADEH will achieve self-sufficiency in its credit program at a L4 
million portfolio level assuming that the interest rate charged to borrowers 
remains at 17%, that the bad debt reserve will not utilize more th"n 3Z, that 
promoters will continue to cost 7.6%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 is to be achieved. Currently 8% 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 
initiated 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 1987 and increased to L. 2.6 million 

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 at the organization's doo. 
Each is assigned 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 
which is made up of FUNADEH member volunteers who approve or reject the loan. 
A check is 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 t raining in 
two forms. As described above, each client is assigned a Promoter who 
provides credit-specific TA to assure the credit is utilized as planned and is 
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. 

FUNADEH has demonstrated that it has the management capabilities, 
staffing, and organizational experience necessary to assure good performance 
as an participating intermediary in the Project. 

c. ASEPADI 

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-tite eployees vorking 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 offices in Tegucigalpa, San Pedro Sula, and Choluteca each have aregional manager, a cadre of promoters, and several support staff. Staff are 
deeicated and capable.
 

Starting from its first year, ASEPADE has initiated and implemented

development projects in 
two basic categories: integrated rural development
projects in poor isolated areap; and small business assistance programs among

market vendors, microindustries, and other marginal urban groups. 
 The latter
activity has been supported by A.I.D. since July 1986 through a two-year OR

with Acclon International/AITEC. The grant finances TA for ASEPADE from
Accion; provides funds for expanding ASEPADE's credit portfolio in 
two 
programs, CREME and OEDISOL; and certain ofassists in covering ASEPADE's
 
operating and program expenses.
 

CREME, the credit program for individual aicroenterprives, and CREDISOL,
the credit program for solidarity groups, are becoming weil-known by theirtarget groups. The processing of a loan under both programs is similar. With

the help of promoters, the applicant fills out a loan application form whichis reviewed by the promoter then passed on to the regional manager. Each
 
borrower must have references and a guarantor who are investigated. The
regional manager approves the loan applications which then go to the volunteer
Regional Assistance Committee. The application process takes one to two weeksand the processing of the check takes one week. For subsequent credits,
approval can be handled in one day. 

While past due loan rates have been held to very low levels in the CR34E
 
and CREDISOL programs established in San Pedro Sula and Choluteca, high
arrearage rates are a problem in Tehocigalpa. CREME showed a 14Z rate, and

CREDISOL a 20% rate as of March 31, 1988 for Tegucigalpa borrowers. Thoughpart of the high rates could be the result of a serious crackdown on street 
Yend.ors by municipal authorities, clearly there fs a collection problem.ASEPADE recognizes the problem and has replaced the Tegucigalpa Regional
Manager and has been assessing the productivity of each staff member. The
Project will provide assistance to ASEPADE in this critical area. 

ASEPADE is aware of the need to make Its credit projects self-financing
aLd ii; making g od progress in that direction in the CRIE and CRI)SOLprograms. Preliminary estimates of the leve bf sllf-financing of these two 
programs are 63% and 72% respectively. 

ASEPADE, more than any other Honduran NGD has been highly successful indiverifying its sources of funding. They currently receive fun4 from five
other donors, including the Inter-American Foundation, the Inter-American
Development Bank, the Swiss Development Cooperation, Wetue (Belgium), and
CEBENO (Holland). Multiple donor funding has also presented some problems
hoM.-vpr. In particular, complementarity of programs has been an i-sa8e, as hasbeen r :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 fundlng
availability rather th-n -onth-e greatest needs or on long-term plans. Further
 
complicating matters, ASEPADE keeps financial recordsby d6nr a-n-dy project,
thus making it difficult to obtain a clear picture of the financial viability 
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 system, is 
cxtg _il for ASEPADE's Int'f-on-al devedopment. rot __ for Improvement.r--Y. 

_!n ..EPADE'5 accounting and financial analysis Dp.y@tem have identified by

in-bouae .. a of The Financisia-iLdependent, -A.; Jaud'its ASEPADE. alysis 
Review Section (FARS) otfle isSTonncT-j1es tirat 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 is now a suitable recipient for an A.I.D. gra.. ? 

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 CRENE projects, expend these projects to other urban
 
areas, improve its monitoring and evaluation systems, and establish training 
programs. Though ASEPADE now has a solid base for further expansion and 
greater probability of performing well under the Project, a significant A.munt
of..TA is built into the Project througthe..lJ.An.AND/IIPYK to-rduce
 
potential bottlenecks wh1c'-i'6--rif -constrain the growth of the organization.
 

C. SUMARY SOCIAL ANALTSIS 

Conclusions drawn from the social soundness analysis confirm that the 
Project is 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 
the working poor. The complete social analysis is found in Annex II, Exhibit 
C.
 

1. Beneficiaries
 

The direct beneficiaries of the Project will 'be some 20,000 owners and 
employees 6k micro, small, and medium 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 institutions that provide services to 
SSE.
 

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. Hicroentrepreneurs 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, some of whom 
are likely to work in the business with the entrepreneur. 

http:ugthe..lJ.An
mailto:Dp.y@tem
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In 872 of the cases of one sample of microenterprises atudied by Michigan
State University in 1987, the firms constituted the only source of income forthe entrepreneurs. 
 Observed monthly per capita family 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,

these people represent the working poor.
 

Within the context of the Project, small businesses are defined as those
 
with fixed assets of between 110,000 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 small enterprises carried out by Fajardo in
 
1985, it was found that in 78% of the cases the small business was being run

by the owner 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 FLA-assisted small
businesses were 6tudied in 1986 by Blayney. In the sample, 582 were male, 54Z 
single, 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 in previously cited DAI study (1987) indicated that small
 
firms have the best growth and employment generation potential while

microenterprises function as an important means of employment maintenance
 
until graduating up the scale to small business. 
 It is also clear from 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 training to owners and workers of SSEs are warranted when we look at the 
positive results achieved in the past by similar projects in Hondurat and 
other countries of the region. 

Medium-sized enterprises are also targetted under the Project's PFH
 
lending and guarantee programs. While the owners of these enterp.ises are 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 only 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. In sum, their incorporation 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 Feasibility
 

T'.e Project faces no major obstacles to implementation from the point of
 
view socio-cultural feasibility. The potential beneficiaries (represented

by t , 

-

organizations which support SSEs) have been Involved in the process of 
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problem identification, strategy formulation, and project design. Thus wide
 
and significant participation of the poor in the development process is 
assured and will continue in the implmentation and evaluation phases. 

Recent programs established to support SSE development, such as the 
ANDI/PYXE network, are helpful in resolving difficulties which are inherent to
 
the firm. Now, by providing credit through the commercial banking system, and
 
by attempring 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 Honduran SSEs operate. Contextual
 
variables affecting small business development are related to the interests
 
and value system represented by law 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 bystem is another feature of the socio-cultural landscape which
 
hinders the growth of SSEs. 

The rroject develops the capacity of the SSEs to speak out and defend
 
their interests 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 addition, 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 a 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 FIA and Banco de Occidente, there exists special interest in 
supporting firmas either owned by economically disadvantaged persons or playing
 
an important role in generating employment. The Project design includes a 
financing mechanism vhich will assure profits for the participating banks and 
at the same time opens access to credit for micro and small 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 be.tveen 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 NO credit to commercial
 
banks.
 

3. 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.
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Available impact information on microentsrprises indicates that 

considerable positive changes occur in monthly sales and net income after 
credit, TA and training programs are applied to the businesses. In addition, 
alcroenterprises 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 FIA's 
borrowers 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 
which 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
 
anricipated backward linkages with Honduran 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 ill 
outlive the PACD if banks find it 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 a spread 
effect from NGOs to one private commercial bank, BANCARSA. In the past year, 
BANCHASA has approached three NGOs which lend to SSEs, asking them to identify 
which 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 
must create permanent funding sources to support their programs. While credit 
components are expected to become self-sufficient, TA and training are likely 
to continue to be subjects of donor support. Overall financial 
self-sufficiency may require charging higher interest rates for loans, 
expanding the type of services offered, and charging fees for them.
 

D. Economic Analysis 

1. SSE Demand for Credit
 

It is conceptually difficult to estimate the SSE demand for credit and,
 
.in practice, not possible to quantify It and 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 it can be determined that the 
demand for credit far exceeds supply.
 



The quantity of credit demanded is a function of the price and other 
conditions of credit. The quantity of credit demanded by the SB 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 
economic prospects. Finally, in Honduras, monetary policy considerations 
prompt the Central Bank to impose ceilings on the amount of credit which the 
financial system is permitted to accomodate. 

Nevertheless, an assessment of current data available suggests that the 
volume of otentlal SSE credit demand Is large. For example, It can be 
deduced that the demand generated by simply replacing the current SSE capital 
stock is more than sufficient to warrant the SB 11 credit program and others 
that are currently available. Approximately 762 of manufacturing employment 
in Honduras is il firms with less than 50 employees (682 in 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 J7,055 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 prices. 2 A 202 depreciation would yield a replacement 
demand of $200 million per year. A ten-year useful economic life of equipment 
would yield an estimate of $100 million per year. 

An alternative estimate can be based on a calculation of the relative 
demand of SSes and of firma served by the commercial banking system. Cost per 

ob created for small- and mediua-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 effective 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. 3 

It is 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 confirm that 

I Liedholm and Mead, Small Scale Industry in Developing Countries: Empirical 
Evidence and Policy Implications, Hichiaan State University, 1987.
 

2 This is based on the BCH implicit GDP deflator of private sector 

investment.
 

3 (0.05) X the ratio of manufacturing employment in SH1E (762) and in larger 
firms (24%) times the volume of new commercial bank lending for manufacturing 
in 1986.
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the demand for SSE credit is considerable. It must be recognize that even 
large errors in the orders of magnitude of the parameters would not change 
this conclusion. It does seen very clear that the effective constraint on SHE 
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. 9conomic An.lyis/Justification 

The intensive review economic analysis performed by USAID/H 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 derermine the business viability.
 

The economic analysis is based on two alternatives scenarios, with and
 
without the Project. Six firms provided information for the analysis. Three 
of the four SSEa 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 40% In GDP, 
labor income, and tax reveuues. Over 30% for employment and 20% 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%. In addition, financial rates of return for five of the six enterprises 
analyzed are higher than 16%, with a mean rate of 46%, suggesting that owners 
of the enterprise, are likely to find that their investments are highly 
profitable.
 

Nonethelesw, the results of the economic and financial analysis underline 
the need for "vutlon in managing the Project resources and, specifically, in 
the way the financi*i institutions and NG)s (which act as intermediaries in 
this project) select the firma which will ultimately benefit from the Project 
resources. The high rate of failures among newly established enterprises in 
many countrie during the first years of life suggests that such unwarranted 
expectations are not uncomon. On the other hand, a sensitivity analysis of 
those firms reviewed indicated that the analysis results 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. 

V. IPROJECT MANAG)MNT AND IThLEMEATION 

Administrative Arrangements
 

4ith assistance from the PTU, the USAID will have overall responsibility
 
for administering the NO grant and policy components. A Fiduciary Agent,
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expected to be FONDEI, will have overall reponsibility for managing the 
FOPEDE Loan and Giarantee Fund programs. The Mission will monitor the credit 
and guarantee programs--but as noted above, overall responsibility for these
funds will rest with the GQH through Its agent, the BCI. This arrangement Is 
fully in line with the A.I.D.'a revised local currency guidelines. 

The Project will be implemented through Operational Program Grants (OPGa) 
to the three participating NGO@. One of these OPGs (to ANDI/PIXE) Jill also 
reserve funds for in-country and international training opportunities related 
to the policy and lWI components and for limited international' travel of
private and public sector officials for training and workshops related to SSE 
development.
 

1. Grants to Participating NO8s 

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

Although, the Mission will issue direct grants to the NGOs, as discussed 
earlier in Part IV.C., implementation oversight will be directed by the PTU

which will need to establish close working relationships with each entity. In
 
addition, the PTU will assist NGO9 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 NOU may be selected to 
participate in the core group, subject to prior written approval by USAID and 
a PP amendment to increase grant funding. No PP amendment will be required if 
the number of PFI9 increases. While the PTU did not play a role in the design
of the initial six core group members' proposals, It will play a key role in 
the selection of participating institutions in the expansion phase. Beginning
in years two and three, the PTU, in coordination with the Mission, will 
Initiate discussions with selected organisations to determine the most
suitable candidates for participation. The PTU will enstre 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 NG~e. A list of 
potential candidates Is provided in Annex II,Exhibit I. As outlined earlier 
in this document, participation will be determined by the avallibility of 
funds and based on the selection criteria outlined in Annex II, Exhibit G. 
owever, it is not expected that this Project will help create any new NGOs. 

2. Bilateral greeaent 

As previously noted, a bilateral agreement between A.I.D. and the (OlH
 
will obligate funds such as those for evaluation, the Project Liaison Officer,
and selected training and other activities which are not covered under the 
Grants to the NGOs. Given their nature, A.I.D. will act as the GOB's agent 



in implementing these activities. 
 Requests for PTU technical assistance or 
for training and other activities obligated through, this agreement will be
ma&&. in writing from theme institutions to A.I.D. 

3. YIX Credit and Guarantee Program
 

The bilateral agreement to be signed between A.I.D. and the Ministry of
 
Finance and Public Credit will outline the general operating principles of

FOPEME and specific operating procedures and regulations for the Fiduciary

Agent.
 

The Fiduciary Agent will:
 

Examine on a selective basis the individual files of the loan made by the 
PFIs 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 PFIs 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 PFIs beyond the three that will Initially participate,
based on criteria outlined in Anrax II, Exhibit H as well as other 
criteria to be agreed upon between the BCH and A.I.D.; 

- Establish the Guarantee Premium;
 
- In case 
of default by an SSE, reimburse the PF1 the guarantee amount; 
- Maintain records of all loans and guarantees issued to the FFIs;- Invest all reflows and surplus funds in safe and attractive short-term
 

financial ins truments. 

Loans will be made by the Fiduciary Agent to the participating PFIs. The 
Fiduciary Agent will be responsible for administration and collection of loans
from the PFIs. A.I.D.'s role will consist of active monitoring of the loan 
program. A.I.D., however, will 
-ot be a party to the loan agreement.
Participation Agreements will be signed between the andFiduciary Agent each 
financial institution. 
This Agreement will outline specific responsibilities
of the two parties and operating procedurem. A.I.D. will approve a standard 
document prior to the signature of the first Agreement which will serve as a 
model document for other Agr-eaents with PFIs. 

Again, as with the NGOs. the PTU will be responsible for providing the necessary technical assistance to the PFIs. Some needri have been identified 
in individual proposals presented by the PFIs A.I.D. In addition,to the PTU
will conduct an assessment of bank TA and training needs during the initial
 
start-up period. This assessment viii form the basis of a formal trafting and

technical assistance plan to be formulated by the PT in conjunction %idth
 
participating PFIs and other members of the banking community such as Lhe 
National Association of Bankers (AHIBA). 

3. Project TechnIca Unit 

A.I.D. will be directly responsible for the contracting and day to day
supervision and management of the PTU. A Project-financed liaison or Project 



Officer located in the Office of Prtvate Sector Programs wi have overall 
responsibility for the PTU and all other Project activities. 

Of critical importance to Projett implmentation is the establishment of 
effective linkages between the PTU end participating institutions. 
Approximately four months after arrival in country, the PTU will sign a TA and 
Training Plan with each NO). Techtbical assistance plans between the PTU and 
each participating NOD viii be sighed annually to outline the tasks to be 
performed by PTU and the responsiblitties of the parties. As noted above, the 
PTU viii establish a similar arran~abent with participating PFIs. 

1. Procurement Procedures ia 

The source and origin of goodsoand services to be procured under the OPGs 
will be In accordance with A.I.D. rLuirements applicable to Handbook 13 
Grants. The source and origin of gods and services to be procured under the 
local currency loan and sub-loans Wi be in accordance with A.I.D. 
requirements applicable to intermeilate credit institutions projects (See 
Handbook 1, Supplement B, Chapter 191). It is expected that cowodity
procurement will generally be limited to computer equipment (including 
appropriate hardware, software aad&tcaining) and vehicles. Services may be
required to provide TA additionecd-todthat provided by the PTU and to undertake 
specific studies/analyses. Sink itais expected that total procurement per
OPG, both for commodities and servieas, will be under 4250,000, actual 
procurement will be undertaken by thk individual NOD. However, as necessary,
the Mission vill provide limited ahslstance in the procurement process. 

A.I.D. will sign directly th&Institutional contract vith payment.belng
made by A.I.D. No deviation from established A.I.D. disbursement procedures
is anticipated. A Project Agreement vll be signed between the OH and A.ID. 
to obligate Project funds (apart § om the funds obligated through individual 
OPN.) and will provide guidelines tor the local currency Loan and Guarantee 
Funds. 

C. Evaluation and Audit .usU .
 

1. Evaluation Plan 40 

As part of the Project Technfl Unit's monitoring responsibiilties,.
 
regular reviews of the Project. witt.-be udertaken including review 6f ail thb
 
core groups. The PTU will have a T Eull-time special it in monltorIng and '
 
evaluation to design and guide thdesonitoring and evaluation of the Project.
The first task of this specialist ,tlIbe to design a monitoring and
evaluation (M&E) system which vwiL&be an Integral part of the Project 1 . 

'The PTU will be required to usi the following two documents in the design
of the systems: A. I.D. Guidelined for Data Collection, Monitoring and 
Evaluation Plan for A. I. D.-Assisted Projects, (A.I. D. Program Design and 
Evaluation Hetolodology Report No. 9) and AManual to Evaluate Small-Scale 
Enterprise Development Projects CI0.D. Program Design and Evaluation 
etholodoloty Report No. 6). This contractor should work in conjunction with

the Mission Evaluation Officer sad the M&E system should be approved by this 
officer before its implementation. 
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This system will identify the types of data to be gathered and analyzed for 
decision-aking and impact assessment, the users this data, andof timely
efficient ways to report the data to i, e users. The system will assess both 
individual implementing entities and the overall Project for aggregate impact
analysis and vill ensure that the data used by the entitiessystems various 
are compatible with each other. The overall aggregate impact analysis viii bebased 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 outp.,t 
 levels and all implementing entities 
will regularly collect and report daLd on these three le*elo. The monitoring
and evaluation activity will be ongoing throughout the life of the Project.
In addition, the Project will undergo twr. comprehensive evaluations/reviews
(as dee.ned 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 undertaken when required.
 

The first Issue-specific assessment to be undertaken will likely focus onthe Implementation of the PFI credit mechanism and guarantee component and the 
linkage between the PTU and the NG0s. 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 FOPlfNE loan and guarantee mechanisms,
whether they are in fact contributing to greater commercial bank lending to
 
SSEs and what, 
 if any, corrective measures need to be undertaken. 

The first comprehensive evaluation/review will be conducted in year two
 
and will focus on administrative, management, and Project implementation

issues as well as assessing the data on Project impact. Specifically, the
 
independent evaluation team will review progress on Project and grantee

activities and toward achievement of objectives identify problems which 
 are 
inhibiting achievement of objectives, and recommend solution for these
 
problems. This evaluation/review will also address the question of viiether
 
A.I.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,

identify constraints encountered which may have prevented the ProJpct from
 
achieving its objectives, and provide recommendations ts to further actions necessary to develop the small busin.ss system and hence increase employment.
Special attention will be focused employment generation and. maintenance,on 
success in the use of the financial Institutions, and overall movement towards 
self-sufficiency of the first- and second-story Institutions- participating in 
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. Audit Plan 

The Project may be audited by the Regional Inspector General (RIG). The 
Missio. ' Financial Analysis and Review Sections viii conduct annual financial
reviei of the grantees during the life of the Project. A stateside 
post- )ntract audit of U.S. direct contractors is normally conducted by theDefense Contract Audit Agency. Project funds are budgeted for audit purposes. 

http:busin.ss
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D. Implomntation Plan 

The life of Project will be five years from the date of the signing of the 

grant and loan agreements. Highlights of Implementation activities for the 
life of project are presented below. Major events for the first year are 
listed in greater detail and those activities which vil occur annually are so 
indicated. 

Time Frame
Action 


YEAR 1
 
Keqiet for Proposals Issued May 1988
 
Technical Proposals Received June 1988 
Technical Proposals Evaluated July 1988
 
PP Aithorftation August 1988
 
OPG Grant Agreements Signed August 1988
 

August 1988
Bilateral Agreement Signed with GOH 
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 

PIU-PFI TA and Training Plans Signed February 1989 
First Bank Training Workshop March 1989 

for NGOs March 1989Monitoring and Evaluation Workshop 
Follow-up Workshop on Policy Constraints April 1989 

May 1989
Marketing Workshop for NGOs 
Training Workshop for NGOs June 1989 

Tears 2-5
 
First Issue-specific evaluation (PFI Loan 

and Guarantee Fund component) November 1989 
Second Review to Consider Expansion November 1989 
Completion of Marketing Assessment September 1989 
Third Workshop on Policy Constraints February 1990 
Training Seminar for W'Is March 1990 
-Interim Comprehensive Project Review June 1990 

NO aid-term Evaluation December 1990 
RFP for Technical Assistance Contract (New 

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

It should be noted that workshops will not be limited specifically to
 

core group members. Other Institutions may participate as determined by the
 
PTU and Mission.
 

1 



Act ion Time Fram 

TA Contract Signed July 1991 
National Conference on SSE Development December 1991 
Second Comprehensive Project Impact Evaluntion September 1992 
Post-Contract Adit of TA Contract July 1993 
Project Closeout September 1993 

1. Cray menwent Coneideratione 

The Mission will take fully 'nto account Gray Amendment considerations in 
the procurement of goods and serv1-.,. Particular attention will be paid to 
small businesses in the selection of" the Institutional contractor(s) under the 
Project Technical Unit (PTU). Th the extent possible, the Mission will 
encourage joint ventures with small, minority, and disadvantaged firms and 
unilveraities. 

F. Environsental Concerns 

The proposed Project will foster changes that do not have adverse
 
implications for the human or natural environment of Honduras. Accordingly,
 
the Mission made a negative lIE determination. A negative determination for
 
the Environmental Threshold Decision has been concurred In by the LAC
 
Environmental Officer. This determination appears in Annex I, Exhibit D.
 

VII. NEGOTIATIOi STATUS 

A. Conditions Precedent to Disbursment 

Given the nature of the Proect, 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 
program, it is our assexsment that the NO programs can begin Ismediately 
after obligation. In line with O1G regulations, the Grants will not have 
formal covenants. The Grant Agreement will, however, clearly specify the 
nature and purpoee of the Grant and, therefore, cover covenant-type concerns. 

As the Expanded Financial Institutional Lending Component is financed 
from ESF-generated local currency for which CPs are norily not required. 
There are, of course, a 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 Plus, e.g., letters of Participation must be signed 
between the Fiduciary Agent and the PFIs. A. I.D. wiU approve these 
documents. They are, however, Implementation procedures rather than CPs per 
ag.
 



79
 

Through the bilateral Agreement, the GOB will concur with the IF program 
and will establish official representatives (expected to be the Minister of 
Finance and Public Credit and the President of the Central Bank). 

3. legotiation Status
 

Representatives of NQOs have worked closely with the Mission in
 
developing individual proposals and in the overall design of the Project.

liumerous meetings have been held with the participating NG)s to discuss, for 
example, the 'role of the PTU, and the Project objective of increasing greater
NGO-commercial' bank linkages and other elements included in Project design. 
Similarly, the Mission has discussed the P7I lending component vith the
Central Bank and the Initial participating Pl1s, as well as with several 
commercial banks regarding their possible participation as Trust Banks. These
discussions have been instrumental in the design of the component and in the 
proposed management configuration of the program. 

In sum, there are no major issues outstanding which will require 
substantive negotiation. Draft Grant Agreements have already been prepared
for the NG3 component, as well a. a draft bilateral Project Agreement. These 
draft documents will be discussed and negotiated immediately after
authorization with the appropriate entities. In sum, it is expected that all 
agreements will be signed shortly after authorization. 



ANNEX I 
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 project# in Honduras 
previously financed or assisted by the United States, do hereby certify 
that in my judgement Honduras has both the financial capability and the 
human resources capability to effectively maintain and utilize the capital 
assistance project: Small Business II.
 

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.
 

ajJohn A. Sanbrailo 

~ector, USAID/Honduras 

Date: 

T



ANNEX I 

EXHIBIT 3 
PACE I 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. 
all projects. Part B applies to projects funded 
from specific sources only: B(l) applies to all 
projects funded with Development Assistance; 
B(2) applies to projects funded.with Development 
Assistance loans; and B(',) applies to projects
 
funded from ESF.
 

CROSS REFERENCES: 	IS COUNTRY CHECKLIST UP TO
 
DATE? HAS STANDARD ITEM
 
CHECKLIST BEEN REVIEWED FOR
 
THIS PROJECT?
 

A. GENERAL CRITERIA FOR PROJECT
 

1. 	 FY 1988 Continuing Resolution Sec. 523; A Congressional
 
FAA Sec. 634A. If 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(a)(Ll. 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 out the 
assistance, and (b) a reasonably firm 
estimate of the cost to the U.S. of the
 
assistance?
 

3. 	FAL Sec. 611(a)(21. If legislative No further legislative
 
action is required within recipient action required.
 
country, what is the basis for a
 
reasonable expectation that such action
 
will be completed in time to permit
 
orlerly accomplishment of the purpose of
 
the assistance?
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4. 	 FAA Sec. 611(b); FY 1988 Continuing 
Jesolution Sec. 5O1. It project is for 
water or water-related land resource 
construction, have benefits and costs 
been computed to the extent practicable
 
in accordance with the principles.
 
standards, and procedures established
 
pursuant to the Water Resources Planning
 

Act 	(42 U.S.C. 1962. et seM.)? (See
 
A.I.D. Handbook 3 for guidelines.)
 

5. 	FAA Sec. 611(e). It project is capital 
assistance (e..., construction), and 
total U.S. assistance for it will exceed 
$1 million, has Mission Director 
certified and Regional Assistant
 
Administrator taken into consideration
 
the 	country's capability to maintain and 
utilize the project effectively?
 

