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»cENCY FTOR IHTERNATIONAL DEVELOPMEET P
Santo Domingo, Dominican Republic

Date: Dezenber 4, 19%C
Leh]
~
From: anfhie geasley, PED
. P N
Thru: Robert Barnes, Chief, PED }fJﬁ?“Q/vafifs
= ;
TO: semorandum to the File

subiject: Project assistance Completion Report Smail Industry
Development Project (517=-0150)

nis report documents the final status of the subject as cf the
roject Assistance Completion Date (PACD) of March 31, 1990.

I. PRLEF 2w0JISCT HISTORY

B. Project Arthrorization

Date amount Authorized

[

QB2 Grant: $850,000
Loan: 35,000,000

ceptember 30,

2. Project Obligations
Date Amount Obligated Total obhligations to Date
5/30/82 Grant: $767,00C $,57,000
Loan: $3,500,000 $3,500,000
3/29/83
amengnent Loan: $1,500,00C0 $5,50G, 000
12/30/83
amendnent Grant:$ $33,000C S 850,000
c. Project Assistance completion Date
riginal Date: September 20, 1987

Septenber 30,1989

Extersion By Mission :
te srrator: March 31,1920

Futension by Assistan!
D. Project Purpose and Goal

The purpcse of this project was to establish an institutional
nechanism, capable of providing & continuous source of credit,



technical assistance and training te small entrepreneurs in the
Deminican Republic. Its goal was to increase per capita income and
employment in the Deminican Republic by improving the performance
of the private sector.

E. Implementation

The Project was implemented using DA funds through a loan of
$5,000,500 and a2 grant cof $850,000. Both the loan and grant
agreenmelits were signed by the Central Bank representing the
Government of the Dominican Republic. The $5 miliien leoan portion
was used along with $2 million in counterpart funds to establish a
revolving credit fund which was administered by the Fondo de
Inversiones para el Desarrollo Economico (FIDE} to provide loans to
small borrowers through private financial intermediaries (PFiIs).
The grant was used to provide small borrowers with technical
assistance which was implemented through Technical Assistance
Centers (TaCs) which were in turn assisted by a Central Assistance
Facility (CAF) located in FIDE. Originally, loans to small
enterprises ranged in size from RD$2,000 to RDS50,000 and were
used f{or wOrKing capital and purchasing fixed assets. This limit
was later raised in 1288 to RDS$S150,000 o compensate for inflation.

Loan applicetions could either be made directly to the PFIs or
be channeled thrcocugh the TACs. The TACs were designed t¢ be a
“bridge between the financial institution and the entrepreneur."
Personnel of the TACs would help entrepreneurs with initial loan
applications and design an integrated program of TA, financing and
training. Seven TACs were established throughout the country
although in 1985, twe of these were consolidated so that at project
completion, six were funstioning. TACs received an up-front
commission ©f 3% of the total amount of the loan and 2% additional
on the unpald balances to cover the costs of providing subsequent
technical assistance. Initiel interest rates on loans as
established in the Project Paper were 12%. However, these rates
rose during an inflationary environment as FIDE increased its rates
to 24% in 1%889. Initially, PFIs received a 4% margin for loans
which they placed 1in Santo Domingo and Santiago and 6% for those
placed outside those cities. FIDE received 8% on loans made in
Santc Domingo and Santiago and 6% on all loans placed in other
cities. Terms of the Agreement called for the GODR to pay back
interest of 2% per year during the first ten year grace period and
3% therezafter.

. The intention of the preiect design was that the TACs would be
self-sustaining by the fourth year. During the first three years
cf the project operating costs would be subsidized by project grant

funds. However, 1t was expected that this support would end Ly
vear 4. This did not happen for several reasons: 1) The Central

Assistance Facllity (CAF) in FIDE did not provide adequate
technical assistance to TAC persconnel. 2) The 3% closing cost plus
2% finance charge for TA were not sufficient to cover salaries and
operating costs of the TACs. 3) FIDE bureaucratic bottlenecks in
the loan approval process meant that borrowers frequently had to



walt six to nine months froo the :xre they submitted their

applications until they received <their locans. In periods. of
relatively high inflation (1984, 85, 87, 88, and B89) these delays
meant that by the time lcans were disbursed, they frequently no
longer covered programmed purchases. Therefore borrowers looked

for funds from other ssurces. 4} The PFis were not willing to
accept the high tramnsaction costs nor risks of small business
lending for their assigned margins (4%

m

In &an attempt to improve the technical skills of TacC
personnel, USAID and FIDE concurred in 1987 to reprogranm
approximately $326,000 in remaining grant funds to brlnq in more

off-shore technical assistance and te extend the project for two
years until September 30, 1989 so that the planned program of
assistance could be carried-out. This assistance was provided

threough a buy-in to the Assistance o Rescurce Institutions for
Enterprise Support {ARIES} Proiect.