6. 	FAA Sec. 209. Is project susceptible to 
execution as part of regional or 
multilateral project? If so. why is 
project not so execute? Information and 
conclusion whether assistance will 
encourage regional development programs. 

7. 	 FAA Sec. 601(a). Information and 
conclusions on whether projects will 
encourage efforts of the country to: 
(a) increase the flow of international 
trade; (b) foster private initiative and 
competition; (c) encourage development 
and use of cooperatives, credit unions.
 
and savings and loan associations;
 
(d) 	discourage monopolistic practices;
 
(e) improve technical efficiency of 
industry, agriculture and commerce; and 
(f) 	strengthen free iabor unions.
 

B. 	 FAA Sec. 60lh). 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.S. private enterprise).
 

9. 	FAA Secs. 612(b), 636(hi. Descxibe steps 
taken to assure that, to the ma'ximum 
extent possible, the country is 
contributing local currencies to meet the 
cost of contractual and other services,
 
and 	foreign currencies owned by the U.S.
 
are 	utilized in lieu of dollars.
 

N/A
 

N/A
 

NO
 

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

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

Honduras has agreed tc
 
provide counterpart 
financing.
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10. 	 EAA Sec. 612(d). Does the U.S. own NO 
excess foreign currency of the country 
and, if so, what arrangements have been 
made for its release?
 

11. 	FY 1988 Continuing Fesolution Sec. 521. N/A
If assistance is for the production of 
any commodity for export, is the 
commodity likely to be in surplus on
 
world markets at the time the resulting
 
productive capacity becomes operative,
 
and is such assistance likely to cause
 
substantial injury to U.S. producers of
 
the same, similar or competing commodity?
 

12. 	FY 1988 Continuing Resolution Sec! 55. N/A

Will the assistance (except for pxograms
 
In Caribbean Basin Initiative countries
 
under U.S. Tariff Schedule "Section 807,
 
which allows reduced tariffs on articles
 
assembled abroad from U.S.-made
 
components) be used dirlectly to procure
 
feasibility studies, prefeasibility
 
studies, or project profiles of potential
 
investment in, or to assist the
 
establishment of facilities specifically
 
designed for, the manufacture for export
 
to the United States or to third country
 
markets in direct competition with U.S.
 
exports, of textiles, apparel, footwear.
 
handbags, flat goods (such as wallets or
 
coin purses worn on the person), work
 
gloves or leather wearing apparel?
 

13. 	EAA Sec. 119(g)(4-(6. Will the NO
 
assistance (a) support training and
 
education efforts which improve the
 
capacity of recipient countries to
 
prevent'loss of biological diversity;
 
(b) 	be provided under a long-term
 
agreement in which the recipient country
 
agrees to protect ecosystems or other
 
wildlife habitats; (c) support efforts
 
to identify and survey ecosystems in
 
recipient countries worthy of
 
protection: or (d) by any direct or
 
indirect means significantly degrade
 
national parks or similar protected areas
 
or introduce exotic plants or animals
 
into such areas?
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14. 	FAA 121(d). If a Sahel project, has a N/A 
determination been made that the host 
government has an adequate system for 
accounting for and controlling receipt 
and expenditure of project funds (either
 
dollars or local currency generated
 
therefrom)?
 

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

16. 	FY Continuing Resolution"Sec. 541. if 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
 
rsquirements of A.I.D..' and is the PVO
 
registered with A.I.D.?
 

17., 	FY 1988 Continuing Resolution Sec. 514. N/A 
If funds are being obligated under an 
appropriation account to which they were 
not appropriated, has prior approval of 
the Appropriations Committees of Congress 
been obtained? 

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

19. 	State Authorization Sec. 132 (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.J.D. LEG within 60 days of the 
agreement's entry into force with respect 
to the United StateE and has the full 
text of the agreement been pouched to 
those same offices? (See Handbook 3, 
Appendix 6G for agreements covered by 
this provision). 
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B. FUNDING CR1TITRIA FOR PROJECT 

1. evelopment Assistance Prolect Criteria 

a. Fy 198e Continuing Resolution See. 
552 (as interpreted by conference
 
report). if assistance is for
 
agricultural development activities
 
(specifically, any testing or
 
breeding feasibility study, variety
 
improvement or introduction.
 
consultancy. publication, conference.
 
or training), are such activities (a)
 
specifically and principally designed
 
to increase agricultural exports by
 
the host country to a country other
 
than the United States. where the
 
export would lead to direct
 
com0petition in that third country
 
with exports of a similar commodity
 
grown or produced in the United
 
States, and can the activities
 
reasonably be expected to cause
 
substantial injury to U.S. exporters
 
of a similar agricultural commodity;
 
or (b) in support of research that is
 
intended primarily to benefit U.S.
 
producers?
 

b. 	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 towns and rural areas, and 


N/A
 

The Project will
 
strength and expand tl
 
small business communi 
in Honduras through 
providing employment i 
a disadvantaged group, 
and increasing income 
among the poorest. 
Participation of womer 
is an important focus 
women enterprenure 
predominate among micr
 
enterprises in the
 
comercial sector. Tht
 
businesses comprising
 
the target group are
 
generally labor-intenb
 
and in many cases are
 
organized into industi
 
cooperatives applying
 
appropriate technologl
 



Page 6 of 16 

insuring wide participation of the 

poor in the benefits of development 

on a sustained basis, using 


appropriate U.S. 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.
 

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

C. 	FAA Sec. 107. Is emphasis placed on 
use pf appropriate technology 
(relatively smaller. cost-saving. 
labor-using technologies that are 
generally most appropriate for the 
small farms, small businesses, and 
small incomes -f the poor)? 

e. 	FAASecs. 110 124(d. 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 a "relatively least developed"
 
country)?
 

f. 	FAA Sec. 128(b). If the activity 

attempts to increase the
 
institutional capabilities of private
 
organizations or the government of
 
the country, or it it attempts to
 
stimulate scientific and
 
technological ;esearch. has it been
 
designed and 4ill it be monitored to
 
ensure that the ultimate
 
beneficiaries are the poor majority?
 

By promoting the sma]
 
business sector, this
 
project supports the
 

self-help efforts of
 
Hondurans.
 

YES
 

YES
 

N/A
 

YES
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g. See 20)(b). Describe -xtent to 
which program recognizes the 
particular needs, desires, and 
capacities of the people of the 

country; utilizes the country's 
intellectual resources to encourage 

institutional development; and 

supports civil education and training 
in skills required for effective 
participation in govqrnmental
 
processes essential to
 
self-government.
 

h. 	rY 1988 Continuing Resolution Sec. 

538. 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 or to coerce or
 
provide any financial incentive to
 
any person to undergo sterilizations?
 

Are any 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 means of family
 
planning?
 

I. 	1YL1988 Continuing Resolution, Is 

the assistance being made available
 
to any organization or program which
 
has been determined to support or
 
participate in the management of a
 
program of coercive abortion or
 
involuntary sterilization?
 

If assistance is from the population 

functional account, are any of the
 
funds to be made available to
 
voluntary family planning projects
 
which do not offer, either directly
 
or through referral to or information
 
about access to. a broad range of
 
family planning methods and services?
 

The technical assist
 
and training componei
 
of the project will
 
enhance Honduras
 
administrative, tech
 
and managerial skilli
 
the beneficiary leve'
 
as well as at the
 
institutional level.
 

NO
 

NO
 

NO
 

NO
 

N/A
 

0
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i' f1AA _sq,601(.- Will the project 

utilize competitive selection
 
procedures for the awarding of
 
contracts, except where applicable
 
procurement rules allow otherwise?
 

k. FY 198e Continuing Resolution. What 
portion of the funds will be 

available only for aPctivities of 

economically and socially 

disadvantaged enterprises. 
historically black colleges and 
universities, colleges and 
universities having a student body in 
which more than 20 percent of the 
students are Hispanic Americans. and 
private and voluntary organizations 
which are controlled by individuals 
who are black Americans, Hispanic 
Americans, or Native Americans. or 
who are economically or socially 
disadvantaged (including women)? 

1. AA Sec. 118(c). Does the assistance 
comply with the environmental 
procedures set forth in A.I.D. 
Regulation 16? Does 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 of 
institutions to improve forest
 
management; (d) help end destructive
 
slash-and-burn agriculture by
 
supporting stable and productive
 
farming practices: (e) help conserve
 
forests which have not yet -een
 
degraded by helping to increase
 
production on lands Llready cleared
 

YES
 

Competitive procedure
 
will encourage
 
participation of thes
 
groups.
 

The Project complies
 
with the enviionmenta
 
procedures set forth
 
in A.I.D. Regulations
 
A categorical exclusi
 
was recommended at th.
 
threshold decision.
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or degraded; (f) conserve forested
 
watersheds and rehabilitate those
 

which have been deforested; (g)
 

support training, research, and other
 
to sustainable and
actions which lead 


more environmentally sound practices
 
for timbe, harvesting, removal, and
 

(h) support research to
processing, 

expand knowledge of tropical forests
 

and identify alternatives which will
 

prevent forest destruction, loss. or
 

degradation; (i).consetve biological
 

diversity in forest areas by
 

supporting efforts to identify.
 

establish, and maintain a
 

representative network of protected
 

tropical forest ecosystems on a
 

worldwide basis, by making the
 

establishment of protected areas a
 

support for activities
condition of 

involving forest clearance or
 

degradation, and by helping to
 

identify tropical forest ecosystems
 

and species in need of protection and
 

establish and maintain appropriate
 
(j) seek to
prctected areas; 


increase the awareness of U.S.
 

government agencies and other donors
 

Gf the immediate and long-term value
 
and (k)/utilize
of tropical forests; 


the resources and abilities of all
 

relevant U.S. government agencies?
 

m. FA 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
 
the land, and
sustainable use of 


(b)/take full account of the
 

environmental Impacts of the proposed
 

activities on biological diversity?
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n. f& Pec, 18(c)(141. Will assistance 
be used for (a) the procurement or 

N/A 

use of logging equipment, unless an 
environmental'assesrment indicates 
that all timber harvesting operations 
involved will be conducted in an 
environmentally sound manner and that 
the proposed activity will produce 
positive economic benefits and 
sustainable forest management 
systems; or (b) actions which will 
significantly degrade national parks 
or similar protected areas which 
contain tropical forests, or 
introduce exctic plants or animals 
into such areas? 

o. FAA Sec. 118(c)(15). Will assistance N/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 (d) the construction of dams or 
other water control structures which 
flood relatively undegraded forest 
lands. unless with respect to each 
such activity an environmental 
assessment indicates that the 
activity will contribute 
signiticantly and directly to 
improving the livelihood of the rural 
poor and will be conducted in an 
environmentally sound manner which 
supports sustainable development? 

p. FY 1988 Continuing Resolution If 
assistance will come from the 

N/A 

Sub-Saharan Africa DA account, is it 
(a) to be used to help the poor 
majority in Sub-Sabaran Africa 
through a process of long-term 
development and economic growth that 
is equitable, participatory. 
environmentally sustainable', and 
self-reliant; (b) being provided in 

/ 



accordance with the policies
 
the FAA;
contained In section 102 of 


(c) being provided, when conistent
 

with the objectives of such
 
assistance, 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-Saharan Africa;
 

(d) being used to help overcome
 
long-term
shorter-term constraints to 


development, to promote reform of
 

sectoral economic policies, to
 

support the critical sector
 

priorities of agricultural production
 

and i.atural resources, health.
 

voluitary family planning services.
 

education, and income generating
 

opportunities, to bring about
 

appropriate sectoral restructuring of
 

the Sub-Saharan African economies, to
 

support reform in public
 
finances and to
administration and 


establish a favorable environment for
 

individual enterprise and
 

self-sustaining development, and to
 

take into account, in assisted policy
 

reforms. the need to protect
 
(e) being used to
vulnerable groups; 


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 health
 

conditions with special emphasis on
 

meeting the health needs of mothers
 

and children, including the
 

establishment of self-sustaining
 
systems that give
primary health care 


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
 

improve primary education, and to
 

develop income-generating
 
opportunities for the unemployed and
 

underemployed in urban and rural
 
areas? 
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SC() - STANDARD iTEM CHECKLIST
 

Listed below are the statutory items which
 
be covered routinely in those
normally will 


provisions of an assistance agreement dealing
 

with its implementation, or covered in the
 
on certain use! of
 agreement by imposing limits 


funds.
 

These items are arranged under the general
 

(A) Procurement, (B) Construction.
headings of 

and (C) Other Restrictions.
 

A. 	 FROCUREMENT
 

1. 	FAA Sec. 602(). Are there arrangements Yes, normal A.l.D. 

to 	permit U.S. small business to procedures will be 
followed.participate equitably in the furnishing 


of commodities and services financed?
 

2. 	FAA Sec. 604(a). Will all procurement be YES
 

from the U.S. except as otherwise
 
determined by the President or under 

delegation from him?
 

3. 	 'AA Sec. 604(d). If the cooperating Honduras does not 
practice suchcountry discriminates against marine 

insurance companies authorized to do discrimination. 
will commodities bebusiness in the U.S.. 


insured in the United States against
 

marine risk with such a company?
 

4. 	 FAA Sec, 604(e); ISDCA 9f 980 Sec. N/A
 

If non-U.S. procurement of
70Sta). 

product thereof
agricultural commodity or 


is to be financed, is there provision
 

against such procurement when the
 

domestic price of such commodity is less
 

than parity? (Exception where commodity
 

financed could not reasonably be procured
 

in U.S.)
 

5. 	 FAA Sec. 604(g). Will constr-iction 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
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countries which receive direct economic
 
assistance under the FAA and permit
 
United States firms to compete for
 
construction or engineering services
 
financed from assistance programs of
 
these countries.)
 

6. 	 FAA Sec. 603. Is the shipping excluded NO
 
from compliance with the requirement in
 
section 901(b) of the Merchant Marine Act
 
of 1936, as' amended, that at least
 
50 percent of the gross tonnage of
 
commodities (compuited separately for dry
 
bulk carriers, dry cargo liners, and
 
tankers) financed shall be transported on
 
privately owned U.S. flag commercial
 
vessels t.o the extent such vessels are
 
available at fair and reasonable rates?
 

7. 	 EAA Sec. k21(a). If 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 o'f other Federal agencies be
 
utilized, when they are particularly
 
suitable,. not competitive with private
 
enterprisd. and made available without
 
undue interference with domestic programs?'
 

e. 	 international Air Transportation Fair YES
 
Competitive Practices Act, 1974. If air
 
transportation of rersons or property is
 
financed on grant basis, will U.S.
 
carriers be used to the extent such
 
service is available?
 

9. 	EY 1988 Continuing Resolution Sec. 504. YES
 
If the U.S. Government is'.a party to a
 
contract for procurement. does the
 
contract contain a provision authorizing
 
termination of such contract for the
 
convenience of the United States?
 

10. FY 1988 Continuinq Resolution Sec. 524. YES 
If assistance is for consulting service 
through procurement contract pursuant to 
5 U.S.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
 

I. 	FAA Sec. 601(d). If capital (9.... N/A 
construction) project, will U.S. 
engineering and professional services be 
used? 

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

3. 	EAA 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 of
 
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?
 

2. 	FA 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?
 

3. 	FAA Sec. 620(h). Do arrangements exist YES
 
to insure that United States foreign aid
 
is not used in a manner which, contrary
 
to the best interests of the United
 
States, promotes or assists the foreign
 
aid projects or activities of the
 
Communist-bloc countries?
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4. 	Will arrangements preclude use of
 
financing: .
 

a. 	EAMA Ee;. 104(f): FY 1987 Continuing YES 
Resoh joll Secs. 525. 538. (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
 
stiilization 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?
 

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

c. 	FAA Sec. 620(g). To compensate YES 
owners for expropriated or 
nationalized property, except to 
compensate foreign nationals in 
accordance with a land reform program 
certified by the President?
 

d. 	 FAA Sec..660. To provide training. YES
 
advice, or any financial support for
 
police, prisons, or other law
 
enforcement forces, except for
 
narcotics programs?
 

e. EA_.Sec, §62. For CIA activities?" , YES
 

f. MA Sec. 636(1).. For purchase. sale, YES 
long-term lease, exchange or guaranty
 
of the sale of motor vehicles
 
manufactured outside U.S.. unless a 
waiver is obtained? 



secQntinll3n9tsg. 	
pay pensions, annuities,f1_3 .To or adjusted service
 [etirement 'Pay. 


prior or current
 
compenatioa for 


military personnel?
 

ey 1988 Co.jtilnuln.
 
To pay U.N. asgessmente,
505. 
 dues?
arrearages or 


_Sec,esqluti~l1. 	 rY 1988 contjfluiflQ of FAA"506. ou 	 JjrovfiOnITo car[y 
 of FAA funds(transfersection 209(d) 
to multilateral organizations 

for
 

lending)?
 

Sec.
q_eslutlon


J r,-.-O.- To finance the
FY 1988 Con export of 
or
 

nuclear equipment, fuel, 


technology?
 CoSec 

luion Secf
 
k. Y 1988 ___ail~fl 
 aiding the
 

FOr 	the purpose of 
511. 	 cf such
of the governmentefforts 

country to repress the legitimate
 

the population of such
 rights of 

to the universal

country contrary 

Declaration of Human 
Rights?
 

1988Conti JLqgIf eolution ec.1. 	 F 

A	 - Sec.109.
ti n
State AuthoriZ
s16; 	 orfor 	publicityTo be used 
propaganda purposes designed 

to
 

defeat legislation pending
 support or 

before Congress, to 

influence in any
 

a political
way 	the outcome of 

4t AtateS. for .. .. A or 

propaganda purposub
 any 	publicity or 


not 	authorized by Congress?
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EISutionYES 

YES, 

YES 

YES 

YES
 

YES
 



ASESOMF-S PARA EL DESARROLLO 
g- olp nAS. 6- l. 

.4iUgUI0L . 

IK_ 
no
)or8 

Janje(- T. GroE~TabrSenor 
del Sector PrivadoOf'icina 

AID/1on durac 
Ciudbd
 

Estimado Sr. Groseman),
 

2 de
 
respueeta a sU amable 

carta del 
la
a tid. en


lie dirigo 
la cual solicitan 

ciertas aclaraciones 
sobre 

1987. Fue
 en institucion en Diciembre,
Febrero
propuesta enviada a sc 

conv
el poder
pars nosotros de
utilidad de lb oficina
de mucha con los funcionarios
detalladamente 


Likar,ti:i
Guilermo
 
Programas para el Sector Privado,con quienes mantUViIos ufi 

Elvis Castellanos,
Bolafos, y 

valiosas


febrero del presente Y cuyas

el 2 de 


surerencias Be toman en cuenta 
aqui.
reunion 


punto a lac- Beic 
responde, punto por 

Aprovecho la
El documento ad.'unto su mencionada carta. 

que enfoca aspectoe
pre~ulta5 para adeaB recalcar aleunosoportundad 

proyectO.
importantes del 


rubro para
 
Be puede obs'ervar, la propuezta incluYe un primeros
Comc a tieMPO completo durante los 

tercer
tecnicb
asistencia a t.empo parcial durante 
el 


ydos anos del proyecto, 

iportancia


en esta oca-ion subrayar is dos
 
ano. Es import.ante primeros 


acceso a esta asesori& 
durante los 


de tener 

Y medio del proyecto.arios 

durante los ult.imos dos ansoe se 
Como e£ de su conocimieIto, 

asesoria tecnicb de Accion Internacionl ahC contadeo con mi 


Esta asesoria ha 
asesor principal en Honduras.travef de su el fortaleciTiento de facaiatado )a e):panion del programa, 

de ev]uacion Y capactacioni el 
las act.ividades 
 ia ceorlas de

de s i st-emas compuarizados.ectbblecimie3Jto areaE clavec pardel persolal, y otraElos concacinliefltoE, seAdicionalhentei
programa.el funcionamiento eficaz del
de otros fulicionarios de Accion 

asesoribha coniado con ja 



Los Ingresos proveniontes do 1a donac16n do AID serin utilizados
 
por Area progr&matica all! 

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 

T 0 T A L L.9.414.605.00
 

El 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 Ia respuesta de Inter
 
American Foundation y del Banco de Ia Capitalizadora Hondurena,
 
S.A. (BANCAHSA), las cuales remitiremos a ustedes posteriormente.
 

La aportaci6n de AND!, cuantificada en Lps.932,425.00 se explica 
asit Lps.187,500.00 en efectivo y Lps.745.425.00 en especie, este 
componenti consiste en la valoraci6n dada a tiempo aportado a! 
proyecto par los miembros del Comit6 PYME y do Ia Junta 
Directiva, totalizando un monto de Lps.408.000.0o valor que ha 
sido establecido razonablemente en base a Lps.100.00 por partici
pante en cada sesi6n. El Overhead quo ANDI deJar& do percibir de 
los fondos de AID, para cubrir costos indirectos del programa, en 
el nuevo proyecto son financiados por ANDI! incluye sueldo pro
porcional al tiempo dedicado del Proyecto por Ia Secretarla 
EJecutiva, sueldo correspondiente al 50% do Ia recepcionista,
aseadora y conserje pago do energla electricap tiempo del asesor 
legal, agua y otros (gastos de atenclones).
 

El alquiler de las oficinas donde estA ubicado &1 Programa PYME,
 
continuarA siendo cubierto por AID, debido a Is total imposibili
dad por parte de ANDI en cubrir esto costo, en tanto no se
 
realice el proyecto do construcci6n do local propiap la que
 
tenemos proyoctado a muy corto plazo estando en trimite la
 
compra del terreno adecuado para quo Ia instituci6n cubra todas
 
las necesidades de acuerdo a los programas quo actualmente se
 
implementan.
 

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

Los t~rminos de referencia de Ia asesorla solicitada estAn en
 
proceso de elaboraci6n y una vez concluldos serin 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 asistencia tecnica por
 
dos araoe y tres mesee. Se incluye aqui el rubro de
 
asictencia tecnica aun cuando ectamos concientee que AID
 
podra escoger otro mecaniwo par& proporcionarla. El monto
 
total del proyecto es de Lpe. 6,086,000 y US $212,000.
 
Estac modificaciones toman en cuenta las nececidades para
 
manterer el valor de 1a cartera y para ampliar el fondo de
 
reservb para deudac incobrables. Como se indica en el texto
 
adjunto, ei adicionalmente se reguiere que los intereses 
generadoc cubran el costo real del dinero para e2 quinto 
aro, como ce habia convereado con algunoC furiciorarios de su 
institucion, entoraceC Be haran las modificaciones del caso 
para lograr2o. De todoe nodos, este canibio afectara el nivel 
de autosuficiencia planificado en el program&. Eeperamos suB 
indicacioies en ecte respecto. 

Asi tambien adjuntamos una revision cuidadosa de nuestras 
metat en la entrega de credito y capacitacion las cuales, 
covio se habia coriversado en el pasado, se erncontraban 
demaciado ambiciocas, especialmente en el caso de Choluteca. 

Esperamos etsa informacion sea la necesaria para continuar 
nuectras cornversaciones sobre esta propuerta. En espera de 
su respuetsa, me suscribo, 

Atentaviente,
 

A 

Juan 'atuora Mar ajp 
DirectrEjec 

cc: Archivo
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22 do abe1l, 1908 

Sr. James Groeman
 
USAID/IIONDURAS
 
Tegucigalpa, D.C.
 

Eatimadoi'.Sr. Groesman!
 

La prosente es un adendum a nuestra propueota O(G iiara el
 
periodo 1988-1992 la cual Inoluye el nuovo resuputoto, flujo 
do caja y demas modificaclonee solicitadao ceun 6u carta del 
22 do diclembre, 1907. 

Como ee do eu conccimiento, en Junio do 1907, FUNADEI! 
preeent6'a la Agencta Internaclonal de Veearrc11o-AID una
 
propuetad OPO-AID/fluondurao p. a el periodo 1907-1990 par un
 
monto de'Lpa.3,500,000.00. Sin embargo.. en vista 'do que en
 
cee tiemp'o AID Be enoontraba dcoarrollaindo ou ea~rategia
 
para la pequefla empresa ae le ougirio a la fundacibn
 
prebentar una colicitud do ampliacion a1 OPG goe. 522-0263 a
 
.10 mesespar Lpo.1.000,000.00 y pouterioi'mente la' 
preBentadion de una propuoota OG a cind) 090o0. • 

gn noviembre de 1987, doopuea do haber recibido
 
Lps.100O00.00 de la ampliaclon, FUHADJI precento la
 
propuesta OPG 1988-1992 par bpe.3,050,000.00 a la cual ol
 
departambnto financlero de AID recomend Incremontar la
 
reserva para preotamoo Incobrabloo y dectliar un porcontaje
 
,como reserva de 'capitallaacion del fondo do prentavios. 

En funcion a lo anterior eatamou preventviiii, un nuovo 
'presupueato general para el periodo 1980-1992. el 6ual 
incluye \m desglose de gastos par departament.os y par 
concepto' (eJ. Gastoe en personal, local', operacidh, etc.) 
Asi mism6, tambien so ha Incluldo la prdvielon par4 perdidas 
'oobre preetamoB y la recerva de capitalizaclon por'
 
Lps.278,100.00 y Lps.580,000.O0 respectiv |ente, phra un
 
"periodo de cinco aftoa. En sintesia se le esta sollcitando
 
al AIDL 5.4,000,000.00 adicionales.
 

'Con el'poposito do un meJor anallsis so incluye un flujo de
 
caja pro)lectado que comprende los alas 1987-1992, 'preaentando 
el afto 1987 con propositos comparativos ol cual iicluye 
Lpe.500,000.00 corroepondientes al OPO NO0. 522-0263' 
y Lps.1O00,O00.O0 dela ampliaclon al alamo OPO. • 

http:Lps.1O00,O00.O0
http:Lpe.500,000.00
http:5.4,000,000.00
http:Lps.580,000.O0
http:Lps.278,100.00
http:departament.os
http:bpe.3,050,000.00
http:Lps.100O00.00
http:Lpo.1.000,000.00
http:de'Lpa.3,500,000.00
http:Eatimadoi'.Sr


Sr. Jamed Grosoman
 

22 do abril, 1988 

Tanmbien qu'eremoo aIcer do au conocimiento gwe FUNtADI6II 
continuanente eato Iizvecoiadodo rauevas fuctitec porak el 
prc'grama 'do prestamo y otroc progromac, lor'cniniiente desde 
nuetro reclento 1interca eii flueoVu Iroervmoo de ap~yo a la 
microompi .esa, como neir ci oatablecimieuito do tiendas de 
come rcia1isacion y centros de ocoplo comd ion desarrolladoe 
por la Fundacion CnrvJa,.Call. Colombia. 

Finalionte. Jiacemon notar quo Ins proyoccloneis contemplan. un 
prestamo.por $ 500,000.00 y una donacloon de $7t5,000 del BID, 
cuya posibilided do concetarse o von cada dia mas remotas 
en virtud del aerbo Impase sener ado en I* deterwdn~cton del 
BID al tijornoa un3 tana do ititeron del 15%. FU11ADKH no 
puedo aceptair esto cojidicion por conaidetiarla irn* Vasa 
subvencionada con looV vIgtsiCeLou agravanten, crnmplica Ian 
operacionea do la fundcloos al tenor quo msenejnr doe tan& de 
interes, hbre la pouli'lidad do quo otroc rbrc.ramab cicijan mu 
propin traco de inLerva, y finalmcnto c*11r-ldernw' ti finita 
da etica poner a compeLAr ion fondoo de iieronto' 
institucionce a travets de diferetatea toan. Dodo el caco de 
qua lio is6 llgue a uri ncordo con oi BID, F11I4ADL11I me vera en 
l& oblicocion de Warar rauevae fuentea, el~uedo.AID. 
P'ara repeiior dichou fendoe. 

Con eatas nuovan pirciyecciones FI.JZAD3II adedur - alenrnar so 
punto do eqtilibrio y autostificlonoia auiom lo *i-ntifuidadCUIn 

y crecimlont. do suc prc'bromas. 

Atentamen to. 

erdflembraflo 
D$ecto'. jecutivo
 

http:500,000.00
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Flujo de Caja Provectado de: FUNDACION NACIONAL PARA EL DESARROLLO DE HONDURAS
 

CONCEPTO/MES 1987 1988 1929 
 1990 1991 1992 TOTAL
 

Sal-&Inicial . 150000 452147- -- i666795-.... 1999905 14471"5 136945- -------- 50000 
INGRESOS:
 

Ingresos Operacion 
 0 
Membresia .20000" 1260060...- 120000 .2000 . 20000 120000 720000 
Donaciones AID 1500000 2000000 1400000 200000 200000 200000 5500000
 
Otras Donaciones 186000 750000 350000 50000 1336000
 

TOTAL DISPONIBLE 195800) 3322147 3536785 - 2369905 1767055 1689&-. 7706000
 

EGRESOS:
 
Administracion 171195 220445 2381-30 25630' 274050 293700 1453620 
P. Prestamos 166577 337865 425900 449550 506160 543100 2429152 
Unidad Promoc-i-on-..... 79507 84106 85850. 95000 . 01200 104950 550613 
Unidad Capacitacio 110185 150946 200000 250000 275000 300000 1286131 

Menos Dep. y Amort. - 124000 - 27000 30000 330X0 36000 39000 189000 
-Rserv. Ptmos .. 0 1--000 .. 12000 120000. 20000 12 000 580000--.--

Total Costos 503464 666362 799880 
-

897850 1000410 1082750 4950716 
nveriones 20000 150005000 15000 15000 15000 95"00 
Intereses s/Ptmos 7000 1000 10000 10000 10000 47000 

TotaE s 523464 688362 824880 922850 1025410 1107750 50927 -6 

SALDO DISPONIBLE 1432536 2633785 2711905 1447055 741645 581895 2613264
 

CARTERA PRESTAMOS
 
Desembolsos/Ptmos. 1800000 2500000 3000000 3000000 
 3000000 3000000 16300000
 
Recperacionies - 513611 -1000000 15000002000000 2500000 3000000 10513611 -
Intereses 306000 533000 788000 1000000 1128000 1170000 4925000
 

SALDO hEL MES 3-02147 i214638 333120 --- 52856) -77410 382250 .±h,0iB95 
------------------------- ----------------------. -.-------------

SALDO ACUMULADO 452147 1666785 1999905 1447055 1369645 1751895 1751895 
n 



.. -.. - - - - -~ FUNDACION WA61OMA PARA EL DESNLLO DE HODURAS 

PRESUPUESTO GENERAL COMSOLIDADO K TODAS LAS UNIDA]IS AZOS 1989 1992 
__ ---C- ..... ' FONDOS FONDOS FONDOS FONDOS FONDOS 

-- CONCEPTO . 81988 1989.. 1990 - 1. .. 92 ... TOTAl. AZI- AD IAF )ID ... INTERESES PRESTAMOS 

ADfINISTRACION GENERAL. 220445.31 239130.00 256300.00 274050.00 293700.00 1282&25.31 199800.00 8000.00 5854.00 1068971.31 0.00T'OS.MA DE PRESTABOS - 337864.72 -4215900.00 - 449550.00-" 506160.00- 543100.00-2262574,72 ++ -277500.00- 1000.00--44146.'06-93092872-- '0.00UNIDAD DE PROIIOCION 84106.03 8g,850.00 95000.00 101200.00 104950.00 471106.03 77700.00 0.00 
 - 0.00 39340b.03 0.00UIDAD DE CAPACITACION 150946.19 200000.00 25O000.00 275000.00 30000.00 1175946.19 861500.00 0.00 100000.00 214446.19 0.00
 

793362.25 949880.00 1050850.00 1156410.00 1241750.00 51922,52.25 1416500.00 19000.00 150000.00 3607"52.25 0.00 

PRESUPUESTO GENERAL CONSOLIDADO 198-1992 POR RURO 
SFONDOS FOIDOS FONDOS FOWNDOSFOKDO3COICEPTO 1988 19B9.. - 1990 -. 1991 1992 ANO -TOTAL .. 4IAF BIIDID - - INTERESES'-ESTAMOS 

6ASTOS EX rRSWKM. 357537.25 419050.00 453950.00 522860.00 572450.00 2"25947.25 477900.00 9650.00 r3600.0 1804697.25 0.00.ASTOS Em LOCAL 26100.00- 27800.00 29800.00 29900.00 30800.00 '.143300.00 26 00... 975.00 -- 0.00-116!25.00 . 0.00
6STS. DE OPERACION Y OlIC 96750.00 113780.00 M'000.00 133250.00 148000.00 613780.00 20090.00 3975.00 9400.00 400605.00 0.00GASlOS DE PROIOCI)NI 35615.00 34900.00 41050.00 44750.00 45500.00 201815.00 3W500.00 0.00 0.00 166815.00 0.00
6ASTOSICE-ADIESTWIE.I O" "12080.00-15935C.00 205050,00 -225750.00- 245000.00 956010.00-67.700.00 0-- -100000.00-179310* 00" 0.00.C00 

PERDIDAS SI PRESTMOS 4"9S,.50 59"9.40 5999.40 5999.40 59999.40 289997.10" 273497.10 3500.00 8000.00 0.00 0.00
SERV. PTHOS_ _ _ CAPITA! 100000.50 120000.60 120000.60 120000.60 120000.10 %W0002.0 5 002.0 0.00 0.00 0.00 0.00
INTERESES PA6ADOS 650(a.06-- 1500 0 =-20000-00--2000.00--- 20000.00- 1500.00 - 0.00 - 0;00 - O"0-'oo.O-- 0.00 

793U2.25 949800.00 1050850.00 1154410.00 1241750.00 5192252.25 2275000.00 19000.00 150000.00 2749252.25 0.00 

PRESTAOS 2500000.00 3000000.00 3000000.00 3000000.00 3000000.00 14500000.00 1725000.00 50000.00 1000000.00 1500000.00 10000000.00 

3293362.25 3949880.00 4050 50.00 4156410.00 
4241750.00 19692252.25 4000000.00 68?0.00 1150000.00 4249252.25 100000.00 

t5 
I 
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MxBINr C. 

Bonco de Occldente, S. A.
 
TEGUCIGALPA. D. C, HONDURAS, C. A. 

1".-C TELEPONOS: n-973"APRTADO IOSTAL•~~~ ~~ •. .. ,., ,.- ~~221 

Tegucigalpa,,*D.C.
 
12 de'Mayo de*1988
 

7WCE AT= W8 Sefor
 
= 1GUILLERMO BOLAROS


W- A. I.D. 

- -- Ciudad 

_o/P
 

1O/D Estimado seflor Bolaflos:
 

Por este medio presentamos para su consideraci6n nuestra Propuesta
 

de Participaci6n en el Proyecto DESARROLLO DE LA PEQUERA EMPRESA
 
_ _ I _ II .. . . " 

... _ _ Con los recursos del Proyecto complementaremos nuestro Programa de 

i 1/4 Credito y Asistencia Tcnica a la Median& y Pequefia Epresa. 

SegOn se detalla ampliamente en I Propuesta, el ftinancit-miento soli

citado &I Proyecto es el sigulente: 
- F--

PA a. Un fondo de Cr6dito que podria constar de una cantidad ftija 6 
de una Canasta de Pondos, de la cuAi podriamos utilizar Recuruos 

F " 1 en la medida en que se vayan colocando al pdblico. 
ru b. Un fondo para Gastos de Capacitaci6n Empresarial que pudiese pro

porcionar al Prograna ayuda tecnica para diseftar y manejar contro

le, Administrativos, asl como tambien para planificar la Tesorerla 
4R 'y 
 Captac16n de Fondos.
 

D JA.Z c. . PodrsNse'r interesante, un Pondo para Gastos de Supervisi6n a 

f0N TAKEN NAN travz de una f"'ria Consultora Externa 6 el fortalecimiento de nues

_..__________,_tros propios Recursos Humanos con Cursos Especializados. 
1ACHM. YESNOO 

7 I. LS . Un Fondo para Gastos de Fortalecimiento Institucional, en el cuhi 

tendriamos que definir dos (2) elementos importantes: 

1). FONDO DR GARANTIA DR CREDITO 

2). PONDO DE PRE INVERSION 

Tal como hemos co ersado, solicitamos que la A.I.D. no@ proporcione 



AM' LX I 
EXHIBIT C.5 

BANCAHSA 
Apdo. Pwtal No. 344fAfln~m. 

Teim 1162 HO 
T mldplpa, D. C, Hotndutm, C.A.EflAm 

Mayo 17, 1988 

Sehores
 
AGENCIA INTERNACIONAL PARA
 
EL DESARROLLO -AID
 
Presente
 

Estimados sefiores:
 

Por este medio presentamos par& au consideraci6n nuestra propues
 
ta de participaci6n en El Froyecto de La Pequefia Empresa II, me
diante el cual, con dichos recursoo esbozadoo, complementaremoa
 
nuestro progra.w de cr~ditoasistencia y asesorfa adadnistrativa,
 
capacitaci6n y ssistencia ticnica a la Micro-Pequega Empresa.
 

Seg'n se detalla en l propueta el financitniento solicitado cou
 
prende lo siguiente:
 

- Fondo par& Crtdito 
- Capacitaci6n Eapresarial 
- Supervisi6n Empresarlal y Adsinistrativa 
- Cooperaci6n pars el fortalecimiento Institucional 

Asimismo, se lee solicita qua la parts proporcional do los Intere 
sea correspondientes a un 3Z del total a pagar al Banco Central 
(122) pueda ecr retenido por BANCARSA, pars au aplicaci6n.
 

A la vez, lee solicitamos la asistencit del grupo aesor, segfn
 

so define posteriormente, par& implementar .l prograe de asisten 
cia empresarial y 1U coordinaci6n do Is asiatencia Institucional.
 

Agradeciendo su atenci6n a In presente, de ustedes.
 

LIC 
 NT GENERRA 
 . 

/dipz 
cc: archivo
 

0'- IRqA$ IL41 Tqpe|w -. Ck 3WSl SnmImd&, Teemtm comeh, tetHnNN I= elk. C M*, AbmW6, w zowww. cameTwm. 1. Pk% i 
s -hI-q.. Tu.abd, Do.1i, 31Pare.. s Na .m , 4w. AveS, L. Awn-. )"dno Corw pd 4 Nv Otl@@@*. La Lme, UM ]ho.pW Cad, @Jim. 



ANNEx I
VIE RECEIVED 	 YXHII C 

USAIOWDURAS Pl7 ..r6 

Ff ~-3 JUL 88 16 '- 37 
FINANCIERA INDUSTRIAL Y AGROPECUARIA, SA. DE C.V. 

Tegucigalpa, D.C. 	 I ~ I . 
Julio 8. 1988 	 rj"
 

" A, 


Se lor 	 ' ,.t,
 
BERESector VELARDEPrivado 	 x,x,k. 

AID/Tegucigalpa,D.C. -	 ' 

Ref.: Necesidades de Asistencia T~cnica de FIA
 

Estimado Seftor Velarde:
 

En el documento de propuesta de ampliaci6n de recursos par& FIA titulado
 
*Proyecto AID 522-0205 Segunda Etapa" presentado oportunamente, hacemos
 
un estimado de los rondos requeridos para el rengl6n de asistencia tfcnica
 
directa a FIA. Dicho monto, calculado c-. CIS$250.000.00, tiene como fundamen
to la cantidad aprobada para FIA en ia primera etapa y las estimaciones
 
de clertas actividades, en las que Ia instituci6n quiere convertirse en
 
el beneficlario directo. Un desglose preliminar de estas actividades y/o
 
asesorlas podran sero
 

a) 	Realizaci6n por profesionales especializados, locales yio extranjeros
 
de un estudio de mercado que determine en donde FIA tiene que dirlir
 
sus esfnerzos a rediano y largo plazo. Esta actividad recomendada en
 
Ia ultizwa evaluacion externa de Ia Financiera se inici6 internamente,
 
sin erbargo. considerando aspectos tales como cobertura del estudlo,
 
liportancia del mismo, etc. pensamos que es preferible contar con ase
sorla especializada.
 

b) 	Asesorfa especialisada para que FIA elabore Ia factibilidad econhnica
 
y financiera de esquemas que le permitan obtenci6n de recursos de otras
 
fuentes tales como: emisi6n Ie bonos, instrumentos que permitan utilizar
 
la ventaja de tener cinco bancos accionistas ya sea en I& coapra de
 
cartera u otros esquemas, etc. 

c) 	Entrenamiento de nuestro personal tanto localmente coma en el extranjero
 
en ireas de evaluaci6n de proyectos, capacltac16n, crtditos, asistencia
 
t~cnlca. etc.I
 

d) 	Viajes especializados para el estudlo de financieras en palses que cuen
tan con una mejor infraestructura en este sentido.
 

SILE Cgpy 
Centro Comercial CentroAmnrics, Tegucigalpa, D.C. Honduras. C.A., Apartado Postal 225-C, TeIdtonos32*979Oy32-9854 

4 

http:CIS$250.000.00


FIANCIERA INDUSTRIAL YAGROPECUARIA, S. A.DE C.V. 

-2

e) Asesorla local o extranjera en el rejoramlento de sistemas de Inforn tica 
de I& instituci6n.
 

Esperamns ,que el resumen anterior pueda servir de zlguna base a AID par&
cuantificar Ia cantidad de recursos orientados al rengl6n de Aslstencia
 
Ttknlca a IA en el nuevo proyecto de apoyo al sector de pequenla y nedlana 
ezpresa del pals.
 

Sin otro particular, me es grato saludarle,
 

Atentamente,
 

ccech ne
 

cc :arch.
 



ANNEX I 

Exhibit C.7 

SECRETARIA 	DE HACIENDA Y CREDITO PUBLCO 
REPUBLICA DE IJONDLAS 

CP-0860
Teguciqalpi, 	D.C. 24 de aqosto do 1988. 


Senor
 
JOHN A. SANBRAILO
 
Director Agencl pars *I
 
Desarrollo Internaclonal (AID)
 
Present@
 

Sefior Director:
 

La "Secretaria do Hacienda y Crtdito Pdblico en noabre del 

Cobierno do Is Repdblics do Honduras solicits a Is Agencla pars 

&I Desarrollo Internsclonal (AID) una donaci6s de hsts 

US$1.650,000 quo serfs utilizada o Is ejecuci6o del Proyecto de 

Is Pequefia Empress II, orientado &I fortalecisiento y ezpans16n 

del sistems institucional a fin de sumentar y mejorar *I 

suministro de crGdito, capacitaci6n, msiste'cis ticoica y otras 

serviclos a lot pequelas empresas; asl coso tambida mejorar los 

politlcas y su amblente regulatoris donde operas. 

Especlficaaente, Is donaci6n solicitada conplementaris los
 

prograzas en pro del micro, pequeflo y medimno eupesarlo, que so
 

Ilevarin a cabs con lostitucones bondurelas sim fines de lucro
 
en el pats.
e Institucionos financleras legalmente etablecidas 


De acuerdo al Plan Nacional do Deserrollo, Is asistencl a Is
 

pequefis y micra empress esti considerade coma prioritarli, 7
 
de los
que propicia Is creact6n do nuevos empleos, el anuenta 


ingresos do los sactares mis pobres y @1 Incremento del valor
 

agregado a Is producci6n necional. La durscl6n del progrma en
 

sencifn serts de cinco alo, quo Inclulkir adenis de Is
 

cooperaci6n solicituds par el Cobierno a Is AID, Ia donscl6o do
 
hondureiss sin fines
US$13.350,000 a las Instituclones privadas 


de lucro quo Ilevarin a cabo los prograss de pequefts y micro
 

empress quo permitirt financier Is contratac16n do asistencla
 
do I AID sear do
ticnics; do 	 mods quo Is donsc16n total 


USSI5.O00,O00. Nuestro Coblerno programari recursos do los
 

fondos ESF del SOX del Sector Privado par sn valor de
 
duranti el tiempo de
USS16.075,000 com foandos do contraparte 


ejecuci6n del proyecto. Esta contrapart serfs utilizad&
 

primordialsente pare establecer un Fondo de Pequefla y Medians
 

Empress (FOPENE), con e1 fin do fomenter cste isportante sector.
 

...2/
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SECRETARIA DE HACIENDA Y CREDITO PUL'ICO
 

REPUDUCA DE 110ONDULiAS
 

.2/ 
 CP- 0860
 

Aprovechamos Is oportuaided pars 
luestras do nuestra consIderacito 

relterar 
y estum. 

al Seftor Director las 

Atentasente, 

t#LAN IZZ IVERA z 
slh etarla do Cr681 tbllco y 

CFC/dr 
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AGENCY 7Of INTERNATIONAL DEVELOPMENT
 
WAHINOTON DC 2052)
 

ENVIRONMENTAL THRESHOLD DECISION
 

Project Location 

Project Title 

: 

: 

Honduras 

Small Business Development Il 

Project Number : 522-0241 

Funding : $15 million (Grant) 

Life of Project : Five years (FY88-93) 

IEE Prepared y : Lynn Sheldon, 
USAID/Honduras 

Recommended Threshold Decision : Categorical Exclusion 

Bureau Tnreshold Decision : Concur with Recommendation 

Comments 

Copy to : John A. Sanbrailo, Director 
USAID/legucigalpa 

Copy to : Lars Klassen, USAID/Honduras, 

Copy to 

Copy to 

: 

: 

Frank Zaoroga 

Richard Whelden, LAC/DR 

Copy to : lEE File 

Date" - 9 198 
James S. Hester 
Chief Environmental Officer 
Bureau for Latin America 

and the Caribbean 
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ENVIRONMENTAL THRESHOLD DECISION
 

Project Location: Honduras 

Project Title and Numbert Small Business Development 11 
522-0241 

Funding: $15,000,000 (Grant) 

Life-of-Project: Five Tears (FY88-93) 

lEE Prepared By: Lynn Sheldon$ Environmental 
Officer, USAID/Honduras 

Recommended Threshold Decision: Categorical Exclusion 

Bureau Threshold Decision: Concur with Recommendation 

Lftn Sheldon o A. Sanbratlo 
Environmental Officer ission Director 
USAID/Tegcuigalpa USAID/Tegucigalpa 

Date 
James S. Rester 
Chief Environmental Officer 
Bureau for Latin America 
and the Caribbean 
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EXHIDIT D 
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ENVIRONMENTAL CONSIDERATION
 

The purpose of the Small Business Development IH Project is to
 
strengthen and expand an Insitutitional system that viii improve the
 
supply of credit, technical assistance, training and and services to
 
micro and small businesses; and to Improve the policy and regulatory 
environment in which small-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 assistance institutions
 
which the Project will help support and capitalize.
 

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

0207T 5/18/88
 



Exhibit A
 

PROJECT DESIGN SULMMARY 
 Life of Project: t40 million
LOGICAL FRAMEWORK 
 From FY 88 to FY 93
 
522-0241 
 Total U.S. Funding: t15 million
 

Project Title & Number; 
 Small Business II (522-0241)
 
J 

NARRATIVE SUMMARY 
 OBJECTIVELY VERIFIABLE INDICATORS 
 MEANS OF VERIFICATION 
 IMPORTANT ASSbMPTIONS
 

Program or Sector Goal: 
 Heasures of Goal Achievement 
 - National Income; 
 Assuoptions for achieving goal
 
- Employment Surveys;
The broader objective to targets:
- Number of Jobs created; 
 - Impact Evaluation(s);which this project 
 - Number of Jobs maintained; 
 - Central Bank and
contributes: - No further deterioration of
- Production value-added increases; 
 Ministry of Economy data; 
 economic or political conditions
- Increase in SSE investment; - Progress Reports
To increase employment in Honduras.
- Increase in loan approvals by
opportunities and expand - Public and private sector
private sector financial 


production through small- resources are available in
institutions, 

scale enterprise develop- adequate quantities.
 

- Economic policies more
ment. 

favorable to growth are aeapted
 

by the GOH.
 

r 
I, 

(J
 



Project Title & Number: 


NARRATIVE SUMMARY 


Project Purpose:
 

1. Strengthen and expand 

an institutional system 

that wpll increase and 


improve the 
supply of
credit, training, tech-

nical assistance and 

services to the small-

scale enterprise sector. 


2. Improve the policy and 

regulatory environment in 

which SSEs operate, 


'PROJECT DESI( 
 SUMMARY 

LOGICAL FRAMEWORK 


522-0241 


Small Business II (522-0241)
 

OBJECTIVELY VERIFIABLE INDICATORS 
 MEANS OF VERIFICATION 


A self sustaining financial 
 -
Impact Evaluation:
mechanism in place, that 1993 will 
 - Records of participating
be capable of; 

institutions including loan 


- Approving 450 loans per year. records;
-
- Stimulating the creation of 
Audited bank statements; 


-
Funds made svailcble from
2,800 jobs per year. 

- Permiting PVO's to have access 

other sources (private,

public sector; multi-,
to commercial credit. 


- bi-lateral donors).
A self sustaining credit 

guarantee mechanism securing up

to 70Z of the loan. 


Life of Project: 
t40 million
 
From FY 88 to 
FY 93
 
Total U.S. Funding: 
 t15 million
 

IMPORTANT ASSUMPTIONS 

- Reduction in 
risk and
 
increases in yields will
 
motivate the financial interme

diaries to provide 30Z of the
credit fund.
 
- Demand for smal2 
business
 
loans 
is large enough to
 
achieve the self sufficiency of
 
the financial components.
 
- COR support continues under
 
new government following
 
election of 1989.
 

- Provision of loan guarantee

mechanism will remove 
the major

obstacle (lack of collateral to
 
a private sector lending
 
program.
 
-
Credit programs maintain
 
sound financial practices
 
including realis, c lending to
 
sub-borroweres.
 
- Technical assistance provided

to Participating entities is
 
affective.
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Project Title & Number: 
 Small Business I1 (522-0241)
 

NARRATIVE SUMMARY OBJECTIVELY VERIFIABLE INDICATORS MEANS OF VERIFICATION 

Outputs: Magnitude of Outputs: 1. Management Information 
1. A self sustaining loan 

fund managed by FiduciaryAgent capable of financing
450 new loans per year 
though existing PFIs and 

PVOS. 

1. No. of loans year 5 

in Portfolio 968 
Outstanding 

Portfolio t21.7 million 

Systems of the participatinginstitutions, 

- Annual Report of the 
Intermediaries. 

- No. of Participation 

2. A self sustaining 

credit guaranteemechanism permitting 
access to commercial 

No. of PFIs 
Participating 

2. Amount of 
Portfolio 

8 
Agreements signed. 
2. Guarantee premium received 

by Fiduciary Agent. 
credit. Guaranteed $15.2 million 

- Amount of Guarantee 
certificates issued. 

3. PVOs strengthened and 
providing training and 

3. No. of SSE* increasing
TA/Training 3,000 

3. PvOs Management Information 
System; 

technical assistance toSSEs. 

4. Macro and sectoral 

No. of bank training 
seminars given I0 

- No. of firms that receiveTA. 
- No. of attendants to 

level policy andregulator, analysis and 

dialogue undertaken. 

4. Research and studiesconducted 10 

seminars. 

4. Policy reforms undertaken. 

nrs/0217
 

Life of Project: 
t40 million
 
From FY 88 to 
FY 93
 
Total U.S. Funding: t15 million
 

IMPORTANT ASSUMPTIONS
 

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

2. Guarantee will eliminate
 
principle obstacle to credit for
 
SSE9.
 

- Default can be held 
to
 
projected levels.
 

3. Training and TA is capable of
 
Improving SSEs operation; TA is
 
available and at low cost.
 