A final extension of the project from September 30, 1989 to
March 31, 1990 permitted project finds tc ke used for a audit which
was conducted in January and February ©f 1990. Although there are
still & few points from that audit which wmust be closed, the RIG
has determined that nc points remain open which would block the
final disbursement.

IXI. DELIVERY OF PROJECT INPUTS

2. Technical Assistance Center Operating Expenses
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£38¢,000 £3

These funds were bvdge:ed To cover TAC operating deficits
for the first three years of the Project. A portion of these funds
{$31,163) alsc went to cover cifice eguipment. Since the TACs
stili nad projected deficlits for year 4 of the project, the mission
approved cperaticnal grant subsidies for four years instead of
three. A total of US$297,769 was disbursed to FIDE to reimburse
grants extended to seven TACs over four years. In addition $10,309
was used to finance small business falrs, $4,289 financed a seminar
for TAC persconnel and $1,419% was used for a census to determine the
nunker of small businesses in specific regions. ©One reason that
disbursements under this line item were reduced from the budgeted
amounts is that the Dominican pesoc was devalued from RDS1 to USS1
in 1982 to RDS3.8 to USS1 in 1987, Funds not used under this line
item were reprogranmed into technical assistance.

B. Commodities

Budgeted Actual

$50,000 0



Commodities  totalling _ approx ximately $34,577 were
purchased under the p*ojecb, but n fa anced under this line item.
Approximately $31,163 in Oxflce ega ment was expensed to the TAC
CE budget 11ne—1tem and $13,414 was spent con computer eguipment
which wag purchased with F nds from the ARIES buy-in and expensed
under the Technical Assistance element.

C. Technical Assistance
Budgeted Actual
$320,000 480,929

This budcget elenment was increased in 1887 when the
Central Bank and AID concurred in the reprogramming of project
funds to provide intensive technical assistance to personnel of the
TACs with a buy-in to the ARIES Proiect (administered by AID/SAT
and Robert Nathan).

During the first twe years of the Project z total of
$130,612 was spent on off-shore technical assistance activities
with Development Associates. The assistance activities consisted
of 1) diveloping operational pians for the four TACs which were
functioning originally:; 2) assessing the assistance provided by
CAPE/FIDE to TAC personnel and determining unfulfilled training
needs:; 3) training 9 participants from the staffs of CAPE/FIDE and
the TACs in Carvajal nmethodalogy in Cali, Colombia.

A total of $218,133 was disbursed for activities carried
out under the ARIES project buy-in. This included $13,414 spent on
conputers and scftware. Activities conducted under this buy=-in
included two training needs assessments, four seminar-workshops,
four weeks of on~-site technical assistance to the TACs, and the
design and implementation of an MIS and computerized accounting
systen for several of these organizations. An additional $49,571
was disbursed to provide for the services of a Personal Services
Contractor who coordinated project activities iIn the Mission.
Finally $18%7 was spent training twe members of CAF in Washington.

D. Evaluations
Budgeted Actual
$50,000 $17,862

Financed under this line-itern was cne evaluation cesting
$2,997 carried cut by CAPE-FIDE in 1986 to assess the impact of
credit extended under the D”OjEC» cn the Dominican economy and an
audit carried out in 1990 which cost $14,865. One additional
evaluaticn to assess the Impact of .he preject on micro-
entrepreneurs whe received ilcans was financed by USAID at a cost of
$26,752 using Project Development and Support funds.

E. Loans



Budgeted Actual
55,000,000 £5,000,000C

Disbursenents were rade regularly until Octcber of 1988

when they were at@gped on all projects channeled through FIDE until
he Central Bank agreed to raise Iinterest rates and improve its
roject management. The last disbursement was reqguested by FIDE in
ccember of 1980 %o reisburse then for loans disbursed through
a i

. 1280,

F. Contingency
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Budgeted actual
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IIXI. COUXTERPART CONTRIBUTIONS

The Loan Agreenent pec :fied that GODR counterpart
contyibution would ke not less Ul he eguivalent of US$2,000G,000
which at the official exchange rate of US$1 to RD$S1 was the
eguivalent of RDS2,000,000 on the date that the Agreement was
signed.
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IV. PROJECT ACCOMPLISHMENTS

»

The ‘o‘low1ng table shows the status of the various
curputs at the snd of the project

Planned Aetuzl
1000 loans to swmail 841 loans to small
industries (US$3 miilicn industries (US$5 million
~ RDS2 million) ~ RDS2.1 million)
1000 businesses receliving 616 businesses have received
TA and improving performance TA.

v. PROGRESS TOWARDS ACHIEVEMENT OF PRCJECT PURPOSE

Credit did reach small ent epr neurs and eccnomic impact on
their businesses was positive. An evaluaticn paid for by USAID and
conducted by the Inuerﬁatwo 12l Sci epce and ”echnology Institute in
1987 indicated that the income of businesses which received loans
had risen by 105% (adjusted for infliatlion) from the time of the
first loan until the time of the survey. Fixed assets had risen by
82% and the average salary per employee had gone up by 9% in real
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terns.