-4. Policy recommendations will
 
receive priority within the GOH.
 



roject Title & Number: 

ARRATIVE SUMMARY 

nputs: 

SSE Support System
a. Grants to NGOs 

b. PFI Credit & 

Guarantee Program 

Research and Policy
 
Analysis

Project 
Technical
 
Unit 


Technical Assistance
 
Support FUnd 

Evaluations/Audits 


Project Liaison 
Officer 


rAL PROJECT COSTS 


PROJECT DESIGN SUMMARY 
LOGICAL FRAMEWORK 


Small Business II (522-0241)
 

OBJECTIVELY VERIFIABLE INDICATORS MEANS OF VERIFICATION 


Sputs:Sources 

- A.I.D. and counterpart


A.I.D. OH Private S c o 
disbursement records 


8,600 
 - 4,540 and audit reports 


500 15,000 
 4,435
 

200 1000
 

4,800 
 -

250 
 -
150 
 25 -

500 
 -

15,000 
 16,025 
 8,975
 

Life of Project: 140 million 
From FY 88 
to Fy 93
Total.U.S. 


Funding: 

t15 million
 

IMPORTANT ASSUMPTIONS 

-
Project authorized and
 

u d l o t dfunds allotted
 

Precedent 
to
Project implementation met
 
by counterpart inlstitutions.
 



ACTION MDIORANDUN POR THE MISSION DIRECTOR 

FROM: MarLsrt Kroetou D 

THRU: L06%lnc~edtft~Den, Director, OlD? 

SUBJECT: Small Business 11 Project (522-0241) PP Leviev 

DATE: July 14, 1988 

ACTION REQUESTED: Your signature is required to authorize the subject PP. 

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

Life of Project Funding: 440 million
 
(115 million A.I.D. DA Crant funds; 025 
million ODH/private sector contribution)
 

PACD: July 31, 1993
 
Implementing Institutions: ANDI/P E, FUNADER, ASEPADE, Private
 

Financial Institutions
 

The Project goal is to increase employment and expand production. The 
Project p is to: (1) strengthen and expand an institutional systema that 
will increase and improve the supply of credit, training, technical 
assistance, and services to SSEs; and (2) improve the policy and regulatory 
environment in which SSEs operate.
 

In order to create employment and increase incoaes in Bonduras, the 

proposed Small Business II Project (SB II) will implement an expanded program 
for the development of small-scale enterprises (SSZs) as Sonduras enters the 

1990.. The Project will build on the valuable experiece and lessons learned 
from previous USAID-supported SSE programs. 

The Project is composed of two interrelated components: 

* an SSE Support Systea component to strengthen and expand the programs 

of Bonduran institutions, both Non-governmental 1rganizations (NOs) 
and Private Financial Institutions (PIs), which direct credit, 
technical assistance, and traic.Lng 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 institutions in the formulation of recommendations for 

policy changer which will lead to an improved policy environment for 
SSE developme-at. 

DISCUSSION: The following decisions and conclusion6 wei'e reached during the 

review which was based on the issues paper prepared to serve as the a&enda 

for the meeting. 
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A. Institutional Complexity and Selection
 

In reply to the question of whether the Project is dealing with too many
 
institutions, the Project Design Committee (PDC) responded that the Project's
 
Institutional configuration conforms to specific circumstances in Honduras and
 
the need to develop a comprehensive small-scale enterprise (SSE) program. In
 
the case of Honduras the need for assistance in SSE section Is sufficiently
 
high and the assi3tance coverage of any one Non-Government Organization (NOD)
 
is sufficiently low as to warrant the participation of the institutions cited
 
in the PP.
 

In order to address the questions raised during the discussion on the
 
selection of the Initial participating organizations and the scenario for
 
expansion, the PP Includes a clear statement of why the institutions chosen
 
for the core group were selected and why other organizations which might have
 
been candidates were not selected. The fact that institutions were selected
 
because they were the organizations having the strongest ongoing programs and
 
the best potential for expansion and self-sufficiency is also discussed in the
 
PP.
 

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 NGXs is not to be encouraged, the participation of additional
 
financial institutions is highly desirable and will be freely encouraged by
 
flexible conditions for entry into the Project.
 

D. Financial Component
 

Various issues were raised with regard to the financial component. It was
 
decided that EPA, PS? and DF would meet and clarify the issues on the
 
guarantee fund mechanism, but in principle, there was agreement to move ahead
 
with a guarantee fund on a pilot basis.
 

The issue of the desirability of another directed credit program was 
discussed. While it was recognized that directed credit can be an 
intervention that distorts the market, it was accepted that financial 

distortions in the proposed mechanism are winimal; i.e., credit is provided at 

market rates, and unlike other directed lines of credit, this line will not
 
impact negatively on savings mobilization due to its costs, which are
 
equivalent to those for mobilizing resources of banks. Moreover, there was a
 
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 combined rate higher
 

r',an the cap rate. The procedural details for effecting this agreement are
 

p'.. ?.* . ..
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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 local currency for the PYI 
credit fund.
 

An Issue 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 is employment creation and 
that the size of loans, or the specific targetting of loans, was not a primary 
objective. Nonetheless, it was decided that the section in the PP dealing 

with loan size would emphasize that the expected average loan made by the 
PFI's will be approximately J30,000, and the justification for the 
determination of a $125,000 maximum will be further strengthened in the PP. 
Average loan sizes for NGOs will be in the $300 to 45,000 range. 

PSP, DF and EPA met shortly after the Project review and reached an agreement 
regarding several financial component issues raised during the review. It was 

agreed that an initial fund may be necessary to begin the guarantee program 
but that it should be kept small. Moreover, It was agreed that the guarantee 

fund will be successful to the extent that the fund does not need to tap the 
base after the first year of operation. 

C. NO0 Financial Self-Sufficiency 

The issues paper questioned why the Project does not set a goal of 

self-sufficiency in all activities for the three participating N10, rather 

than assuming that self-sufficiency is likely only in the credit programs 
carried out by two of the 110s. The decision was made not to change the goal 
as described in the PP, but at the same time, it will be made clear to the 

NGOs that they are expected to strive for full self-sufficiency and that 
additional funding after the completion of this project is not to be 

e ,ected. A special provision wily be included In each OPG Agreement 
r.-juiring the NOOs to develop a self-sufficiency strategy to be reviewed by 

A..I.D. and the MRU. 

A a result of the discussion on ANDI/PYME and its future after the PAC), two 

additional issues were raised. Will ANDI/PIME be able 	to provide the
 

required 252 in counterpart funds? And, is a contract a more appropriate 
out? CalculationsInstrument for funding the activities AmDI/PYME will carry 

of counterpart contained in ANDI's proposal were reviewed and the Project 
Design Comittee has determined that ANDI will fall just short of the 
counterpart requirement. Non-A.I.D. sources account for 22.62 of the 

project's cost, therefore a waiver of the 252 minimum 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.I.D. contributions compared to the previous project which was financed 
992 with A.I.D. funds.
 

ASEPADE and FUNADEH meet counterpart requirements based 	 on projected 
supported bycontributions 	 from other donors. These projections are ASEPADE's 

areand FUNADEH's 	 proven track records in generating other donor financing and 

letters of from other expandeddocumented by 	 intent donors for new or 

support. Compliance by all three NGOs with counterpart contributions will be 

tracked during project Implementation. 
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DF and PSP also set to discuss the appropriateness of a contract, OPG or 
Cooperative Agreement to fund ANDI's activities and came to the conclusion 

that because the proposed program ais to strengthen the institutional 
capacity of ANDI and support its on-going programs; and A.I.D. will not have a 
large oversight role, an OPG is the most appropriate mechanism, a contractual 

relation is not necessary. 

D. Method of Obligation 

It was agreed that there will be five obligating instruments - three OPGs, one 

contract and a Project Agreement with the GO. 

E. Availability of Financing
 

In reply to the question on availability of financing, it was stated that if 

any shortfall occurs, the Project will bc amended to add Dollars or 
projectized Economic Support ?ends. 

F. Clarlfications/Other Concerns 

Clarifications and concerns outlined in the issues paper vere satisfactorily 

resolved and/or were incorporated in the final version of the PP. 

Issues raised during the review have been adequatelyREODMENDATION: The 
addressed. Consequently, iL is recommended that you sign the attached PP 

facesheet arnd Project Authorization.
 

APPROVED:
 

DISAPPROVED. 

DATE: ~~ ? 



Clearances: 

DF:DCruz-De Paul&_____ 

PS :~o 

EPA: CRIc bter 
D P:JA .ve ra 
RD :KRo c kmn~a 
QDNT:Dobb ns~i<l 
DD:~acehenhi 

2656 q,*ramhout 
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STEPS REQUIRED TO REGISTER A SMALL BUSINESS IN TEGUCIGALPA -

FRANCISCO MORAZAN
 

I. FOR INDUSTRIES WITH CAPITAL INVESTMENT UNDER L5,000
 

APPROXIMATE TIME
 
STEPS REQUIRED COST
 

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

2. 	 Il the entrepreneur owns the 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 1
 
a marginal area where
 
houses have not been surveyed
 
by the GOH, the entrepeneur
 
must go to the Office of
 
Social Labor which ii part of
 
the Municipal government.
 
This office issues a note
 
which states that the
 

entrepreneur owns property.
 
Ue then takes this note to
 
the Office of Ejidos to
 
receive his cadastral code.'
 

S. 	 After receiving his Cadastral L.1O
 

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). 



. He takes both certificates 
 5 - 10 
plus a card which states that 


e has paid all municipal 
taxes due to the Planning

Section of the Municipality
 
to obtain a 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 
pay his 5 percent sales tax;
 
after he begins to pay his
 
sales taxes, his operating

permit is issued. 

7. If the business involves food 10 - 15 
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
 
i -- stration number on stamp
 
paper (first class), and pay a
 
fee of L.100-150 (or, more)
 
for & registration number.
 

TOTAL 
 9 -29 


II. FOR INDUSTRIES WITH CAPITAL INVESTMENT OVER L.5,000
 

I. The entrepreneur must contact 
 I - 3 

a la yer and give him power 

of F torney to present a
 
request (made on stamp paper,

first class) to open his
 
bus iness.
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Personal Munici
pal tax.
 
L.2 5-100/year
 

L.100-150
 

62 -362
 

L.500
 
L.2(stanp paper) 
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TABLE 6.1 -- continued 

2. If the entrepreneur owns the I varies 
property on which his 
business operates, he must 
pay the corresponding real 
estate tax to the 
municipality's treasury as 
established in the "Plan de 
Arbitrios" and the Zoning 
Regulation. 

3. After paying his real estate 1 
tax, the lawyer must go to 
the Department of Cartography 

to get the respective 
Cadastral code stamped and 
signed. 

4. Then he must go to the L.10 
Financial Department to + business tax 

pay for the right to hang a 
sign in front of the business as 
well as a tax on the business 
itself. 

5. After paying these fees and L. 10 
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). 

6. After paying these charge, the 1 
entrepreneur must bring proof 
that he has paid all taxes to 
the Planning Department. He 
then receives a permit 
to operate his business. 

7. After receiving his permit, the 30 - 60 
owner must organize his 
accounting system and go to the 
Income Tax Department of the 

Ministry of Finance and in 
the Municipality to have them 

authorize his accounting books. 
Each page of the ledgers must 
be stamped by the proper authority. 

TOTAL 36 - 68 L.,522 plys real
 

plus taxes estate/business taxec
 

\110 
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STEPS REQUIRED TO REGISTER A SMALL BUSINESS IN SAN PEDRO SULA
 

APPROXIMATE TIME
 

STEPS 	 REQUIRED COST
 

1. 	The entrepreneur receives an L. 3
 
application form from the
 
Income Dilvision of the
 
Municipality. After
 
completing the form, he must
 
buy a L. 1 stamp and a
 
L. 2 certificate.
 

2. 	He presents the form to the I - 2
 
Municipal secretary for
 
review.
 

3. 	The Municipal secretary sends 1 - 2
 
the form to the Department of
 
Tax Control within the
 
municipality. The latter
 
inscribes the business on its
 
list and determines whether
 
the firm owes any past taxes
 
since the beginning of its
 
operations.
 

4. 	The Tax Department sends the 3 - 5 
request 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'qeny the
 
registration request. The
 
request then goes to the
 
Department of Tax Control.
 

5. 	If 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.
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6. 	 After Urban Planning
 
approves the request, It goes
 
to the Commission of Public
 
Works and Town Planning for
 
the final recommendations and
 
Judgement.
 

7. 	 If favorable, the Municipal 1 - 15 
Corporation discusses and
 
analyzes the recommendations
 

at a semi-monthly meeting. 
The Corporation is authorized
 

to give final approval.
 

8. 	The Lequest is referred to I - 2 
the Municipal secretariat for
 
certification.
 

9. 	The secretariat sends the 2 - 3
 
certified request to the
 
Income Control division which
 
prepares a bill which
 
itemizes the value of taxes
 
and 	 when they are due. 

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

11. 	If the business is involved 15 - 20 
in food-procPssing then the 
entrepreneur must receive 
permission from the Ministry
 
of Health.
 

TOTAL 	 13 - 54 L. 3 
plus taxes plus taxes 



STEPS REQUIRED TO CLASSIFY A FTRM TO RECEIVE 
BENEF OF INDUSTRIAL INCENTIVE LAWS 49 AND 6I 

'c , m6a E, r u, , d 

I w Ia 

No~ 

oldd 1,40 

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

i m 

eft I elm 1 1q' 
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THE EFFECT OF 
fOLICY UPON
 

SMALL INDUSTRY.DEVELOPMENT IN HONDURAS* 

EXECUTIVE SUMMARY 

The Honduran industrial sector has been In a state of recession throughout this 
decade. While discrete project Initiatives may help to revive the economy, they 
cannot match the impact of policy change. Projects may reach a limihed 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, fiscal, and trade policies on industrial development. The 
purpose of this mission was to analyze the impact of these policies specifically on 
smaller-scale manufacturing firms. 

Our main finding is that Honduran economic policy and the adm,nistration of 
regulatory pioccdures greatly favors large over small firms. Another findi.'g, based 
on empirical data, is that Honduran small and medium firms are more econnmically 
efficient than lare firms. Existing policies, therefore, promote an t3 e fficient 
structure of industrii production. 

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

The answer is complicated and differs by subsector and even according to each 
individual firm. The microenterprise's lack of managerial and technical expertise, 
credit and entrepreneurship can be cited as culprits. Bul a more hidden, yet 
pervasive, influence is the effect of macroeconomic policies and regulatiogm 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 benefits primarily larger enterprises 
that have access to foreign exchange at t!-e official rate. Smaller firms must 
purchase imported inputs through dealers that often do not have access to foreign 
exchange th:ough 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 goods etering the country with the implicit 
approval of customs officials is destroying firms in the shoe production, textiles, and 
clothing industri" -- 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 trarnites, saps the resources of all firms but particularly. inhibits 
the progress of small firms. The process is sufficiently complicated ahd costly to 
discourage smaller firms from attempting to receive benefits under the Industrial 
Incentives Laws. to import products directly or, to a lesser degree, to export. 
Although it is illegal to. be unregistered, the cost of legality include, paying all back 

iPrepared for USAID Honduras by Development Alternatives Inc., September, 1987. 
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taxes due since the firm began operations. Thus, unregistered microenterprises mustleap over a high barrier of to their sectorcostu join formal counlelvars and grow. 

Our approach does not begin with the presumption that policy should be tippedIn favor of' the small, any more than It should swing In the opposite direction. Wesought to examine the differential Impact or policy on small, medium, and large firmsto determine if it was neutral with respect to size. It is not Our policyrecommendations are geared to redressing this imbalance. A general recommendationwhich uiderpins the following i3 for the Government of Honduras (GOH) to maintain
fiscal and monetary discipline. Other key recommendations include: 

FIanclal olicies 

e 	 Remove the 17 percent ceiling on loan interest tales, as well as reduce the32 percent reserve requirement. At a minimum, the mission should allow theIndustrial and Agricultural Finance Corporation (FIA). which is not subjectto 	 the BCH intcrest ceiling on loans, to raise its rates above the current 17 
percent maximum level; 

# 	 Provide ongoing support to specialized private sector credit institution3 3uch as FIA, ASEPADE, and the National Development Foundation (FUNADEH) aslong as they maintain adequate financial performance and repayment rates.I, feasible, these credit institutions should also mobilize savings from ther 
clients; 

* Limit the scope of rediscount programs directed toward priority sectors -including small and medium enterprises -- since they introduce distortions infinancial markets and create disincentives to mobilize savings. Such linesshoulo be geared toward the promotion of investment credit and be combinedwith policies that encourage banks to mobilize term resources. Given thesecaveats, a special small enterprise lending program might be designed for theBanco de Occidente, a unique and encouraging example of what a commercial
bank can do to assist smaller firms; and 

* 	 Set interest on government bonds at levels dictated by the market, possiblythrough an auction system. Also, these bonds should not be' redeemable at 
sighL 

Labor Policies 

* 	 lRevise the Labor Code to. (I) lengthen the probationary period bfemployment from two to six or 	 eight months; (2) exempt ramily workers deJuwe from all provisions of the code other than those dealing with personalhealth and safety; and (3) absolve smaller firms from the financial and otherobligations of the Labor Code for several years; 

e ,<estran wages and hirings in the public sector and press ahead actively on 
the 	privatization program; and 
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* 	 Overhaul and strengthen the human esouices training programs In worker 
education and management fields. 

Fiscal Policy 

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

# 	 Substitute the policy of class;ying enterprises to receive special tax 
exemptions with one that provides more equal treatment to small and laige 
firms; 

* 	 Introdkice a loss carryover provision that would allow firms to carry losses 
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 

* Increase the zero tax brackei in the income tax structure to some multiple 
of its present level to enhance the capital accumulation possibilities for 
smaller firms. 

Trade Policy 

s 	 Conduct a thorough, independent analysis of the effect of the overvalued 
exchange rate on the Honduran' economy. If study results agree, then 
devalue the lempira to its free market rate to Increase the international 
competitiveness of 1honduran nontraditional exports; 

e 	 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 

* 	 Eliminate the penalties incurred by enterprises when they register to enter 
the formal sector; 

* 	 Streamline GOH procedures required to register a firm, assess and collect 
taxes, classify a firm, and Import or export products. The G011 should ;lot 
require firms to hire lawyers to tackle these procedures. 

A critical constraint to sound policy making is the scarcity' of "skilled 
economists within the public and private sectors. 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, " followcontradictory policies, and are plagued with frequent turnover of staff due topolitical Influence. Private sector lobbying groups also lack the expert';e to analyzethe effect of economic policy and practice upon their constituents. Building capacityto analyze and formulate economic policy Is a long-term process that should receivethe highest priority. Foreign technical assistance may help to alleviate this problen3in the short-term but it is no substitute for the lengthy process of training selecteqlondurans overseas in advanced degree programs. 

Note:
 

The findings and recomnmendatlons of this study 
 are based upon interviews witlhkey informants scattered within government agencies, lobbying groups an•private businesspeople, and data round in secondary sources. The primarysource of information for most or the findings is derived from two sources;raw, confidential data on 216 classified enterprises (graciously provided by thqGOH), and *structuredinterviews conducted by the team with 47 micro, small ' medium and large enterprises. To focus our study, we decided to interview thQfour most dominant industrial subsectors -- food processing, clothing, leathershoes, and wood furniture. This approach enabled us to get a much clearerview of the efficiency and di'feiential impact of policy upon sma! versus large
industries. 
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LIST OF DOCUKM REVINED FOR PP DESIGN 

1. 	 . Rural Technologies Project Evaluation. Winrock Inter

national. Horrilton, Arkansas. June 1986. 
2. 	 . Urban Small Enterprises Development Project Paper. 

USAID/Feru, 1982 

3. 	 . Small Business Development Project Paper. 

USAID/Hoduram. April 1984. 
4. 	 . Small Industry Development. USAID/Dcuinican 

Republic. september 1992. 
5. 	 . Report on the Workshop on Private Voluntary 

Organizations: Sal1-Scale Enterprise Development. A.I.D. 
Program Evaluatio D1Iscusson Paper No. 22. 3uly 1985. 

6. 	 Ashe, Jeffrey. The PISCES II Experience, Volumes I and II. Accion 
Internationial/AITEC. Cambridge, Massachusetts . Ipril and December 1985 

7. 	 Blaney, Robert and Clark, Heather. Hocduras-A Small and Micro 
Enterprise Development Strategy, Volumes I and I. Washington, 
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A. Introduction 

Ihis analysis will deal with several topics. These topics are:
 
(1) tile qeneral socio-economic profile of micro- and small 
entrepreneurs; tZ) the type of employment that support for small and
 
meOlum-sizec enterprises 
throuqh recent AID funded project has
 
generated; (3) the implications of the new Small Business 11 Project
 
for tne small business sector given the level of eyfort intended; (4)
 
contextual aspects o1 the Honduran setting that 
coulo influence the
 
development of small enterprises; (5) tile attitudles of more progressive
 
banks reqaraing 
the small business sector ano their involvement in the
 
project; (6) the participation of beneficiaries in past similar
 
projects ana ways to enhance it through this intervention; and 7) the
 
possible project spread effects. A section on conclusions is included 
at the end.
 

Quantitative and qualitative data for this analysis come from an
 
array ot sources. Among them, the most important are: studies carried 
out from the early to the mid 8U's to depict bMLs; impact evaluation 
reports o1 partially or fully AIlD funded projects supporting SMEs; and 
Oata cathered by the author of this report through structured
 
questiornaires or free interviews.
 

B. Ihe micro and Small entrepreneur 

1. ihe Micro-Entrereneur 

Since 198b, ASEPADh, with support from several donors including 
AID, has implemented a credit program for micro-entreprises. The 
latter area defined as businesses using labor-intensive technology, 
having less than L1O,QO in liquid assets and up to ten workers. Such
 
are the criteria to participate in the proqram.
 

Cruz 19Ui7. conducted a study of a sub opulation ot project
 
beneficiaries. This was a sub-population characterized by its
 
stability. Stability was defined as having at least 
three years in
 
operation ano having received at least 
 three loans from the program.
 
The intent in making this selection was to have a better ground for
 
isolating the impact ot credit. lhe hypothesis was that in the case of
 
more stable businesses, intervening 
 factors such as lack of markets,
 
owner's Pxperience, etc. would be under control. from this sub
population a sample of Eb firms was selected. Chosen 
 firms came from
 
three strata: woodshops, tailor shops and shoe making. 
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VrelIminarY results of the LruZ kjl'd,) stuv indicated that tne 
vast maloritv ot intervieweo entreoieneurs are etween si ano zU years 
Old, nave b dependents. and nave some oeqree o elementary education. 
4'v% o tnrrn, nave uc'ne to hiqn scncol and onAv a/'A 01 Tnem have 
Darticipatea in trainina courses rei atea to tectnical and
 
aoministrative aspects cot t nir ousiness. 

tor t/% oi them. tnei r lirms consitute zneir only source of 
ricemp. inat is. no secorloarv icCome o0neratirnq ac.ivitips were 

pra.:tic ea. Irtere are slnj T'Iant seas,,nat variations In aII:omp. Ohis 
is c&Cj ai neo DV two rtasons. urge. M'lay. Jurne. Julv alio 1ig'c~u~ are
months cot poor sales. it any at all. Ana two, tne vast majority o? 
entrepreneurs interviPeeo nave no JixeO montnly salary thrcuQnout the 
year. thev pay themselves LUase( r-PrOthe lirm's net earninqs per month. 
In -% o the cases. income is coroementeo by tne earninos ct ctfier 
?amilV memoers. 

mne 
averape monthly Income o1 an intervieweo entrepreneur 11 the
better earnino n:ontnsi is L/1Q. Wten ctner family members work, they 
may nave kin those same montns) an additional averaqe monthly income ot 
LtoI. Witn Tamliles navinq on the averaoe seven members, this 
represents an estimateC per 
 caoita monthly income ow L114 Tor those
 
lamilles wnere the entrepreneur 
 is the only source of Income. It
 
represents an estimated Der capita monthiv income of L1J':i4 when lamily
members work. Ihe Der capita in:come In laIT13 lIes With only one 
breadwinner is comDarable in constant lemPiras to that oetecteo in 
tam i lIes livino in tne- iess Door mar al nal Darrlos o1 leQu,:cialpa
(Lunioa et. aj.. 16 ) 

It is OlitiCuAt to say now much o' tne earninos are reinvested in
 
%ne firm. ine reo,:,rzeo averaoe level o monthly expenditures is 
simlJar to. tnat c01 m,.,ntniLv earninos, wnen vamiiy members 00 not work.
 
mowever. sebaratina certain 
 1amjLV eXDenolures trom business 
expenditures may not always be easy. #or eiamole. IZ/. nave their Shop

in their home. ano almost :'#. are currently either rentina or payina

lor their house. Ihe fact tnat 
 other family members besides the
 
entrepreneur work may be indicative of 
 a lamilv stra:eqy ailowin a 
constant 1low ot income to tne househoia, irrespective ow now minimal 
tnis coujo De. couldbucn Tlow be o imoortance particularly Ourinq 
those montns wnen firm saies orop. 

in tne sampie. firms nave Deen in cperation an aver=ae ow q years,
and in IdO% ot the cases tne business was starteo with personal savinqs.
Uurrently, averaae fixed assets are LelI1. 

bn% ow these firms employ an averaoe oT 4 permanent employees. In 
the other Itx.a all empoloyees are temporary. rI rms havinqpermanent 

A L/",/ tam21y members = Li11 per member 

L/gv'- Lnbl = Ll5nl// wamily members = LIV d per menoer 
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employees also hire temporary laborers, particularly for the months 

when orders increase. Amonq these firms, there are cases when the 

number ci temporary employees could be as niqn as that o permanent 

workers. zIu. o firms interviewed do not use any family labor. U/% o 

the entrepreneurs intervieweo estimate that they use semi-qualiflea 

labor. Yet, bUXY/ reported that one of their more important labor 

problems in the business is the lack O workers and/or o adequately 

trainea workers. It is known that some micro firms train their own 

workers. When this takes place, most apprentices are lamily members. 

Yet, some non-lamily members may also oe trained. Ihe technical 
in addition,limitations of the trainers are transmitteo to trainees. 


tfcrminq personnel ttirou0n apprenticesrip proarams is a lenQtny process. 

IMe lack of trained workers may be most important durinq the period o1 

hiqh oernana ?or the products tnat they manufacture, when temporary 

laborers neeo to be nired. the vast ma.)orlty ot micro enterprises in 

the Lruz (11,b/) study. 01%, pay workers by the piece o work produced. 

Unly bX are aule to make social security contrioutions, ana can afford 

payinq the seventh day and/or the thirteenth month, as applicable.
 

t.*aw materials are bouqht irom retailers in 7% o1 the cases. 

Micro-entrepreneurs interviewed tend to buy raw materials either daily 

or weeily. Vrouction is scheduled based on orders placed or 
availability O funds. Lack o workina capital and inadequate 
equipment and machinery are reported as the main obstacles to 
product ion. 

u5% keep no records at all, be they records regardinq purchases, 
payment o services or sales. In addition, 93% indicate that prices 

for proucts are set based on experience, not on reliable data. In 
order o importance, however, in most cases the months o1 higher sales 
are associated with Christmas, the initiation o the school year, and 
the celebration of Independence bay. One o the major marketing 
problems perceived is the low prices at which they can sell their 
production cdue to the current level oi contraband in Honduras. 

Impact data tr ASlIEVADL's CKEME proqram were reported by 
Reichmann (iSJUU). According to these data, beneticiaries of this 
proqram may be dlvided into two cateoories. She Tirst category seems 

to be composed of firms that experienced growth in lixed assets, 
monthly sales andnet income. in addition, these were tirms where new 

jobs were qenerated. lhe second cateqory seems to be composed of firms 
where stability was observed in most o1 the above mentioned indicators. 

)his categorization must be considered as analytical rather than 
statistical. One would have to have access to the raw data to 
determine the statistical validity of these categories. ihis validity 
would be crucial to determine sample behavior and assign tirms into 

each one ot the cateqories created. 1he current situation does not 
permit us to do so. However, despite the limitations that we face 
hypothetically it would seem that about 4U% ot the studied micro
enterprises would belonq to the lirst cateqory, and that the 
difference, b6%, would belong to the second. 



4 

Impact data in the case o? lirms wnere chanoes were observed 
indicate that: (a) fixed assets increased lrom 1% to ;ZOI tb) monthly 
sales increased by an average oT 6/%l (c) net monthly income increased
 
by an averaqe of /i8%; ana (0) the number of 
new jObS generated per firm
 
ranqea trom 1 to e. 

Interpretation o these 
cata must be cone in the following 
context. When evaluateO Dy Keicnmann, tne UI<LMI proqram had been in 
operation almcst two years. 
 tnrouqh this oroqram. the averaqe loan was 
L to4. In addition, stability or change in tirms may not be 
attributabie to prooram lactors alone. there are intervenino variables 
atlectinq program perIormance, particularly of a contextual nature
 
(e.q., qeneral pervormance ol the economy, policy framework unoer 
which
 
small enterprises cperate in Honduras, etc.). 

8earing tnis in mind. teichman's impact data seem to suaest the 
toll owing. 

k1) L;KLMtH as had substantial impact on firms havina experienced 
qrcwth. 

(2) 	 in the case ot the latter firms, qreatest change was observed
 
in monthly sales and net income. 
 this is understandable as
 
many ol the loans made throuqh the proqram were used as
 
working capital. As reported above, in Honduras lack OT
 
workinq capital is one o the major obstacles to growth in 
the micro and small business sector. ULkML_, then, is 
Providinq a soiution to this limitation. 

( ) Ubserved increments in net income are larqer than those in 
qross income. this lindinq may lead us to suppose that some 
oi thie costs oY studiec firms were kept constant when working 
capital became available. As a result, such firms would have 
used more efficiently available resources, both capital and
 
Ianor. 

(4) 	kirms showinq stability may have contronteo dilticulties to 
operate if tney had not received assistance from UKLML. trom 
this inlormation Qatherea, however, it is hard to determine 
how tne lirm's perlormance woula have been affected had REML
 
support not existed. 

the keichman szucy is suqqesting that it would be inadequate to
 
assume tnat all micro and smali 
 firms receivinq assistance from a Qiven
 
proqram will snow Qrowth. As mentioned above, there may be factors
 
outside the control o such program which will affect a 
firm's 
per lormance. These may be factors inherent to the firm or related to 
the context in which it'operates. koeser (1V8k nad suqgested, 
tor
 
example, that limited market elasticiLty common in Honduras is 
an
 
Important constraint to small business growth. Although 
Roeser U1982)

has arrived at this conclusion 
 alter studyinq rural businesses,
 
extrapolations to 
urban settinqs are possible. Applying koeser's
 
findinqs to the U tLrI proqram, we may argue that those CREME
 
benei icaries that have experienced stability may have reached a
 
cer in plateau due to the share o1 the market that they are able to
 



control or the number o competitors 4%hat they ace. Assistance fromthe UIKLM proqram may have nelpea these firms retain the level of
growth that they had reached prior to proqram involvement. What is
beinq suqoested here is hypcthetical. turther investiqation of
issue ol stability 01 lirms is warranted, 

the 
lhis as an activity that may

be carried out by the rMU. 

Heichman was able to probe into the impac- oata qatherea to beqinolerinq exp1anations ?or the growth ooservea in about qu. of the firms
investiqateo. She concluded that a common characteristic shared by the
most successful firms in the impact Study was the higher number of
CKIEME loans with respect to t1ie norm tnat these firms hao received. Aselection criterion to participate in the impact study was to have
receiveo at 
 least three loans. Ine most successlul 1irms had received
 
on tne averaae six loans. Ihis seems to suqOest that in addition to access to wcrxinq capitai, continuous support for micro farms is a key
element Tor QrowTn. buch continuous support 
 may imply not only havinq
relativelv constant access to tunas, but also to the other services
offered throuqh GRM_ (e.q., technical assistance and/or training), it

is possible to hypothesize that continuous support 
 from the Caf erent programs implemented through UkLMI- may help develop the potential of
those 
 lirms not havana yet reached the plateau o1 
qrowth mentioned
 
ear lier.
 

2. SmallEntrepreneurs 

a. Owners ano irms
 

fajaroo et. al k11bt)) conOucted an investigation among IU firmsclassified as small enterprises according to the criteria established 
by the beneral Virectorate o1 Industries. V o these firms were

locateo in iequciqalpa and 50 in ban Peoro bula. Ihey came from the
five most common production strata in the country for enterprises o
this size: f'c-oostufis (mainly bakeries); clothing; wood furniture;
prantslcops; ana metalwork (mainly bars, and metal doors and fences). 

Based on the del
.natonal criteria utilized by the beneralDirectorate of Industries, 
 these 
were firms with fixed assets under
LSVOOVU. and up to I permanent employees. In the case o firms 

As it will be further discussed in the section of 
conclusions
 
o0 this report, institutions tend to 
 have ditferent
 
definitions o 
 micro and small enterprises. Similar, though

not equivalentf criteria 
may be utilized by different

institutions for different purposes. kor example, both
 
ASPADA) and the Dirtectorate of Industries utilize the ceiling

of ten employees to 
 define target enterprises, In the case
 
of ASEPAL) it 
is utilized to define micro-enterprises. Inthe case of the Directorate of Industries, on the other hand,
is utilized to define 
small enterprises. In addition,
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viSIted, most employees were men. Ihese were firms which had been inoperation an averaqe o iu years. 1he distribution of the sample with 
respect to aqe is positively skewed, meaninq that a larqe proportion ot
the firms investigated had been operatinq more than 
 the averaqe period 
r epor tea. 

in 78. 01 the cases. 
the firm was being run by the owner, and it
constituted his only source of income. Unly in 2"/ o the cases were
lirms in 
 the hands of persons 
other than the owner, either close 
relatives or 
hired stat. In the latter situation, the owner was
eltner manaqxnq another firm or praczicinq a qiven provession which
 
constitutea an aodltional 
scurce of income. Manaqvment o1 the firm bynon-owners 
was more common in lecoucipapa than in San I-earo bula. 
lypically, the manaqers 01 the Tirms were tiqh school Qraouates.
However, *Y. OT them had only Qone to elementary school. Manaqers o

these lirms tendeO to perlorm the main tollowing lunctions: planning
and control , personnel manaqement. purchases and institutional 
llnl<aqes. 
 In 4b% o the cases, they relieO on assistance trom lirm 
employees to market their 
 products. In 8t1. o1 the cases, they relied 
mainly on contractea-out services to handle their accounting. 

In order o importance, the more qeneralzed problems reported byinterviewed firms, independently o products manufactured are: lack of
locally produced raw materials; lack o foreign exchanqe to purchase 
raw materials which are normally imported; and lack of adequately
traIned personnel. Locally produced materials are scarce, may not be

availaoie when neeaeo, show 
 sianxlicant variations in price, or do not 
meet quality stanoards required. In the sample, lack of foreiqn

exchanqe was atlectinq particularly small 
 industries manutacturinQ

clotnincn ano metai products. 
 the major2ty ot traininq or employees

hao been providea by the public sector. However, most O this training
had been in industrial saTeTv. iraininq in production related
activities seems to De consdaereo ot n aner imDortance. it was 
bellevec that suh %raininq must be oearea to .r:e specitic neeos o
small enterprises. orainino 
 Yor workers, for example, was needed in:
pattern use ?or tne manutacturina o cloxi'na: aoDoacation o varnishes 

AbL-Aijr talks ot IV employees. witnour 
 takinq into account 
their staD21itv within the lirm. in the case of the
 
Virectorate o 
 Industr ies, stability is important. The 
delinitional criterion speaks O 1U permanent employees. 

lhe implications o these delniticonal differences for the 
social analysis is that the categories oT tirms to which we 
make reference in this report are not necessarily mutually
exclusive. What is presented in the social analysis is an 
inteqrated mosaic o Tindxnqs. this has been done as not one 
single study carrieo out recently provided all the 
inlormation needed 1or this analysis. Secondary sources ot 
intormation were utilized to the extent possible. 

/ 
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and furniture iinisminq in carpentery ShOP9l and milling in metal
 
shops.
 

bolOmark et. aJ. t I /J reported Zhe resuats o a field 
investioation whmcn included 2b micro- and small manutacturinq lirms. 
Accoroino to tnese authors. labor oualitV is a problem shared by all 
firms", independently o their size. Labor quality has a direct impact 
on product quality. in turn, poor products are less marketable, makinq 
it more dii ticult for these firms to produce intermediary qoods for 
larqer tirms with qooa export potential, or already selling their 
production abroad. Ihe smaller the lirm, the lower the possibility O1 
havinq built-in systems to correct labor quality problems Such as in
house traininq proqrams, adequate inspection o inputs and outputs, 
etc. For boadmark :t. al. (l U/), integration o smaller and larger 
tirms seems more ditticult 11 the labor quality problem in the tormer 
is not re5olved. bmaller lirms, as in the case o micro enterprises 
report L0 above, may implement apprenticeship programs. However, 
throuqh these prc.qrams results are produceO slowly and do not always 
satisly the needs o skilled personnel that these firms conlront. In 
addition, the mo-ore skilled trainees, be they family members or not, 
olten leave the firm where the traininq took place. They may be 
attracted by either niqher payinq .jobs or the possibility o settinq up 
their own business. Por those authors, smaller firms should and woula 
be the major beneTiciaries of any measure related to the improvement of
 
human resources. 

Ihe kanconi et al. (19bI) study provi0ed some insighTs into the 
financial situation and marketinq characteristics o these firms. 
Ihese authors had also studied lU firms detineO as small and medium
sized acccor di nq to the Tixed-assets criterion established by the 
Leneral Uirectorate o Industries. ihat is, less than L!0,OUX in 
assets ?or the small industries, and from LbQUl to L4VU,QOU in the 
case ot medium-sized. As in the study previously mentioned, these 
firms wer-e located in leuciQalpa and ban Pedro bula. 

'inancdaily, small firms seemed to contront two problems: lack o1 
liquidity, and dilticulty of access to financial institutions to obtain 
workinq capi tal . Liquidity problems are partially explained as in Ud. 
o the cases seed and operating capital were provideO by the owner, 
wit' all the limitations that such arranqement implies. Ihis situauion 
was aqqravatea by the tact that o1 the firmsof7. had difficulty 
collectino from buyers who had purchased merchandise on credit, and 
that 27% had also reported that their inventory rotation was slow. (in 
the other hand. durinq the year that the study was conducted, b4% o 
the small firms visited had presented loan applications to the banking 
system. In most cases, firms were requesting operatinq capital. Only 
b% oh them, however, had loans approved. Ihe most common reason for 
denial of loans was the lack of su71icient collateral. At the time of 
the study, guarantees required by banks were equal to IbU. o the loan 
amount. When asked aoout the potential use o loan funds i they were 
to be made available, 41% indicated that they would invest in machinery 
and equipmE(nt, :Z4% would use loans as operating capital (mainly to 
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obtain raw materials), and Z1X spoke o1 their need to expand plant
faci lities. 

With respect to marketinq, b4X o the, small firms reported thatthere is permanent oemano Tor their products. Ihis is due to the type
OT qooOs that they manulacture: 1oostutIs, 
clothinq ano wood
furniture. 
 Amonq small entrepreneurs visitea oy fanconi et. al.(VJBI), seasonal variations oo exist. 
 However, they are 
less common

and o a lesser maqnitude than those reported by micro-entrepreneurs
the Uruz (1'B/) study. 

in
bO% o the small erterprises visited by anconzet. al. Il *J) manufactured GoCbs based on orders placed. 4 Z%estimated that oemand for their prcoucts had qocoa potential or orowth,

provided that both ouatity ano prices Improved. Improvements inquality Of qrods manuTacturea is hIndered 
the 

by a series o? factors
incluln: 
poor Quality o1 raw materials, characteristics omachlinery and equipment utilizeo 

the 
in the manulacturina process, and poorskill level 01 emjocvees. Ubstacles to price improvement are mainlypoor overall production DIannanq. oxilicuity O1 keepino 0own costs,particularly the prices o raw materiais, ano limited knowledqe o
c ,moet i tors. As a result o1 this, potentia demand for Q$oosmanulactureo by tnese firms remains untaopea. Icrcina them in most 

cases to work onia 
 one snilt per day.
 

When studyinq access to technical assistance, boidmark et. al.(VlzB/) found a clear cut distinction between larqe and meOium-sizedlrms on one sioe, ano smaller ano microtirms on tne other. As theyput 1". "trne aiavision) 
turned on the prooAem o access". Inat is, inmany o 
 the laroe ano meoium-sized 
 firms visiteo. owners or manaqers
had recei ved trainino aoroad, 
 were in permanent contact withte,:hnocCQ i ca± aovances overseas tnrc Jun their 1oreian partners, made
visits to more developed countries, or 
had received assistance through
soeciai instatutionai arranqements made available through tlDI., INCGA,
UNUr or similar aoencies. bmall 
 ana micro-enterprises, 
however, werein the CD:,ste pcistiaon. ey ano laroe. they are home arown and
Oepent-_nt on tne jamiteo locai traininq opportunities ?or prolessional
qrowth. 
 As a result, they often snowed lqnorance o important aspects
such as Produc t i on layout, scheaulina 0? prOduct i on, and Quality
control. &ur2atneeos o technical assistance in the area o1 marketingwere also detected. &or iaolamark et. al. .19mDn as expressed by smallentrepreneurs tnemselves, 
 "the small sell what they make vather than 
make what tney can sell."
 

Ihe data presented above 2noic-te 
 tMat smail 
airms nave arowth
potent a . tnat smaia entre reneurs are aware o tnis, ana that tnerehas been m,:tivation to continue orerac'.nq, and in some cases even
improvinq ana exoandinq operations. iMe averaqe aqe o small 
firms
Investiqated by ia,]arao et. al. k I li) and tne observed sampledistribution with respect 
 to aae is probably indicative ot the
obstacles tnese 72rms have faced in order to qrow: obstacles which insome instances, particularly in the lequciqalpa area. may have forcedsmall entrepreneurs to look 
for other sources o income. Irom the datapre nteo above, it is also clear that the main obstacles tor qrowth to 

http:orerac'.nq


take place are relatea to financial iQuIdity Problems ana limited 
access to baniinq resources. dif iculty in obtaininq locally produced 
or impc.rteo raw materials, lack o sufticiently qualitieo personnel,
 
ano aosence O aoeauate mar,,ezina szrateales to overcome an 
apparently 
permanent, vet staanant. oe.mano lor aocos traoitionaily manulactureo by 
small enterprises. 

Ile continuation and expansion 
of programs including credit,
 
technical assistance and training to manaaers and workers o small
 
enterprises seems warranted.s Lxperiences with programs o? 
this nature 
in the past have shown to have positive results .Ihe evaluation o? the 
ANVI/IIML 
 proqram carriea out by klores (1:d/a) indicates that with
 
proper assistance, the qrowth potential 
 o small enterprises can be
 
developed. Ihrouqh the mentioned proqram, a network o lVOs providing

support to small businesses was created. In a period o over two
 
years. institutions participatinq in the network were able to provide

loans, technical assistance and training to approximately 33VU micro
 
and small firms. Most O tnese were manulacturinq lirms producing

clothinq and shoes. 
 W:X o tnese lirms were owned by men. 41% were
 
owneo by women. flores (1'IV/a) studied the performance o J SU proqram
participants. ihe study was carried out by comparino production ana
 
employment indicators tor two three-year periods. Une o these periods
 
corresocanoeo to the three years prior 
 to proqram implementation. ihe
 
other corresponded to the duration o the prooram. 
 kesults O this
 
comparison indicated that 
from one period to the next, production had
 
increased by Isb7. and employment had increased by bb.. It is assumed
 
that most o these variations are attributable to the program.0
 

b. Lmpjoyees
 

Vive o the firms having benetitted from I-IA loans in the 
lequc.ialpa area were selected to stuay the impact of those loans on 
employment. I were considered small according to I IA delinitions for
 
size. 1he Other k were considered medium-size. All tive tirms had
 
one characteristic in common. Inese firms
were where a higher than
 
average number 0 .)obs had been created. .hey were tirms involved in
 
dillerent types o productive activities: broom sticks, turniture, bags
 
ano 
cases, candy, ana baeaa. Une o these firms was the supplier o an 
export company which alter an additional processinq stage sells its 
products mainly in the Unitea btates. Iwb of the firms visited work
 
two shilts. In one o these firms, employees from both shifts were
 
interviewed. In the other, however, interviews 
 were limited to
 
employees from one shit. 
Ihe total number ot employees interviewed in
 
all live firms was 14b. iheinterview quide utilized in this research
 

Ihe attribution o? chanqes essentially 
to proqram factors
 
would have even higher validity had the evaluation design

included a control Qroup. Ihis have
would permitted the
 
isolation ot the impact attributable to intervening variables
 
ke.q., perlormance ot the economy in Qeneral) trom that
 
attributable exclusively to the program.
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appears in Annex 1.
 

Ihe 	 socio-economic characteristics o personnel employed as a 
result o t IA loans in these firms were the lollowino. In the sample, 
tob. were male and 42.( were female. their average ace was ;e, years old. 
t4. were sinaJe, 4Z% were marrieds ana tne rest seDarateo or widowed. 
1J7. were ZU years ola or less. Most 01 these employees were still 
livinq witn tneir parents ana heipino them support the rest o the 
lamily. In the case o adults, tne averaqe numoer o dependents was e. 
Many o the sinqie parents were women. the mean number of schoolinq 
years was be meaninq that most OT tkese employees had Just finished 
elementary eaucation. /7. indicateo that tney were still qc'inq to 
school. aeneraily attendinq niqht classes. 40% reported not havinq any 
speci tic qualilications. Amona tnose that 0a0, the most common traces 
were: carpenter, Tarmer, and baker/candv maKer. /*7. were workina in 
proouction, IUY. were workinq in administrative positions, and 11' in 
sales. b/. were permanentiy empsovea and ZJ/. were holdin temporary 
.)obs. bt~. reporteo havina tixeo salaries. /7. reported having a basic 
salary complemented by aoditional payments based on per lormance, and 
247. receiveo only piecework payment. With the exclusion ol those 
dedicated to larmina, imona tnose who nad had previous .)obs, the 
averaqe weekly salary % = LbLi. in the sample, the present average 
weekliv salary Is also Lbs. the mean weekiy salary earned by men is 
Lb%, while that earnea by women Is Ltb. Ihis diflerence Is partially 
explaineu vy the tact that men are practicina eitner hqher paying jobs 
or nave hiner payinq positions ke.Q.. administrative vs. production 
rel ated). 

Uetaileo anaaysis o the data related to tne current employment 
situation nas permitto us to esT.auj ism three oistinct cateqories o 

eroAovees. inese are: tj) persons who nave obtained their first .)oo; 
Ce) perscns who were alreaov empAcveo an have been able to obtain 
temp~orarv empOvITient In Trvms recevir., ,1A Aoana: ano (J) persons who 
nave cnanoec IcODs ocino oenrrajiy rOcm cine permanent Dosition to 
anotner. A cescrioTion o tnese tnree cateoories o oeneticiaries 
101l ows.
 

(i) 	 in the sample., lU. reported being employeo ?or the tirst 
time. iwo thirds O tnem are female. Un the average, they 
are :e '%ears old, have hac / years o schoolinq ana indicated 
not having a special occupation. Many o them are among 
those who still stuyinq, taxing niqht classes. /4% have 
lound permanent employment and for their most part work in 
production. their weekly salary averaqes LU.bJ. the main 
advantaqe o1 their current position is, as expected, having 
chanqed trom the condilkon o1 unemployed to that o1 employed. 
Hercevied benelits o that position are thus mainly ot an 
economic nature. 

(2) 	 Zb. o those Interviewed belonq to the second cateqory. rhey 
constitute a divided group as over two-thirds were holding
 
.jobs prior to their current one. Ihe titierence, on the
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other hand, were holoinq permanent iobs. lmployees in this 
cateoory are on the averaoe ;1 years Pl0. have had tour years 
o0 schooling, and have either no special training or have 
normally practiced aoriculture. peositions held are tor their 
most part in production related activities, Average weekly 
salary earned is LtO. More than halt ot them perceive 
advantages in their current position when compared to their 
previous one. (he two most commonly cited advantaqes are 
hilner income and reduced drudqery. In it in this category 
that we tino tarmers whO at the time ot the study were 
holdinq temporary sub-urban .*ous to complement ?arm income. 

(J) 	 n4% o the employees intervieweo belong to this category. 
b4% are male and 4b% are lemale. the mean age is / years 
old, and they have an average ot / years o1 schooling. bUA. 
07 the empaoyees in this category were workers with little or 
no qualalication. LJ/. were qualitied workers, 1:3% had 
receivec training to occupy manacement related positions, and 
Z% aetaned themselves as student', More than two-thirds are 
currentay occupying positions in proouction. Iu7. are 
occupying administrative Dositions. Ihe mean weekly salary 
in this category Is L/4. Ihose occupying administrative 
positions, however, earn an averaqe weekly salary o LIUV. 
/b% o employees in this cateoory consider that their current 
employments otter advantages over tneir previous one. he 
most common mentioned advantages are: hiqher earninqs, an 
improved workinq environment, and employment stability. 

ihe tirst cateaory is composed of the newly inteqrated members ot 
the laDor iorce. (he second category is ccmposeo o those who we may 
call the "scavenqers". that is. a Iloating Qroup o? workers who have 
controntea and contront temporary employment. In some cases, this 
employment is seasonalv and it complements ?arm income. The third 
category seems to be composed ot those Who are tryinq to bu1id careers 
and are striving Tor mobility. 

Extrapolations o tnese data to the whole universe o persons
 
employed as a result ot the loans made by f IA Should be done 
cautiously. Firms in the spmple came trom a specitic sub.-population ot 
(IA Deneticiaries: those generating more employment. "lhis may be 
Indicative ot the arowth potential oi firms Investigated. laking this 
into account, we may say that t IA loans are providinq employment to 
maroinal sectors o1 urban and sub-uroan honduran society more prone to 
contront under- and/or unemployment problems, and to live under
 
conditions ot poverty. This group consists mainly o young persons, 
with limited education and skills, otten bringing in secondary incomes 
to help support large families or supporting single-parent households. 
Althouqh many o those hired as a result of these loans had been
 
employed belore, tirst employment opportunities are being made 
possible. Whether employed before or not, most ot the jobs created are 
believed to be permanent positions. Precarious employment, thenv is 

/
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the exception, ratner 
than the rule. those 
scavenqers constitute only 

who we have named the
:b% Of the persons intervewea.three-lourtns belong Almostto the other two categories discussed. In some
cases, employees 
 are beneliting 
 Irom social security coverage.Increases in income have occurred. 
 the career 
 builders constitutelarqer oroup thein the sample, they are also the upwaro mobile employeesinterviewea. 
Among them, higner earninas is one ot the reasons citedIro current lob 
satisfaction. 
 tor some ot those previously employeo,income has Prooabiy remained constant in current lempiras. this isparticularly true of those working in production. In their case,
hiqher skills seem to be a condition to higher earninqs.
 

U. Maqnltuae ot Intenae0 L 
Tort lhrouqn the tFro.)ect
 

table No. I is Intenaed to give an 
 indication of 
 the maqnituoe ot
the relevance 
o the new project 
 to the small business sector. itsnows the numoer oi beneficiaries ot institutions currentlysmall supportingbusinesses, ano 
 the anticipateo number oi 
beneficiaries 
as a
result 
of the new pro ject. Iniormation 
participants ana 

is presented by separating

non-Darticioants of 
the ANVI/etz suDort network.
also aistinqushes between the 

It 
type of assistance provided ana therecipient of tne assistance. 

lhe data should be read in the loAIowina context. Pirst,benehiciaries reported here are persons rather than firms.may receive more than 
Une firm 

one loan during istne pro lect. thisoarticularlv true o m)cro-enterprises.
trainino may aAso de 

tecnnical assistance andprovided several 
times to the same 
firm during the
pro lect's lilte. becono. entrepreneurs may receive consecutive benelitsIrom aiTerent oroject activities. 
 tnaT is. they Coula be Involvedtraininq activities Ourinq perloo 
in 

xo ano Become participants in bothtecnnicai assistance and creo3i; activities ourinq perioo v. Ana third.inTormation presented in that table assumes rotation ot 
funds.
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lable I - -xpectea Number of iseneticiaries 
Idefore and After tlie Pro.ject by lvoe of 

kbeneliciar-, ana Assistance
 

S.nrepreneurs. 	 . Irain- aIotaJ 

;Unly ;IA and/orit;reait + 'InQ tori 
.Lreoit ',Irain.inq I A/Irainnq.;.orkers ; 

A* ;bmall business Assistance 
*Network Associated with /41 //1/ ; 44/ 1 bllk 

t ;ANL) _/1'VMl_ .' ... ; ... ... 
u ;bmall business Assistance 
a :not Associatea with 14 I11/ I.;e None 

A D.I	 ;s; 

hub-IotaA 	 b 844dl l 2/3
 

Lxpecteo;tsmall business Assistancei Undeter
 
In- ;Network Associated wit n ;U; ;'l 2t mined ;l04bu,
 
creases ; ANUI/_e.YflL 2______ _
 

with ;bmaAl business Assistance; ;Unaeter;
 
New &not Associated with 44d 4n44 i lnTf~u ;mined ;eu/vZ
 

Sub-lotal .. ... k-1 	 - 44b ; b/Vl L Undet er.............. ... 	 "U I I ut
.	 .... .. . .. .. -.... ;mine(--,: ; .-

S* I 	 ;rined 
" ANul/VYMr estimates as o tenruary Ib. 1IdW. 

U.O 	 Keported in blanev and Uark's honduras:. A tmail ana Macro .E.nterprx 
Lueveiopmenz_btrateqy, Appendi x 

(.' benetliciaries o1 current programs. 
k'0 Ihese data include expected beneticiaries o project activiti 

2mpiemented by VANLAHbA, banco de Uccidente, VUNAVL)H and ASLVAV 
Vroposals presented by the latter two agencies to become involved 
pro)ect activities were utilized to calculate these estimates. 

tmo 	 beneliclaries o Oroarams impiemented throuQh the new project. 

labie 1 was constructed tryinQ to avoid duplication ot 
intormation to the extent possible. Under the first column, 
beneficiaries estimated to receive only credit are shown. In the 
second column, oeneticAaries o strictly .1A and/or training activities 
are reported. Ihe third column refers to beneficiaries involve.in 
programs including both IA/trainina and credit. lhese estimates 
indicate that as a result o the pro.ject the total number o 
beneficiaries would increase from /4CS/ to .llUZ. this is a lour-tola 
increase in a perioO o1 five years. Ihese estimates also indicate a 
tendency to favor the delivery o service packages rather than 
discrete services. that is, credit coupled with technical assistance 
and/or training instead o? each one of those services in an isolated 
fashion. Uurrently, delivery o services as a package would be 
alecting b S. ot the population ol small entrepreneurs being 
tarqettea. lhroun the new project, that proportion will be 'bX. 

It has been estimated that about 47. o the micro- and small
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entrepreneurs that will benetit trom pro3ect activities will be 
women.
Host ot these 
women are involved 
in small trade. However, some also
 
manage bakeries and tailor 
shops.
 

Pro3ect activities 
do not include traininq tor workers. 
 Due to
the tact that lack 
or sKilleo laDor 
is one or reported problems, which
small tirms 
 are contront:nq, 
the project should be preparea to otter
proper solutions. ANi/IPYM; COUId play an 
active role in determining
what those labor traininq needs are 
and in iaentityinq mechanisms to
 
satisty them.
 

1NFOP coula make contributions 
in this respect. However, to date
their clientele 
 is composes mainly 
or medium-sized 
and larger
inaustries. 
The technoloqical level 
or these customary clients is
necessarily the not
 
same as that 
 or smaller tirms. 
 Adaptations or
curricula to 
the needs 
 or pro)ect beneticiaries 
 may be required.
Recently, iNFUP conducted a traininq 
needs assessment 
or tirms or
ditterent sizes, small 
tirms included. Once the data are 
analyzed,
INFUP will dispose or 
 the basic intormation that would be 
needed to
modity their 
current curricula. 
 It made, however, these moaitications
may not 
 be implemented immediately. INFOP has a 
reputation or acting
gradually in the 
Implementation or 
any new program.
 

An alternative 
to INFOP is CAVERN. Througqh Component 11 ot
AILD-tunaec CADERH the
11 Pro)ect 
traininq needs assessments and training
programs may be 
carried out. Although the 
 intent or Component II
to make available tundinQ tor 
is
 

the traininq or 
new workers, skill
development or 
persons already employed is an option 
to which CADERH
inanagers may be receptive. 
 Linkaqes between CADERH and ANVI/PYME need
 
to be developed.
 

D). ~OflteX~~~~t ai_.Variable A.tecting thePertrnance _p J 1 c-o_n 


. . ..... ~. .......
. .. . . ..
 

Recent proqrams establshea 
 to support small 
 enterprise
development, such as 
the ANt4I/PYME.assistance network, 
are helptul in
creating a 
 new set or conditions 
under which small enterprises may
operate. 
 Through the provision or 
technical assistance 
 and training,
those programs are resolving aitticulties which 
 are inherent to the
tirm. by providing credit, however, 
 they are 
 resolving ditticuities
which are external to 
 the tirm and related to the prevailinq banking
practices in Honduras. 
 In so doing, these programs are breaking
through new territory and beqinninq to modity a 
context presenting
constraints that hinaer the development or 
 small enterprises. It is
to the analysis 
 or this context 
 ana its constraints 
 that this
discussion 
now 
 turns. Contextual variables 
 that attect the
pf tormance o± small lirms to be 
 studied here 
are related to the
t, Iloving topics: 
inaustrial registration and classif1cation, tax and
trade policy, and lending policies in the banking system.
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1. industrial KewCtaton and wLassliicatjON 

1o operate leoally, a small firm needs to be relstered. 
Reoistration must be done in the municipality where the firm is 
iocatea. in tne case oT iirms manuTacturino 'ooostutso an additional 
reoistration witn the rainistry OT Health may be required. IhrouQm the 
reqlstratlon proceouree the Municipality makes sure that the owner ot 
the firms has pata all aPplicaole municipal taxes, particularly estate 
taxes if the firm operates in a house owned by the entrepreneur 
himself. In addition, the reqistration process aAlows the local 
qovernment to include the firm in its roster to eventually collect a 
to% tax over Qross sales. Municipalities may make the distinction 
between Tirms with capital investments below or above LbUUU. lor 
firms with capital investments over that liqure, a lawyer may be 
required to carry out the reqistration process. time and money spent 
in reaisterina a firm varies dependina on the municipal-ty where the 
reqistratlon process taKes piace. table : summarizes the linoinas of 
the bolomarlk et. al. tlfb/) stuay reqardina the costs of firm 
reqistraticin in leauciqalpa and ban V'edro bula. Lata are broken down 
by firm size. the municipality in leauclQalpa Is obviously more 
demandina than in ban Pedro Sula. It we were to extrapolate from the 

-Lru kllb/ study wnicn indicated that averaqe fixed assets of micro
firms investiqatea was LZ,911, we may conclude that the monetary cost 
o reoisterino a tirm in that town coulo be as much as 
IZ. of fixed 
assets. 

iadie Z - lime ano Money Neouirea to Neqister a 
bmall kirm in lequcloalpa ana ban r'edro bula 

; lirms with Lapital tirms with Uaoital 
; Assets *LIZ-UU . ; . Assets 'LOUVU 
IIme in oays Money lime in days i Money 

; iequciqaoa i 5-.Z;estate iLbZ-LZ " "-b ;L=Z + ano 

; ; b;usiness 
S* Itaxes as 

treQuireo 
----------;ban Pedro bula; iS- 4 --------------i LJ ; 1 ;-b -----I L;I 

Artisans, small ana medium-sized manutacturina firms in Honduras 
have the Possibility of beinq officially classified as such. It they 
fall into any one of the size cateqories indicated, they have the 
right to certain benefits. Most important benefits include temporary 
exemption of income tax and consular and customs taxes on the imports 
of raw materials, semi-processed qoodsV tools, equipment, parts and 
accesories. L)ependinq on the benefits, exemptions may vary from 4 to
 
Ie years. Uoldmark et. al. (i1U/I have inCicateo that small firms may

have to spend from LJ14/ to L;b4Y and from iu4 and ;tU4 days to become
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classi tieo. 

When the classi tIcatIon I issued, firms acquire certain 
oblioations. balinoo a ter analysis theilittl). an ot appropriate 
leqislation. concluoeo that these oiaiations include: ofthe payment 
a lee to help tuna tne costs of entorcino the tax exemptions: the 
acceptance of the technical assistance offered by tne Public sector; 
renderino the equivalent o IL'% o the tax exemptions to LUI ?or 
technical services tnat tls institution must provioe: ano the 
acceptance to sell proucts accoroina to price limitations To basic 
coilsumption qoocs that tne covernment may issue. 

Itle tact that the recistration and classification processes are 
both tedious and costly, makino tirms become suo Iect to qovernment
control ano taxation, motivates many micro and smail Tirms to operate 
unaerqrouno. most tnese lacK aoequate contacts,o1 firms the clout, 
and tunas to pay or accelerate either the relstration or the 
class icotion processes. Workirnq underarounO seems more common in 
leoucLaalpa than in ban 1-eoro bula. the reolstration process in that 
city is not oniv simpler and cheaper, out tne municipality is much 
more active and strict in eniorcino reoistration reculations. 

Alter beinp classiTied. the rlQnt to nave benelit privileqes must
 
De renewed annually. Kenewal cc? benelits is based upon the Submission 
OT detalled information reaardina firm operations. balindo tI1VI) has 
suqoestec that tne type of report that needs to be submitted requires

technical aavice. Unfortunately, this is advice which is either not 
available or too costly Tor the small entrepreneur.
 

2. tax and trade leolicy 

the tact that many smala tlrms are not classitied forces them to 
be excluaeo from the tax exemptions mentioned above. lirms mustthese 

buy neeoeo imported raw materials and their often unsophisticated 
equipment from tne local market. tnese purchases are made trom 
retailers where qooos Purchased are offered as consumption qoaos.

diianer tarifis are imooseo to consumption Qoots as opposed to
 
Intermeniate aoos and capital Goods. bobdmark et. Nal. 
 (it5/) have 
studiea the Oilterences in duties paid on certain commooities commonly
used by small Tirms when introducea into the country as industrial 
000dS or as consumDtIon 00bOS. the tinoins of that research are 
presented in table No. J. As it can be observed, the diflerences are 
substantial. When studied commodities ar-e imported as consumption 
Qoos rather tnan capital poods, duties could be as much as oLIqht
times hiqher. that is. duties may jump trom t/. to 40% o? the imported
price of aiven qoods. i4 rIces o1 commooities purchased trom retailers 
could also De hlqher than that which could have been paid had the 
com:,aodities been imported directly by the small entrepreneurs, even as 
cc ,sumotion coopds. this is true for two reasons. first, the price 01 
ir cermediation would nave Deen avoided. And second, retailers often 
obtain in the parallel market the toreiqn exchanoe needed to import 
the commodities that they sell. Vollars purchased in the parallel 



market may cost, as such a% 4% more tfhan when purchased in tle 
official market. 

iaoie i - uLutles on 4.ertain Lommooivias 
' UjassilijeO as Industrial boocs or Lonsumption booOs" 

,LOmmOXOI T, V .uJuy II 1_,ass5 Ieo ,utv i LiassI?3ed I 

;as industrial boo0 ;as Uonsumption boodi
 

;bakery equipment 0 0. 10 - Iu. I 

;Llotninq manulac
;turinq equipment Z) - 1 U% ; s. - 47.
 

'Ke~riaeratcrs ; Iu - Z(Y/. # 4Q7 1 

;Machinery in beneral v .%X 407. ; 

%A'O bource: tboldmark et. al. (l1Vb/), P. 1* /. 

Me Durcriase o needed imported raw materials and equipment trom 
retaliers has a definite impact on the Cost ot production for micro 
ano small firms. inis in turn has an impact on the prices o? 
commoolties that they manufacture. uTten. these prices are not 
comuetitive with prices of slmiAar products that may be manufactured 
and purcnaseo in nexqniorinq countries. in fact, it is not unusual 
for lower- ano middle-class urban dwellers in Honduras to make week
eno trips to Dorder towns in L balvador to Purchase textiles, 
clothina, ana shoes. I hat is, qoods often Produced locally Dy small 
firms. in recent months, the Dress as well as entrepreneurs 
interviewed throuoh different studies have otTen spoken about the 
1ico o contraoand Irom ne2qnborinQ countries. L.aims are that some 
o tne oods imported iiieqaliv are also clothinq and shoes. Firms 
visiteo by boidmark et. ai. (i'bi) in the clothinQ and shoe sectors 
anticipated drops in sales OurinQ lVU/ due to contraband problems. 
AithouQh laroer firms in those sectors are lookinq or torelqn markets 
for their products to compensate for the iosses in local sales, 
smaller firms nave reduced their output and employment. 

:1. Lendinq rractices 

As reported Oy small entrepreneurs themselves, iendinq 
practices ot commercial banks in Honduras limit the access o small 
enterprises to formal credit. 1hese lendinq practices are 
characterizea by hiQh asset-based collateral r equi rements. As 

indicated above, 1U?. col~aterai has been reported, and boidmark 
et.al. Lib/) claim tnat it can reach as much as ZUU%. Uoliateral is 
qeneraliy required in the form of real estate property. A second 
otion is inventory. Unly very seldom machinery and equipment are 
accepted. bmall entrepreneurs aenerally cannot satisTV collateral 
requirements establishea by banks. Ihey do not always own property 

I 



an inventory is rarely stockeC in sulticient ouantities tO serve as 
collateral. In the case o loans under LIVQQU, small entrepreneurs 
have tne possibility 01 aDpoyirnO or a Personal ioan. tor this type 
OT creoit, coLAateraa reoulreo is usualiv two loan CO-sioners. this 
condition is easier to meet,. ano smaAi entrepreneurs nave been tound 
to opt tor tnis alternative. bucn loans. nevertheless, are short-term 
ana utilizea to satistv workina capitaA needs. beneraliv. no lona 
term loans tor capital investments are available. lWesortinQ to money 
lenoers is more common amono micro than amonq small entrepreneurs. 
however, This is an option also availadle to the latter. As in the 
case ol micro-entrepreneurs, smali entrepreneurs use inlormal credit 
sources to satisly emeroency-type needs. In the boldmark et. al. 
study, annual compounoeO rates o these loans varied ?roe 1 to 
Z4 .. c Ihat is, seven more points than the established ceillnq tor the 
banKi1nq system. 

kunOina lor small enterprise development in Honduras comes trom 
live li t Terent sources: 1) retinancinq or 0 1sc ount windows 
estabJlsned at tne BLH: t:e) public sector institutions whose mandate 
IS to suPort small business Oeveloment such as GUIl4 I) specialized 
private sector institutions created ?or the same oD)ective Such as FIA 
and IUNAVLH: k4) I-VUs Involved in credit oroqrams, as is the case with 
most aaencles included in the ANUI/VYME network: and (5) the more 
proaressive banks. Assessino the status o1 these Proarams, boldmark 
et.al. (ijB/) concAuoed that specialized private sector institutions, 
VVUs ana the indicated ban ts have been more eliective in reAchinq the 
taroet population and maintainina a healthy DOrtiOllo. -Uovernment 
institutions have reacheO the taraet population, but have Dben unable 
to keep loan oelinauency down. Many ot xne Virms Denetitted throuqh 
the rediscount windows at the WCM seem rather larqe, ano probably they 
coulo nave obtained ?inancina throuph other mechanisms. Ihe 
prOportion o micro- and small tirms reacheo by tne more efticient 
aaencies is smaii. bolomark et. al nave araueo that it represents 
only */. oT Vne totai universe o7 micro- ano small tlirns in the 
country. 1nus. mucn o the demanO, particularly amonq the most 
bankaoie micro- ano small Tirms, remains unmete. his is true despite 
the current reported liouidity in the Dankina sector. 

4. imDications tor tne frroiect 

trom a socio-culturai perspective, variabies arteczino small 

U'her studies such as boto banuero et. al. '.ib:j have 
suqaested that such interest may be much hlqher. the 
reasons that may explain the results obtained by boldmark 
et. al. (1VU/) may be several. Intormal creoit sources in 
this stuay may have been money lenders either related to 
loan recipients or reaistered with the Lentral bank. Money
lenders woulO charpe less interest to borrowinq relatives. 
In addition, the annual rate tor loans made by reqistered 
money lenders has been lixeo at Z4X lor unsecureo loans. 
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business aevejopment are relateo to the interests ano value system
being represented by law and policV makers who may have decisions 
witnout aoequate Participation of small business sector 
representatives. 

the current pro.ect needs to continue develoDina the capacity o? 
the small business sector to speak out ano aelena its interests before 
Honduran sociexv in General. turtner development ot the business 
Assistance Network (bAb.t within ANUI/VrY;e oermittino thne occurrence ot 
inter-institutionaA meetinos. trie pubiication c? newsletters and 

,DrcnlgctincarOaj D LJa-T.-Zn1 witn wIoP Olt5v]OU.T. cn insioe ano outsioe tne 
se,:tor. ano re esroan-=ar2:,n cr nartnai conrerences witn wide meoia 
ccoveraoP. seents warranteo. All aoOitisn, hAulrYrL- sr'soulo activelv
seeK tne invoivenent oT Smali Ousiness sector representatives in talk 
shows. lora. and public ani private sector commissions studyLnQ
industrial aevelopment problems. ihis should permit the aiffusion of 
sectoral orcooems ana concerns. it would also allow ?or the 
Oevei,:,Dment oT SKIIAS O suct- representatives to deal with Public ana 
Private sector development aQencies, the meaia and public opinion in 
General. tunas should be made available Tor these activities. 

nhere are policy aqenda elements which may be dealt with outside 
the context of the proj)ect, but in support ot pro ject related 
activities. Amona the most important are the need to thesimplly
small tirm reqistration and classiication processes to make them more 
expeditious and less costly. An elfective strategy to fitlt 
contraband needs to be deslqned and implemented. Means of providinQ 
hianer spread to banks tor small enterprise (on)-lendinq need to be 
identiilea in order allow them to coverto the costs ot administerina 
smaller loans and protect themselves against riskier clients. 

Wichin the context of the project, additional measures may be 
bOSSi Die. 

ki to continue channeiina creait to small business through

private sector develcopment inst tutions such as I-lA. 
tUNAVLH. A6LPAVLU and others atfiliated to the ANul/YME"dAb 
network. In their case, collateral requirements have been 
relaxed or modified so that credit to solidarity Groups is 
possible, the use of machinery and equipment as collateral 
mav be accepted. required collateral may be limited to the 
amount ol the loan requested, and lonq-term linancina is 
made available. inis permits reachina the smallest tirms of 
the spectrum. 

) to improve the technical capacity of LLUi to identify the 
more bankable pro.jects ana to collect arrearaqes. 

tj) 	 lo expand and replicate the APAUL, experience reqarding the 
payment ot interest rates above the 1/7. ceilinQ for more 
than .just emerqencV-type needs. As Heinzen (15JBb) 
suqqested, an incentive Tor qraduation to formal credit
 
proqrams needs to exist for small enterprises. fhat
 
incentive is absent it interest on bank loans is higher than 



interest on loans obtained from other sources than Danks, 
particularly eVUs. 

k4) eut to trial the Idea of loan syndications suoQested by 
.ooiomArv et. AI .ib/.. Inat is. in toe case ot the more 
promisino orojects the Tunoina ?or loans may be provided 
both bY development aoencies ano banks. However. repayment 
o0 the bank's snare in the loan would take precedeice over 
tnat o trie concerned development aaency. in these cases, 
the banks should use their own resources to extend the 
loans. 

) 	 bavinos mobilization amono clients o l private sector
 
development institutions can be enforced. 1nis would allow
 
Such clients to accumulate Iunds ?or investments in the
 
future.
 

kb) 	 Wnenever possible. trhe winolesale purchase of raw materials 
and intermediate Oioa could be Supported. inis could take 
place it firms neeoinq the same inouts pot topether to make 
their purchases. bolidarity Groups amono entrepreneurs 
tabricatina similar products ke.p., shoes) could make this 
option viable. 1he need for this type oT arranoement is 
more prevalent amonQ micro-entrepreneurs. Ihe ANUJI/F'YML 
proposal includes this possibility. It should be supported. 

10 ensure that the pro.iect reaches micro- and small firms, 
criteria to oeline them must De estaolisnea, bince one oT the 
ob1ectives ot this project is to Generate employment, such criteria 
snoula also inciude emojcyment Qeneration elements. Lrxteria proposed 
to estaoaisn a workina Celinition are the ?ollowino. In the case o 
micro-Tirms, tne suqqestion is to oetine as sucn enterprises with an 
averaae oi li ,e permanent employees. fixed assets under LUUVU. and 
the use ot labor-intensive techncloav. bmazl firms shoulo be Oetineo 
as those havina an averape o :V permanent employees. less than 
Lieu.VU1v in fixeo assets. ano Prelerably usinQ labor-intensive 
teChnolopy in some ol the aspects of the manulacturinq process.
 

L. 	 bupoir t Or Micro- ano bmali anerDrises 1nrouan. More 
I-rotressive danks 

. Uverall t-I:ture 

1A. oAN,_AnhA ana ean,:o ae uccidenre ail orovice creoir to micro 
and small IirmE. ine oeimntlon o Deneticiaries utilized by these 
institutions var ies tron rnat utiiizea ov VVUs sucn as AbLPJAUm ana 
k UNAL)LH. Altnlouorl cateoorlzea as enuivalent. firms o1 larQer size are 
served more thrOuah oanKs tnan throupn the eVus.
 

Ihe motivation o financial institutions to provide this credit 
is, as expectea, prolit-basea. However, in the case o? k IA and Banco 
Or Uccidente it is tinted witn social concerns. Ihat is, there is an 
it erest in supportinq firms either owned by lower socio-economic 
strata or Piaiyci an importantrole in qeneratinq employment. 
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t1A has beaun DrOViO)nc credit to micro-enterprises Partially as 
a result oi reouests maoe DV AlU. it has Decomte acouainteo with the 
neeas o micro-1irms tnrouai tne close reiationshio that it maintains 
with ANr'.e-. bO tar. ;ts suDDort for Picro-enterprises is minimal. 
however, it is in the process o1 oesionino a pilot proqram for such 
f1rms. A special winoow Tor micro-enterDrises w1il De created. kunds 
?or tnis winoow will De Droviaea on an equal oasis Dv ANMI'l ano - IA. 
lotai Turtoino wltn wnxcM tnis winocow wlij operate will be LAJU.,.UUU. 
ihis winoow wiJi De initalv in operation Tor one year. 1-or the most 
part, It is expecea that clients t#eat will benefit trom this facility 
will be identitied throuoh ANMtJI. 

o become elQoible Tor credit, entrepreneurs will have to show 
proof 01 havina successlully completed manaqement courses to be 
otlered by bLMAH. LVurinq the lite o the Dro.ject, VU. O the costs ot 
these courses will De paid by IIA. it is expected that the 
ditterence, 10?., Will be tunoed throuah a donation from Ali). Loans 
Will be tr a maximum o LU.()UV. osiqners and machinery and 
equipment will be accepted as quarantees. 

It credit supervision Determines that loan recipients are
 
experiencino loan manaqement Oil1iculties. trainina or technical
 
assistance o solve them will be ollerea. it is expected that the 
costs o1 such assistance or traininq will be paia by the entrepreneur.
 
It neeoeo. loans at concessional terms IYa.) will De made available to 
the entrepreneur to pay for these costs.
 

J. bANI-AhtDA 

lhe support provided to micro- and small firms by BANGAHbA
 
operates quite oilterentIy. ihe Initiative to work with these 
enterprises was Dorn within oANGAHbA. it is partially a result o the 
experience that the Danv has nao with small commercial firms which 
have devebopec their orowth potential. It Is also a consequence o 
the concept that small firms have been ano will continue to be, in
 
Honduras or elsewhere, the pillar o industrial development.
 

Vor some, time, bAN-AHbA has been in contact with the small 
business sector. Ihe banK's t<eqionai Virector of Northern Honduras 
is a member oi tne kUNAItH board of ULrectors. In adoition, a credit 
ol icer in leauciqalpa often advises ANMt-'I on credit matters. Keepinq 
?requent cont;Ncts with this Institution. bANUAHbA is happy to service 
clients referred bV AbLKtu'A either because the amount of the loan is 
too hiqh Tor AbA-'AUL to handle, or oecause A f'ALJ has already 
extendeo too many loans to the same individual and wants to extend 
loans to new clients. in turn. bANUAHbA reters to AbLVAIt credit 
applicants requestina very small loans which 1ANUAHtA Tinos too
 
expensive to supervise. No formal apreement between BANUAHbA and
 
Abhk'AU exists to date. heir workinq relationship is a result of
 
mutual friendships. bANUA-CA teels that VVUs snould not substitute
 



banks in orovioinc credit. According to Dank representatives, i'VUs 
have neither the necessary experience nor the institutional support at 
banks t6 extend creai ellicientlv to small lirms. 

Nationwiae tiela re-earcn has beeni recently conducted by bANIJAHbA 
toc aetermine the creolt needs ot micro- ano small enterprises, tne 
volume a? sales witnin the sector. and the savings that can De 
mobilizeo. Ihrouah tne investigation conducted over ,Uu firms were 
visitea. Kesults of th2s research, extrapol atea to the larger
universe oi smoil enterprises estimateo to De Viaae up at Zb$b units, 
indicated that amono micro and small firms the demand ?or bank credit 
is °Dual to LAb mi iion. miat amount may be broken down in the 
Tollowina manner: Lb million is needed bV ANGAHbA clients, ana L2Q 
million by clients ot other banks. Ine Cecision was made to create a 
window to satisfy the needs ai small businesses. tDuring the first 
year o operation. this window was to operate with a LU.b million 
tuna. vurina that year, zANCA~oA . ted credit amona clients and 
non-clients. Lreait was promoted among firms that hao been visited 
throuah trie fiebd investioation conducted earlier. As a result of its 
promotion, that the bank able to make 14: Ihesame year was loans. 

total amount ot 
loans mace was L.4 million. ihat is. it exceeded the 
oriainal tuna by tOV-4. 

Io proviae loans to micro- and small tirms, kbANLAHbA decided to
 
be more lieral reaaroino guarantees as real estate collateral was not 
always required. io Cate, loan repavment has been hiah. tsANUAHbA 
believes that credit recipients have not only a tinancial but also a 
moral obliqation with the ZmailOanr. ?irins often express gratituGe 
towara the Dank as it a once in a 12letime ctiance has been aiven to 
them. 1-unclina needs have been so important tor these firms that it 
tnev had not taken advantage o the opDOrtUntV oTterea by bANLAMbA, 
it would have Deen very hard tor them to Crow. 

bAN.-.AhkA inaocateo rnat about Ot loans approved are being
funded witn their own tunas. Loans usino rediscount lines availaoie 
at the -entrai bant:. may taKe uo to tour weeks to process. Lrelit 
UsIng b.N,.AHo's own resources is otierea at i/.. Urealt using
Uentral bank reoisccount lines is otTereO at 1bn.. Micro and small 
entrepreneurs normallv oreter to toreqo %nat alterence1. Cue to the
 
cOpcrtunitv cost that; it ImPlies having Quick access to lunang. As 
it was mentioned earlier. small enterprises are greatly aitected by 
seas,:nal variations in sales. 1he reauesz ior loans is normally 
hioner DeTore the moments at nicher demand. in addition, loan amounts 
are not nion enougn to mak.e a li*. interest ditterence sicniTicant. 

As part at the credit supervison process, BANLAHtA will be askinq

loan recipients to keep simple accountino records. A special tormat
 
to that ettect has been created. It is expected that loan recipients

wili register inlcrmatiorn con tns form on a weekly basis. Loan 
01? ers will train loan recipients regardlin the use a the form. 
Ih" . situat on may be maneaeable now given the tact that the volume o 
lo-.ns approved to micro and small firms is still small. Were loan 

/ 



volume to increase, however* oTiicers wo'u a
loan oe irivgveo in a
 
time-consumino activity. 
 zANLAmbA is aware ot tnis. vet* solutions
 
are still on tne orawina ocaro te.a.. ower creolt/loan oticer
 
ratios). oAN.Ah.A3A believes trat its main lunction is to extend 4oans,
 
ratner than train loan reciolents. As a result, traininq activities
 
seem second in Drioritv. M& tact that current loan recipients are 
likely to, 0e the best ootential clients identi Tie throuah the Tielo 
resear cn c Onouc e ay ea e1DJ ain rIIS ,r.csi t ior. Aft i onal 
OAanr'no reoogir m.-ans rQo S-.Ar iSTV rnP.Afi iOarC t'ainino neeas of 
bANhiA c ients seeAS reouireo. 

4. banco De Uccioente
 

Van,:- ce tio:ciuente was create3 to suvoort small investors whether
 
in aoricuiture. Ir,OLStv or services. it been aYoueo tnar
tnas this is
 
neeoeo in honauras in order o avoia tne eioerience cT otner Latin
 
American countries where banks nave been nationa ized Dartially to re
orient clienteie priorities.
 

,he bank relies mainly on "woro-ot-mouth" publicity to stimulate
 
oemano. Nevertheless. branch managers in the ditterent cities where
 
the Dank 
 coerates are expected to identify potential clients in order
 
to promote bank services.
 

b'or kanco de Uccidente, tie most imoortant element in determininq

worthiness
the creoit of a client is his moral character and
 

reputation. inoependentlv o1 whether he is or 
is not a small investor.
 
Accordinq to tie Lhairman o0 the bank, and reported by Uoldmark et.
 
al.. the Dank takes "what it can" in the form OT collateral once that
 
credit worthiness has been estaoiisheO.
 

Lespite its commitment to the aeveiopment o small investors, in
 
the case ot small enterprise support the bank nas extended loans usinl
 
mainay the Lentral bany~s reaiscount lines. An tact, banco de
 
Ucciaente claims to be the oank tnrouon wtlCh 
 most bUfVJL)h ioans have
 
been extendeD. Lata presented by Uoadmark et. 
ai kij/) corroborate 
this claim as v% of total loans discounteo by the L;entrat bank have 
been discounted to kanco oe Ucciaente. A total o fourteen bank5s 
participate in this Orouram. 1here a to
is preference use these
 
rediscount lines as it is arauea that it helps the Dank keep a healthy
 
iloudlity level.
 

Loans are supervised reqularlv. ne supervision may include
 
basic instruction reqardina now to keep accounts. particularly to help

the bank 7ollow-up loan expenditures. However, the way in which this
 
is done seems to be less orqanized and systematic than in the case o?
 
bANLAHoA. 
 eanco de Uccicente believes, as does VANUAHiA, that its
 
ma.)or lunction is to extend credit. Irainina of 
loan recipients needs
 
to be handled by other institutions.
 

tormal 
and informal linkages between banco de Uccidente and other
 
institutions proviainq assistance to the small business sector are
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z. implications tor the erolect 

t iA is responoina to ne concerns oi one its major founders 
related to tne extension ot credit to aincro-entrepreneurs. PolIowi n 
its tradition o 0eveloDino a 11paltnv porttoiio, It is proceedxnQ 
cautiously. 64ot only will it start a credit line fot micro
entrepreneurs on a pilot basis, but tundinq bOr tnis line Will nQt be 
put uP entirely Oy I-IA. xisK is minimized Dy askinQ ANMJ1 to 
participate in the creation o the Tund. it is also minimized by 
ensurinq that Joan recipients woula have received basic traininp in 
loan manaQement. Gautiousness on the part of I-IA is likely to be
 
expected not only now, but also when the new pro.ject is implemented. 
Ihis cautiousness shoulO be respected. Nevertheiess, I-IA should be 
motivated to nave a jarcer reterral system, and not. to aeoena Solely 
on ANMI-'l or the identification o1 clients. ANl/I'YF-o could play a 
malor role in increasinq the referral base for PIA. 

bANUAHbA is committed to expanaina operations into a new area: 
micro- and small enterprise support. they have proceedea to Grow in a 
rather technical fashion particularly basinq decisions on research. 
Lxpansion ot operations in tnis area is likely to take place aiven the 
results obtained throupn their new experience. Ine moral commitment 
o1 loan recipients to the Dank and the impact ot this commitment on 
loan repayment are encouraoina tor bANL;ArjIbA. ihe same may be said 
about the tact tnat loan recipients are not onlV ol bank clients. 
New clientele has been also attracted oy tne proaram. in addition, 
BAN-AH6A is servina as a contact point between larqe ano smaller
 
cLients. in tne interest ot insurinq loan reoavment trom tne small, 
in some cases bANGAhbA has identitied larae enterprises interestea in 
purchasina commooities Drciauceo Dv their smaller counterparts. "he
 
field research conaucteo bV bANLA1bA ha.u allowed the Danic to identify 
pcotential clients. Inis seems to De a ratner larae potential taroet 
popuiaation. Nevertneless0 tne client relerral system should be 
extenoeo to Do beyond A-rAU= ana rUNALur-. More attention needs to be 
Dalo to trie me.:nanisms neeoea to provide vANtnA 0S clients technical 
aissstnce ano trainv'o in tne manaoetent coy %ne i2irms ano loans that 
tnev may 0orin Yrom t-ne vanle. Inis is reievant as joans could De 
e tC-rO-o T'C, Ci IlntS nO alwavS at tne tC9n 01 Tne cAi-nrt ioentivication 
list so eTar vreDa e.
 

vancoDe uccioenre seems to nave a positive attituoe about the 
project. Darticulariv as it 1itS well witn Its basic philosophy. 
however, tne possioiliv o1 the Danc usina its own resources to tuna 
micro and small enterprises, even in the out years ot the pro.ject, 
needs to be examined. A clearer detinition ot the tarqet population 
that can be reacned throupn banco de Uccioente needs to be 
est.,L)l ished. AIThouh thie bank claims to work mainly with small 
en epreneurs. most ot tne I-UNUhl loans nave been extended to firms 
w ch by any criteria may be either medium-sized or lare. In tact, 



bank representatives have indicateo that loan delinauency in their
 
inaustr ial loans is as haotl as zv%. ano that such Oeliauency is a 
result #. joens e~tenuoe to ratne lae,2e eI |elzs. rronrer JirOaeS 
witL r 1 - i-. .,tinO 5f1,1j ina, - X a.Ci.. networ, srioulo bei CrcE 
strenqtnenea. Irainino mechanisms to support bank clients need to be 
clearly oelinec. 

. Participation of beneficiaries 

1. basic Kationale for the Approach Adopted in this Section 

As suqcqesteC above. because o the small size of loans and Jack 
o0 collateral characteristic o micro enterprises. I'VUs and banks 
partic;patino in the pro.iect are likely to work with different sub
populations of the small business sector. PVUs will probably work 
with the smaller firms of the spectrum. Many of the beneficiaries o1 
services to be provideo VyrVUs throuah the pro.)ect nave not received 
assistance from formal sources ot credit in the Past. It iS expected 
that the assistance to be provieo DbV t-VUs will help these smaller 
firms acquire the manaqement and marketinq experience leadinQ to 
expansion. Unce that that experience has been acquired and expansion 
Is bein oOserved, smaller firms are expected to araouate Trom the V'VU 
assistance proarams to the bankina system. As a result of the
 
institutional capacity that they have set up ano develope, banks are
 
more prepared to Implement credlt proarams. ine type of work to be 
carried out by VVUs is pedaaooical in nature. As a result, the 
openness VVUs will snow reqardino suqqestions made by proqram
 
participants about services beinq provided will be very important in
 
achievina the needed araduate onematurity to from tinancial 
assistance system to another. Receptivity to suqQestions made by 
prooram participants should lead to niaher satisfaction of the needs 
faced by smaller firms, Dermittina FVVUs to tune up proqrams as
 
requireo. It is based on this reasoninq that we present below 
Tinainqs reaarainq the participation allowed ov rUs to their clients 
in tne oesian o the proqrams that these orQanizations implement. Ihe 
motivation of banKina institutions is profit-oriented. As arauea 
elsewhere in this report, in their case pedaooqacal concerns are 
second prioritv. lo speak o -the participation of clients in the 
oesian of credit proarams implemented by banks would not make sense. 
In the best of cases, banks carry out market studies, as done by
WANLGA-bA. to determine the demand for the services that they otter and 
the extent to which profits may be assured. 

2. wlassilication of Institutions 

When evaluat2na the AIYUI/VYM- proqram, klores (iU/a) asked 
pro.iec; beneficiaries to assess the openness of implementinq aqencies 
to accept the suaQestions they make reqardinq existinq traininq, 
technical assistance and credit proQrams. kbeneticiaries assessed ti 
opennes of these aqencies usinq a tour-point scale. In this scale, 
was equal to high openness; e was equal to averaqe opennessl 3 was 

I 
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equal to low openness: ano 4 was equal to anolfference. We have 
utilized the inlormation aenerateo bv Pioret (191/a) to place eVus 
into three cateoor les: tnose * cons oereo to snow vI) niqh, d) 
intermediate, or (S) low receptivity to tne needs ano suqoestions made
 
oy beneficiaries. he cateqorization was made tollowino the approach
 
to construct ordinal scales from qualitative data suoaqesteC by Lbuttman
 
(1V/b). inat is. the Irequency witn wnicn more positive or less
 
positive responses aooear in a set o1 data is important to place 
institutions ,eino iuoec in a hierarcnical oroer irom Tirst to last,
 
hiqh to low? etc. We estaolisne cut-Ott points to define the
 
catepories mentioned. Apencles receivino l's from more than bn). of
 
responoents were cateqorizea as showino high receptivity; those
 
receivinq I's from 6.4 to bat. of the respondents were cateQorized as 
Showinq Intermediate receptivity; and those receivinQ tnat assessment
 
from less than . oi tne respondents were categorized as showinq
 
lower recepzivitv. able No. 4 ShoWs the results of applyinq tnlis
 

classification criteria per prooram assessed. the number o1 times a
 
qiven institution was placed in each one oi the cateqories created is
 
Shown. ihese numbers are related to the small business development
 
services that a given institution may implement. the basis for
 
preparing this table appear in Annex d O this report. 

ladle 4 - Lateoorization o Aqencies 

eroaram No. o
 
Iimes in
 

Iraining IA LreGIT ; Gategory
 

ANMVI 

HI ah UU.I" UU-l" UUJL..
 
Keceptivity AV"1uUVl AVWUUIV -KUUib
 

I M I1UI 
AHUt.JUMUK 1 

ANM' I ANMFIf '
 

ANAH 1
 

lUNAu1=H I UNAI)LH I 

Inter mea iate 1UNI)LMU 1UNHULMU Z 
i-eceptixvtv I-_rlL:L 1 

AHUI-JUMUK; 1
 

I.....-

AblAJ-AUk AbLlAUh AEi-AUL 3 
Lower -UNHI-LkMU 1 
Kiceritivitv tUNAULD 1 

ANAH 1
 

beneficiaries seem to have influence on the programs implemented
 

b, some o7 the aqencies o concern. Most respondents indicated that
 

- 1.)
 



tne level o1 openness o these aoencies is eitner high or averaae. 
beldom low openness ano inolterence were mentionea. Un the other
 
nano. tne level o1 Openness 07 tnPse aoencies is not constant,
 
indevendentiv o tfe program wnicn is Veino assessea. katner,
 
variataons per proaram are observeo.
 

Hioner receutivl v seems to oe more common in ANMtI' ULA, 
Ae'KULilb ano iura. Intermeoiate receptivity appears to be more common 
tO r-Ui'AiJLM, AHuJcJUMUk. -UNMJMU-U and LHIL. Lower receptivity is 

"
 found in AS'LIA . !ne oinions reoaraino AI4AH seem somewhat 
ambivalent. 

Aaencies estimated to allow hi her participation trom 
beneficiaries include two types o orQanizations. Une, business 
aSSOClations representing the interests of small entrepreneurs such as 
ANNM-I. And two. VVUs interested in provlOing support to small 
businesses such as Uitt and iL)H. Hiqher participation in the case of 
institutions created to represent small entrepreneurs could have been 
anticipated. these are institutions where affiliated memoers elect 
the board of Lirectorse who themselves are small entrepreneurs. 
Uecisions reaardina services to be provideo by these institutions are 
made oy elected representatives. Un the other hand, eVUs considered 
to show hiaher levels oi receptivity to suaqestions made by 
beneficiaries are usually guideO by a pnilosophical commitment to 
qrass-rootaevelopment. Altnough beneliciaries may not hold seats in 
decision-making bodies such as boards of Virectors, general assemblies 
with the participation of beneficiaries may be held periodically. 
Ihese assemblies become adequate fora where beneficiaries may express 
their opinions about the oiterent programs sponsored. Un the other 
hand. evaluation mechanisms Instituted by these organizations also try 
to capture the opinions of program beneliciaries reoaroina the quality 
of services beinq provided. buch evaluations may De carried out 
every six or twelve months, prov0iina adequate feedback to proaram 
oesioners and decision-makers about tne concerns o target 
populations. Uoinions expressed through any OT these Procedures, 
Qeneral assemblies ano evaluationse tend to be respected and 
intecratea into the planning of institutional activities. 

Aqencies at the otner end of the scale may be eVUs characterized 
by different management styles wher e decision-making is more 
centralized and where a board of directors may not exist. these may 
be institutions stronglv committed to the support ot micro and small 
businesses, and they may have set the example for others after 
Oreakinq throuqh ana showing that sub-populations con-3dered to be 
relatively risky credit recipients may become sub.iects of credit and 
technical assistance programs. Nevertheless, in serving this 
clientele, a paternalistic approach may have been adopted. In so 
doing. beneficiary involvement has been limited, bome of these 
institutions have acknowledged the problem and are contemplating the 
adoption of mechanisms to solve them. Une such mechanism is the 
constitution of advisory committees to central management. these 
advisory committees would De made uP of program beneticlaries, and 



would provide avtvi1e on credit, technical assistance and training 
related matters. ihe advantaoes to imolementinq aoencies are obvious 
as members ot these advisory committees may already know who loan 
applicants are, and may sucoest to the agency whether they are 
creditworthy clients or not. 

Itetween tnese two extremes may be institutions considered to have 
moderate levels o receptivity to the concerns o1 Deneliciaries. Unce 
acain, they could De trade unions or business associations ag well as 
rVUs. heir lower level o Deneliciary participation may be explained 
Dy one of two reasons. Un tne one hand, they could be concerned so 
much about sell-sutticiency that beneticiary participation is 
minimizea for the sake ot institutional survival. Un the other, they 
coulo De dominatea Dy politics and an assisted mentality amonq the 
member population. in tnese cases, decision-makzna Vv consensus may 
be diticult to reach. 

:J. 1elating Upenness and 1tliciencv 

An ettort nas been made to determine whether receptivity shown by 
these institutions has any implications on institutional efticiency. 
this is a very ai1ticult task for several reasons. Une° it is 
necessary to oetermine what would be a good indicator o? such 
elticiency. ur at Dest, what woula be a aooc proxy tor it. Iwo, the 
information used to calculate any etticiency measure may not always be 
reliable. this is true because institutlons o concern may have less 
than optimal accounting records or they may conceal inTormation trom 
any evaluation or auditor tryina to assess their pertormance. In 
tact, settina up appropriate accounting ano tinancia' manaqement 
systems in participating iVUs is one o the activities to be 
implemented throuah this project. Ana third, it reliable intormation 
exists, it may not exist Tor all the institutions Oa interest ?Or this 
exercise. 

uespite these constraints. wnat we have done to study the 
relationship between the two variables, receptivity to suooestions 
from DeneTiciaries and institutionaL etTiciencv. is tne toilowinq. 
two efticiency inoicators were cnosen: operational costs per lempira 
invested. and'. oa inouencv rates. It is estimated that keepino costs 
oown ano recuperatino loans woulo na.ve imoilcations both Tor sell
sulTliciencv and orooram survival. one lanter are considered important 
Conlectives in seerino institL4ticenai eTiciencv. 16e coerational costs 
per lempira invesrea were calcuLarea Ov ricires tiLY as and reported in 
the evaluation report where tne recentivi v iuooements are presented. 
Ithus, they reref to the same periou OT operation as the jucaements on 
receptivity. one oeiinauencV rates are historic rates. they were 
provided to us by ANVI/elYM.
 

We nave calculated the average value ot these indicators. Iwo 
c -teories have been created. that is, institutions wnere the 
c eratiOnal costs/lempira invested and the historic delinquency rates 
are either below or above average. We have retained the same 
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oreakoown ior 	 receL'tivity to suoaeszions lrom Deneticiaries as that 
aDpearino in faoae 4. However, Tor zne oeneIt o tne OoubT,
 
inst;itUtICiont in more tnar' one cateoctrV te.o.. im,- rr-MtIAL, ruNAL'LH*'
 
were incluaeo in thne cateoorv OT n2onest oroinal oosition. bor
 
eXaMDIe. In lavle 	No. ,4 kh" L aDDe-ar-ft In tie nion ana Intermediate
 
receotivitv rateoories. eeceotivtv in OtPkIL. tnen. is not constant.
 
It varies oenoino on the orooram IflDoementeo. ror the purpose ot
 
our analysis. however, tLMU.IL waS incluoed in the nian receDtivity
 
Cat eacr v.'
 

tesuixs or our intent Cl pear in taoies o ana b. AbL_'AVE,
 
AHULJUMUK ana ANAH are not includea in iable D. No Inlormation on
 
costs/lempira invested were available when tlores (iJ/a)carried out
 
his stuay.
 

lable - elationship between Weceptivity ano LI17ciency 
when Uoerational Lclsts/Lempira invested is Uonsiderea 

I"aQn Intermeoiate Lower
 
Kecetivity Keceotivitv beceDt ivity
 

below averaqa 	 At'KUUIb PUNAUL-H 

Above averaae 	 ANMr'I I UNHUI)I 

lable b - Ielationship between WeceotivitV and LtIiciencV 
when Historic LUelinauency Kates are Lonsiderea 

r " 	 Hion Intermediate Lower 
Keceptivity KeceptivitV Keceptivity 

below averaae At'KUUlb kUNAULri 
ANMW'I Ahh)JUMUK 
UUL 

Above averaqe 	 I UH iUNhVLMU AbI-'AUIL 
I-LMLIL 

Resuits O1 this exercise indicate that any etticiency
 
classi lication will depend on the etticiency criterion utilized.
 
Institutions cannot be placed in the same institutional etticiency
 
level, reQardless ot the etticiency indicator. As a result, it is
 
hard to say that etticiency and receptivity are related. It is even
 



More OITTICuA. to say wnetner a causal reaetiornliD exists between 
tnese two Va 1 .s. *noI jS I I r)I Qit p LVelS Of nos-nioess AeaO to 
inellaciencV or viceversi. 

Accor ai nd to tn results, three o live hlqh v receptive
institutions have above averaoe Costs/leomvire anvesteo. baseo on thatcriterion one could suopose tnat their Level ot receptivity may have
led to rioner costs 
ano in turn to less ellaciency. However,
situation is the opposite wnen 

the 
we look at historic delinquency rates.1hree out o Tlive nioniy receptive institutions have below averape
delinouency rates. Inus. it WouIa seem that hlqhly receptive


instituticns recuperate tneir loans much easier and as a result are 
more ellicient. 

Une conclusion is nevertheless certain. Mhe data ao Indicate

that in 
 no case lower receptivity is associated with hiqheretficiency. inis is true independently 01 the eTliciency criterion
utilized. As a result, some deqree of 
 openness to suqqestions from
the clienteae would oe 
 requirea it 
 any aeqree of eticiency will be
ach Ieve. Upenness seems to OP mucn more imDortant in the case othiQln Oelinquency. Lonsultation with proaram benetaciaries reqardinq
the reasons why loans are not 
beinQ repaid is necessary, and perhapseven crucial, to keep oelinquency down. 1he repayment capacity ot
loan recipients aiven tne context 
in wnicn they operate needs to be
 
Invest IaaoeO.
 

J. Implications Tor the Project: #keolacations or the Puture 

lhe oroject needs to replicate the more Dositive experiences o?alreaay implemented interventions. 
 1he example set by institutions inthe niQhiy 
receptive cateqory needs to be foJlowed. 
 Experiences that
 
coula be repilcatea incauoe:
 

k1I the institutionalization 
 o part icipatory evaluation
 
met noool oo1 es:
 

;e) the institutionalization 
 o mecnanisms to enforce ana
1Oilow-uD te implementation ot reccmmendations made by sucheval uations: 

ts. the conduction o oeneral assemli es where oroqram
beneficiaries stiy voice tneir ooinions reoardinq services 
provided to them;

k4) the constitution o advisory committees Tormea by proqram
benericiaries wnacn may be consulted by manaaement Dased on
 
needs that may arise; and
 

D) nower decentralization by the creation of boards o
 
Lrrectors 
with beneficiary participation wlicn establish 
institutional policies and Quidelines. 

U. b-stainabijity ana bpread ltlects
 

ero.)ect activities Will outlive tne pro.iect it banks tinO It
advantaoeous to commit hianer 
 proportions ot 
 their own resources to
 



exteno loans to the Denericiary Population. VVUs providilOn both loans 
ana tecnnlcal assistance or training services must also create 
permanent Tunaina sources to support their programs. Aitnouqf they 
may never oe exDecteo to become tuAlV sell-sutticient, the roao toward 
seir-sult'rciencv must be initiateo. mnis may reauire charqinq 
interest rates Tor loans tiioner than wnat banks cnaroe, expanaino the 
type c i services otterea and charaina tees Tor them, and the 
moDbIization 01 savinos amono taroet DODUlations. 

increase of sales amona smali enterprises is crucial to either 
sustain or maintain employment. It is also crucial to maintain ano 
improve loan repayment performance. 

Workino with banks aireaoy more oroanizeo ana more committed to 
project aoals may help set the example Tor the more conservative 
banking institutions. motivatino them to replicate the experience. 

H. Ma 1or Lonclusions 

1) rom a socio-cultural teasibility stanadpoint, the project 
shculd race no implementation itTicul1t:es. 

kz) 	 Ihe available impact information on micro-enterprises 
indicates that in approximately 4U. 01 the tirms 
investiqated, considerable changes in monthly sales ana net 
income have occurrea. 1hese chanaes are attributable to the 
creoit° technical assistance ano traininq proqrams 
imoiementeo in support o these enterprises. In addition, 
results suggest tnat the laroer the auration ot program 
invoivement the niqner the Possibility of orowtn in these 
firms. Micro enterprises neneTitzina from the support O? 
this program nave been apparently aole to keep tnier 
constant costs oown. makinq a more efficient use of both 
available labor ano capital. 

An impact investigation of a proaram Cesianea in support o
 
small enterprises also snoweo impressive results,
 
particularly witul respect to proaucrion ano employment.
 

tinmlaar resuits are expecteo in the case o this protect. 

k) 	 It is exDectea that approximately 4V. o the micro and small 
enteDrises to receive assistance through the project will be 
heaoed by women. 

('4) 	 Available impact information in the case of micro
 
enterprises also indicates that in bUX.of the cases studied,
 
stability was observed with respect to employment, sales and
 
net income. Ihe research was conducted with respect to only
 
one prooram in support of micro enterprises implemented by a
 



aiven IVu. At can oe arouea that resuits ootainea in this 

program may not be extrapolated to Other l'VUs. However, the 
oroportIon o1 cases wnere staoitV took place was such that 
tne issue merits attention. HvPotnetacaiv0 market 
elasticity WOLSAO explain vartially the perTormance oT these 
micro enterprises. jhev may also be other lactors causing 
this Phenomenon. kurther investioataon ot tnis issue is 
needed. Ihe PI U shoua bp charOeo with ttiat responsiDniaty. 

kZ) the most common micro and small businesses are those
 
aedicated to the manuTacturana o toodstulls. clothinq,
 
shoes ano turniture. because o? the anticioated backwara
 
linxaaes witn Honouran producers ot some o tne raw
 
materials neeoeo by these industries, support tot these
 
enterprises may create not only direct but also indirect
 
employment.
 

tb) 	 Workers employed in small businesses who are family heads
 
and with dependents belonq to the lower ecnelons ol urban
 
Honduran society. Iney are earnina montnly per capita
 
incomes below tne poverty line level. Mhe inlormation
 
available reoardana the current income levels o those
 
emDioyeo by small. businesses does not allow us to make any
 
linai conclusions regaroina the socio-economic status ot
 
those workers wno are still AivinQ with their parents ana
 
oroviana secondary incomes to their Tamilies. We can
 
hypothesize, nowever, that in the Honduran context tne need
 
Tor younger tamily members to earn a living may be an
 
inocation ot poverty.
 

t/) 	 in tne past, employees nirea oy small businesses have lallen 
into three categorles: ka) the new memoers of the labor 
force. may ct whom are women otten heaalno sinale parent 
Tamal ies;* D. "scavenoers" with little qual lications, 
mostly men. who move from .O to job trying to earn a livinQ 

the best tnev can: ano tcJ the carreer oriented strivers 
tightino 'or social moOilitV. this means that small 

business emDpovment nas not only created job ooortunities 
Tor the unemoloved. ou, also career opporunities Tor those 
aireaoy workina. Iurthermcore. cateoories a ano 0 tooether. 
reoresent f0 o worvers interviewed in a aiven sampte. 

InLs, aesDte toe existence 07 cateoorv 0. most iobs created 
are pe--rrrmnenT. M4s a result ov the lobs created throun the 
SmailI business support proorams implemented previously, 
increases in income nave been observed. bimilar results may 
be expected in future small business assistance pro.lects. 

k 	 lhrouoh project activltles, micro and small enterprises will 
receive assistance to solve ma.lor obstacles to Qrowtn which 
nave been either exoressed ov entrepreneurs themselves or 

detected throuan dliterent analyses o the small business 
sector that have been recently performed. Mnat is. project 



actIvItIes wixj aciiitite
I access to cr o:ro ecnnicai 
assistance ano trainino, ano uIaryet oeveloDment services. 

rroiect activities, nevertneless. need to aodress two
 
aootionai cc0nstraints iJ o aberecteo znrouan several
 
stuoies. Inese are constraints relateo to: ka) the
 
scarcity. poor oualitv &no nioti variations in prices of raw
 
materials: ano O) the aosence o aaeouazeiy auaixlied
 
personnel.
 

ine ANUI/YML prcposal Includes sub-pro.)ects intenoea to
 
nelp entrepreneurs solve the clitricuities which they lace in
 
connection with raw materials. Ihese projects need to be
 
supported, and ii possible need to become first priority.
 

Most, it not all, o the training conceiveo so tar as part 
o0 this pro.)ect is intended or tne micro and small 
entrepreneur. 1hrough its research activities, the IVMU
 
will neea to establish the traininQ needs ol workers
 
empioyeo in micro- and small 
firms. 1ne income ot workers
 
is related to their oualitications. and worker
 
QualiTcations seems to be related to tne volume of sales o
 
firms. F'lans to solve Oetecteo traininq needs by I'MU
 
studies may have to be deiinea ano imolemente.
 

ANr(J may play a role in satistying those needs.
 
Nevertheless, since most o? its present programs have been
 
conceived 1or medium-sized ano larqe enterprises, their 
more
 
common clients, course contents may have to be adapted to
 
the cnaracteristics o small businesses. particularly their
 
tecnnoloqical level. inc:orporation of new traininq programs
 
into INrLU-"s plannina taKes time. An option throuqh which
 
Quicker resoonses may oe obtaineoi n LALLhl. Uomoonent 11
 
o the t-AuLm 1 I -ro.ject incluoes training needs assessments
 
ano trainnq programs. Although these traininq proqrams
 
nave been conceived for new workers* Pro.iect managers are
 
open to the idea of also training workers already employed
 
and yho would need to improve tneir skill levels.
 

rovidinq skills to a aroup o unskilled workers has its
 
risks. Unce trained, these workers may be motivated to look
 
tor hiaher vayinq emplovment opportunities elsewhere.
 
Lontracts o1 services Tor perioos o tIme yet be
to 

established will nave to oe sianed between the worker and
 
tne lirm tnat has sponsored the training. Ihis wi11 have to
 
be done in order to protect the firm from losinq rather
 
Quickly recently trained personnel.
 

i) 	Uwners o small enterprises are always responsible for
 
manaqing the firm or for keeping the accountinq or the
 
tirm. Un the one hand, employees may be hired to manaqe the
 
firm. Un the other, the accounting tor the tirm may, and
 

'I/
 



usually is. contracteo-out. this situation needs to be 

considered when plannina trainino courses for small 

entrepreneurs. Virst oecause apDrooriate recipients oT the 

trainina may not necessarilV 0e the owners. Ana seconO, 

even if owners were trainea. tne content of traininq may not 

0e necessarilY the same as that which woula oe planned 

manaoers anU accountants. 

tIU? VIA. bANLAhbA and tfanco de Uccioente are interested in 

participatino in the proiect. these institutions have 

expressed positive attitudes reaardinq future lenaina 

proorams for micro and s(all enterprIses. the more 
enthusiastic 0i tnese institutions about such proarams is 
bANLArioA. bANLA.bA has adopted a very technical approach in 

unoerstandina the small business sector, in determinino what 

tne financial needs in tnat sector are. ana in settinq up a 
pilot credit proqram Tor small enterprises. VIA will soon 

start a similar pilot proqram Tor micro enterprises. 
Uespite the interest manitested by IIA In these firms. its 

response is a more cautious one. and we should expect It to 

move more qradualiV in its implementatflon. Banco de 

Uccilente wlil need to snow hiatier commitment so similar 

types of activities. to the extent possible, DanK resources 

shoulo be committec to future small business sector credit 

proarams. 

l.) Banks and VIA need to receive assistance to conceptualize 
the tra2ning prorams to be oraanizea in support o? tne 

tarqet population zo 0e reachea tnrouati cneir proarams. 

the client referral system of t IA will need to be expanOeb. 

(I12 10 be able to reacn entrepreneurs in most neec of mentioneo 
services, a working definition or tne taroet population must 

be estaDlI shed. hIS definition slioul permit the 

accomplishment o various obiectives. 
ka. lo allow banKs and VIA to *,ork Wltn clienteles which 

have oe'bn traoitionalIv assisted bY V'VUs. this is 

particularlY important as one Of tne intents o the 

proiect is tc, araouate micro-enterprises Irom lendinq 

proarams imDlemenred Dv -'VUS to lenaino programs 

imDleafenteo bv commercial Vanks. 

k0i to avoiO %me destination ol resources maoe available 

tnrouoh the prolect to a small numoer o1 firms with 

hiqher tinancial oemanas. Inus. preventin wider 

spread of benefits. 
kc) lo ensure that employment will be nenerated. 

An analysis o how lenOina institutions define micro- and 

small tirms indicates that differences exist. inoepenentIV 

o the criteria utilized to oellne them. laole No. b 

summarizes these definitions wnen 1%%eO assets ana number o 

/ 



emoicyees are uVILizeo as tne aelinition criteria. As it
 
can oe oDserveo0' eVus SUCh as tLNI L, ano Ab--AUt-proviOe
 
support to the smallest Tirms of T1ne soectrum. OANGAHtA and
 
iA are providinfo lnancial assistance to lirms o1 an 

intermeolate size, laraer than what rVus may call small. 

Ancc, oe uccioenze 5eems to exteno joans to lirms.wnicn may 
De even jareOr. 

lable / - Definition o Micro ana bmail businesses
 
oy LenainQ Institutions when kl-ea Assets ano Number of Lmployees
 

are UtilizeO as the Uelinition kLrlteria
 

Micro-hnterprises bmala lnterprises
 

ASLfAUL k LIU,UUU N/A 
Up to IV workers 

IkUNAULH < L eU,VUV LZU.0U. to < LIVQ,UUU 
Up to b workers Up to :0 workers 

k:ANLAH6A Lt UU.QU LtUg.VO to ( LeVVIQQU 

A mean o? * workers A mean o 2) workers 

FIA 	 . LWUU. L4.OW 0 <oL'.Q,Q.OW 

banco Oe Uccidente ( L UVUU 	 Ln)U.VV to < L400,UQ,
 

We have Suqoested that in the context o tns pro.)ectq
 
micro-enterprises be delined as those havina fixea assets 
under L U.UU'J. an averace o1 live permanent employees, and 
usino labor intehsixve technolocv. We have also suqQestea 
that 	small enterprises be delinec as those with fixed assets 
between LV,UUU and L2UUUQU. havinQ an average o :e) 
permanent employees and preyerably usinc3 labor-intensive
 
technoloay in some o tne staoes ot the manulacturina
 
process. Ihese definitions would meet the ob,)ectives
 
mentxoneo earlier. In ad0ition, it takes into account the
 
tact 	that the number o1 employees may vary as micro- and
 
small firms may increase their personnel on a seasonal basis
 
as a 	response to market Oemands.
 

(13) 	tVolicy issues reoardinq support for the micro and small
 
business sector need to be raised with the aovernment. Ihe
 
most significant policy issues in this resoect are: (a) the
 

http:L'.Q,Q.OW


neeo 10 SIO1 ITV tne SMl&A z.'m r .ostration ana 

ano 

implemenIt a strateov to Tiont contrabano trom neiqnDorinq 
countries: ano tc) the need to ioentify means to provioe 
himoer soreao to Danks ?or small enterprise kon)-lenOinq.
 

CAabi IIca)on It, ,-" - * .',. 1'- , **-v, 1.. oetine 

(14) she level O openness rVUs to suqoestions made by 
Deneiiciaries reoaromna the characteristics 07 implementea 
proarams is aenerallV considered to be either hiqh or 
averape. beloom low openness and Inailterence have been 
mentioned in interviews carried out amonq beneliciaries. 

lD) 	Witn tre type ot data available, it is very hard to
 

estaDlsn causal relationships betweent (a) institutional
 
openness to suoaestions from the beneliciary population, and
 
bi) institutional elixciency. However, without a doubt 

lower openness and h2ah eticiencv are not relateO, As a 
result. some oeoree o openness is necessary tr elticiency 
to exist. 

It seems that ooenness to suoaesvions reoardlno the terms ot 
the loans may Oe related to lower delinquency. Lenders must 
understana tne reasons behind loan OelinauencV especially 
when oelinquency rates are above the averaqe performance 
that is common amona VVUs in the honduran settinq. 1o 

oDtain tnat understandlina, consultations with loan 
recipients are necessary. 

/
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ANN-A 1
 

1NItKV,W b JIL? PUNP.KbUNb LMeLUYkU IN UUMVhANILb
. UK 

HAVINb ULIAANL-U LUANb 9-KUM #-iA 

1. 	 Nombre
 

e1. 	 hoad 

1. 	 Sexo 

4. 	 -stado Li'vll
 

). Numero 02 Vependientes (tscrib2r UantdaOa)
 

b. 	 Anos de izscolarldao tLscribir Uantidad)
 

I. 	 uCUcupacion P'rincipal 

lipo de Iraba.)o Anterior al Actual
 

. Era un traba.o temporal o permanente*__
 

10. 	 Le paaaDan a desta.o o un salario t.oY 

11. 	 Salario semanal recibado al terminar de traba.lar en 
ese Iunar? 

1 .	 incluve ese salarlo semanal horas extrasY 

1 	. Luantas horas extras traba.ia aeneralmente antes de Que 
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CRITERIA FOR PARTICIPATION 

Target Group Institutions 

PRIVATE SECTOR 

1. 	 Honduran PVO, NG0, non- and for-profit organization with major
 
focus on providing assistance to small-scale enterprise.
 
Assistance incltdes credit, technical assistance and/or training. 

2. 	 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.
 

3. 	 Preferable national versus regional or local focus.
 

4. 	 Preferable urban versus rural focus. 

5. 	 Major focus on off-farm activities.
 

6. 	 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 consideration. 

7. 	 Direct coverage to beneficiaries high or with potential to
 
expand based on improved services.
 

8. 	 Potential for grcJr,-, i- organization and impa..ct on employment 
and income generatiron as evidenced by previous years performance.
 

9. 	 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. 

10. 	 Program is cost-effective with moderate administrative costs. 
As a marker, Mission will look at cost per job generated by 
institution. 

11. 	 Private sector orientation with strong possibility of 
self-sustainability in the short-term. 
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PUBLIC SECTOR
 

1. 	 General concensus that entity suffers from minimal political 
interference.
 

2. 	 Major focus on providing assistance to small-scale enterprise in 
both urban and rural areas. Assistance includes credit, 
technical assistance and/or training. 

3. 	 Previously established entity with a minimum of three years
 
implementation experience with small business, preferably in the
 
industrial rather than commercial or service sectors. 

4. 	 Major focus on off-farm activities.
 

5. 	 Agreement on the part of GOH of independence of A.I.D.-funded
 
program (e.g., PTR).
 

6. 	 Potential for impact on employment and income generation as
 
evidenced by previous years performance.
 

7. 	 If credit program ongoing, acceptable arrearage rates. (Mission
 
will review arrearag' rate problem to determine if rates can be 
brought down through minimal technical assistance or whether 
problem will require substaniial assistance and time.) 
Subsidized interest will not be acceptable. 

8. 	 Program is cost-effective with moderate administrative costs. 
As a marker, Mission will look at cost per job generated by 
institution. 

FINANCIAL SECTOR 

1. 	 Privately owned institution. 

2. 	 Relatively strong economic and financial situation. Acceptable 
repayment record of Central Bank rediscounts/long term loans. 

3. 	 Good quality evaluation, processing and controlling system 
vis-a-vis their placement of funds. Profitability from lending 
operations.
 

4. 	 Protracted interest on the part of senior management to 
participate in the Project. 

5. 	 Possibility of sustainability and expansion of the lending 
program from savings mobilization. 
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SMARY OF INDIVIDUAL NO PRORAKS 

Provided below is a concise description of each program focusing

particularly upon planned activities over the life of 
this Project. A more
detailed description of each entity and its present and planned program is
 
outlined in the institutional analyses (unattached Annex III, Exhibit C) and
 
in their individual proposals (unattached Annex III, Exhibits E-G).
 

(I.) FUNADEE (A.I.D. OPG $2,000,000 in DA resourcesI Counterpart
Contributions $560,000 equivalent) 

(a) Background
 

Founded in 1983, the Honduran Development Foundation (Fundacion Naclonal de
 
Desarrollo de Honduras - FUNADEH), is composed of approximately 175 prominentbusiness 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 
is in San Pedro Sula and the surrounding secondary

cities of Progreso, Choloma, Tela and Siquatepeque. 

FUNADEH's program date consists theto of provision of credit, training and
technical assistance to the SSE sector. 
Under this Project, FUNADER will

continue the provision of this assistance with the overall goal of increasing
coverage and service areas. Approximately three new secondary cities (La

Ceiba, Santa Rosa and Santa Barabra) will be served through their program andemployment generated will be in the range of 3,000 jobs. Following is 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 market 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
 
months to two years, payable monthly. Maximum loan amounts will be $12,500

for individual SSEs and $25,000 for groups. 1 
 Average loan size toindividuals 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 Program, 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 17% interest rate and with a maximum
 
limit of $5,000 for individuals and $25,000 for groups. The goal of this

particular credit program will be to strengthen the ability of small producers

to sell their products and compete in the marketplace.
 

1 All figures through these sections are in dollar equivalent. Loans
 
will, of course, be made i'n Lempiras at the current official rate of $1 L2.
-

- \L 
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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.1 
 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
well as institute fund-raising activities that uill 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 credit@ made plus for operating
 
expense, training, TA, and promotion expenditures. Under the new Project.
approx.lmately 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 training and TA to al1 of 
its
clients, especially in the areas of financial management and marketing

skills and practices. Training and TA will take two forms 
-- one is gearedspecifically to ensure that credit is used as planoed, and 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 GEMAH, INFOP and Arthur D. Little. 
 The
 
number of training courses provided under the program will 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) Institutional Support. 
 Although management practices
within this institution are sound, 
a new activity, Institutional Support and
Training, will be introduced under the SB II Project. 
 The activity will
further improve the administrative and financial mechanisms of FUNADEH

itself focusing on training activities for FUNADEH 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 
 J430,750
 
Staff Training/Operating Expenses 4691,750

Capitalization Fund 
 $290 000
 

TOTAL 42,000,000 

A See the 1987 evaluation of FUNADEH available in LAC/DR and USAID/H. 
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2. 	 ASEPADE (A.I.D. OPG t2,000 000 In DA resources( 
Counterprt Contributions 11,OOO,000 equivalent)) 

(a) 	Background
 

Asesorep para el Desarrollo (ASEPADE) woo founded in 1977 as a 
private, nonprofit organization to provide conbulting servicea to 
development agencies and to carry out development projects among low-income 
groups. Beneficiaries include both micro-producers and vendors located in 
or near the three major cities of Tegucigalpa San Pedro Sula and 
Cholutec. A.I.D., as well as several other donors, currently support
 
ASEPADE's three credit programs discussed below. A. I.D. is also financing a 
long-term advisor provided by Accion International/AITEC to ASEPADE. In 
addition, ASEPADE also supports a number of rural development projects 
through Honduras.
 

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 Acclon/AITEC 
in other countries in Latin America, the Credit through Solidarity Groups
 
(CREDISOL) program will continue to provide credit to street vendors formed 
into 	fairly homogeneous groups, typically of three to six individuals. 
These groups will receive short-term working 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 (24% per year). 1 Each group will Ailso be 
required to participate in a savings program. The Credit for Kicro-
Entrepreneurs (CREKE) program will continue to provide loans and TA to 
micro-industries - firms averaging fewer than three employees and covering 
such 	industries as shoemaking, tailorf- and dressmaking and furniture
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., 2% per month. The savings program 
for CREME is a standard twenty percent. The third program, which will 
receive limited support under SB II, is the Credit for Market Vendors 
(CREVM) program which provides credit and other services to women market 
vendors through cooperatives. Each cooperative runs a self-sustaining
 
credit program and ASEPADE provides the necessary leadership and financial 
trainir.0 for the cooperative to run on its own. 

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.
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Under the new Project, approximately 15,000 micro- and small-scale

enterprises will receive credit for a total $11,000,000 lent.
of over TheCREDISOL and CREME programs, which ar'e at present just over 502 
self-sufficient will be fully self-sufficient at the project end.
 

(c) Technical Assistance sad 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 as basic accounting, basic micro-business
 
administration, marketing and production. 
CREDISOL beneficiaries will
 
participate in one-hour training sessions upon receipL of credit. 
 Training

will emphasize simple business concepts. 
CREVE1 training will continue to 
stress cooperativism with five day courses provided every several months.

Under SB iI, training programs will be expanded include 70%of
to all 
taicro--producers who receive credit from ASEPADE. The poals will be to
improve the quality of production, Introduce marketing concepts and improve 
overall use of accounting and other controls within the SSEs.
 

(d) Institutional Support. Similar to FUNADEB,

institutional strengthening will 
be a major focus of the ASEPADE program in 
order to eliminate basic program inefficiencies. Support to ASEPADE will
 
assist 
them to achieve self-sufficiency within their credit program, to open
 
an additional regional office, to improve Its monitoring and evaluation
 
systems (especially gathering and analysis of impact evaluation data), to
achieve total integration of Its financial and accounting systems through
automation of the accounting and financial aspects of the program throughout
all offices, and on-going training of key staff operations of ASEPADE. 
Technical assistance from the PTU will focus specifically on the upgrading 
and expansion of ASEPADE's accounting system. 

In addition, a full-time advisor to provide continual TA to ASEPADE 
will b. made available under th- PTU. Given the inherent difficulty in
 
working vith ASEPADE's tremendous client group - microenterprises - whichrequires more monitoring and overall management to ensure an efficient and 
cost-effective program, the Mission and ASEPADE believe the presence of afull-time advisor will be beneficial to the institution as it 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 
 4 322,000
Equipment $ 46,000
 
Support for Operational Costs 4 647O00 

TTAL 2,O008000 
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3. ANDI/PDME (A.I.D. OPG *4,600,000 in DA resourceh[ 

Cnterpart 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
 
Assistance System (BAS). The BAS was seen as 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. When 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/PY4E i, 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 FUNADEH), 
which, in turn, direct their assistance to the small-scale entrepreneurs. 
ANDI/P)ME's clients are other Honduran organizations, typically NOD*, 
cooperatives and trade associations, that work to provide assistinte 
(credit, technical assistance and training) to SSEs located throughout 
Honduras. Since its inception, the ANDI/PYME program, 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 3.76 SSEs were assisted and 5,716 new jobs were created, 
as a result of PYME's inancing of 62 subprojects for a total of L2.2 
million.
 

Under the SB II Project, ANDI/PYME will continue to focus on a series 
of already established programs (such as provision of assistance for
 
Institutional support end training for clientele personnel) as well as 
institute a series of new activities. Under the new Project, ANDI exFacts 
that approximately 9,000 jobs will be created and value--pdded to production 
will amount to nearly 427 uillion in local currency equivalent. 

(b) Training and Technical Assistance. ANDI will continue 
to arrange training courses for administrative, management and field 
personnel of the SSE assistance entities. Courses such as credit portfolio 
management nnd impact evaluation methodologies will be generally provided 
under contract by public or private training institutions in Honduras. ANDI 
will also continue to use the services of volunteers from the International
 
Executive Service Corps (IESC). Courses will be frequently intensive[ for
 
example, two day courses in management by objectives will be provided to 
management level personnel of selected NOD* 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. PME funds will 
not be used for credit, although funds can be
 
provided for administrative costs for credit programs.
 

(c) Business Assistance Network. 
ANDI/PhE 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 initiated a dialogue

between the BAS and private banks. 
 Under the SB II Project, ANDI intends to

continue publication of its newsletter aad 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/P)NE 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 alla, marketing, promotion

(involving studies of 
the SSE sector, lobbying the GOH and local governments

on behalf of the sector, promotion of the services provid. by the
 
participatir4 entities), industrial profiles of several industries where

SSE predominate, to better understand the problems and potential of each,

and a data bank which will computerize price Information on products

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.
 

(e) 7nputs. Through the DA-funded OPC, A.I.D. will provide

the following inputs to the ANDI/P)ME program.
 

Support for Coordination Expenses $7498100
 
Assistance to Organizations $3,714,000
 
Training 
 $16,000
 
Information Network 
 $48,400
 
Evaluations 
 $7?2500
 

Total $4,600,000
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OTHER POSSIBL PARTICIPANTS 

1. Institute for Honduran Development (IDU)" Using a matching grant fFom
 
A.I.D., the Institute for International Development, Inc. established the
 
Instituto para el Desarrollo Honderelo (IDH) in 1979 as a non-profit
organization. IDH has three objectives- (1) to reduce unemployment through
the development of small enterprisel (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 eotablish the viability of
micro-enterprise development programs in Honduras. 1 IDH works directly with
the SSE b~ctor providing credit, technical assistance and training through
four regional offices. Their beneficiaries cover both urban and rural SSEs.
More recently, they have received funds from both ANDI/PYME and FOPRIDEH for
 
Institutional 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 inability to meet programmed goals and objectives. Finaily, despite thenational character of the organization, its actual ILpact in the field
(numbers of loan recipients) is small. 

IDH is 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 Feder~tlon of Private Honduran Development Organizations (POPRIDEH)"
The Federacion de Organizaciones Privadas de Desarrollo de Bonduras (FOPRIDEI)
was established in 1985 as an umbrella group for NOs in Honduras. 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 business development organizatl'Ins, rural cooperatives, and social 
welfare organizations.
 

I riSCES (Program for Investment in the Small Capital Enterprise Sector),
funded by S&T'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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FOPRIDEH has defined two priority groups for its program grants
 
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 and human resources. To date, FOPRIDEH has
 
approved and financed 28 small projects., In the small business area, it has 
provided funds for NGOs to run programs in credit, training and technical
 
assistance. Many of tbse organizations have also received grants from 
ANDI/ME 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 because 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, given the
 
Mission's desire to work Initially with NQOs 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. Honduran Association of Managers and Entrepreneurs (GEXAH) Gerentes and 
Empresarlos Asoclados de Bonduras 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. GEHAB received an OPG from USAID/Honduras 
which terminatev June 1988. GEXAB provides courses to aid and upper 
management in larger privte and public enterprises. In the development of
 
its program, ft has received technical assistance from the American Management
 
Associations.
 

GEXAH has recently begun a new training program for small businesses.
 
This program is based on the model of the Fundac-on Carvajal of Cali,
 
Colombia. It provides twelve weeks of continuous training to small and
 
micro-entrepreneurs, with six modules which cover various facets of business
 
management (e.g., accounting, marketing, financial analysis, cost analysis, 
etc.). The Mission has provided financial assistance for GaIAH'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 
program. Under a tripartite agreement which includes AMNPIH and FIA, AMNPIH 
which will provide the initial participants to the GE24AH program and FIA will
 
provide credit to eligible graduates of the training course.
 

The Mission is looking with great interest at this pilot project and
 
-elieves GE4AH and its pilot program would be an excellent candidate for the 

!xpanded core group. If the pilot is successful, GEM.AH will be able to 
contract with core group institutions to provide training services under SB II. 

A 