Nevertheless an "institutional mechanisn, capable of providing
a continuous source of credit, technical assistance and training to
small entrepreneurs® was not developed through this preoject. The
banks {PFIs} were not interested in extending loans directly to
small entrepreneurs because the transaction costs of handling such
icans wevre %+o¢ high. The loans were not attractive to the PFIs
because the 4 to 6% margins which they were assigned under this
project were too low. Furthermore, FIDE/CAPE re~evaluated all lecan
applications which had already been approved By the PFIs, and
these were later submitted to 2 tral Bank Credit Committee and
£inally to its gGovernor for his approval. This process tock
several nonths whereas the project design had envisioned a 24 hour
+urn-arcund time once applicaticons had been submitted by the
Central Bank.

I

The slow approval process lrpinged on the development of the
TACs into self-sustainable organizations whieh would provide
continuous technical assistance. By the end of the project,
virtually none of the TACs had reached this level, although two,
PROPE and PROAPE, had developed efficient management systems, and
probably would have been sustainable had the loan approval process
become more expedient.

V¥i. PROJECT DESIGN ADJUSTMENTS

Some recormendations for other projects of this type are the
following: 1) Focus on credit rather than technical assistance to
the entrepreneur. This project was designed during the “"early era®
of ecredir assistance to small and nmicro-enterprises. The
methodology most commonly used then was based on the Carvajal Small
Enterprise Development Model which specified that technical
assistance should be 2 pre-reguisite to credic. Under this model,
all entrepreneurs were required to receive TA {frequently in the
context of formal courses) whetheyr or not they needed cr desired
it.

TAC personnel were sent to Cali, Cclombia for training in this
assistance method. Subseguent siudies such 2s the "RID
Microenterprise Stocktaking" which was conducted in 1988 concluded
that support prograns which provided rminimum technical assistance
and focused on credit achieved more than those which attempted to
provide both. Providing technical assistance 1s very expensive and
the 5% margin allowed to the TACs was nct sufficient to pay for
this service.

2) Channel credit through private secior erganizations. The
cumbersome bureauncracy of FIDE impeded the efficient processing of
loans. Furthermore, political considerations cften interfered with

the management of a sound credit program. Declsions on interest
rates charged on loans channeled through FIDE are made by the



Monetary Board of the central Bank. In 1288 when inflaticn more
+han doubled over the previous year and rose to 58%, this Board
waited nine meonths 1o raise rates. 2 nunmber of NGOS in the
pominican Republic operate effective credit programs for the
infermal small and MiCro pusiness sectoy. e vission decided that
its “follow-on Pproject, iwicre and Smalil 3usiness Developnrent)
should channel credit s> %the sector through these private
institutions. Accordingly. funds +i11 be channeled to then through
+ne FTund for nhe Fipancing of wigroenterprise, ' TONDOMICRO), a
private sector organization.

vII. REQUIREMENT FOR CONTINUED MONITORING

FIDE*s managenent of the project will centinue to be monitored
wy A.I.D. until 21l of the audit peints arve clesed. Activities of
L
S

chose TACs which develop span prograns end become clients of
FONDOMICRO will continue O we =cnitored under the new project.

vIII. REQUIREMENT FOR TURTHER DATA ANALYSIS OR EVALUATION

The ISTI evaluation of 1987 compiled and amalized accounting
dazta on firms which had received loans under +he project. It also
analized data dealing with e secenomic and social impact of loans
msde under this preoject on eme lives of entrepreneurs. These data
showed that entrepreneurs had spent increased income generated
after receiving leoans on wmasic human needs such as new or improved
nousing {21%). private education {29%;, transporation (26%), and
private heallh care {17%). This type =f data will centirue to be
gathered and analyzed under Inhe ne¥ wicre and Small Business
Development Projectl.

IX. SUMMARY COF LESSONS LEARNED

1. The proliect resulted in significant menefits for entrepreneurs
whe had received credit. As Ihe evaluation indicated, the
real income of loan recipients increased by over 100% and many of
the loan reneficiaries used increased incomes TO satisfy their
rasic human needs.
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2. Banks were not interested in dealling with small borrowers
hecause transaction costs and perceived risks were too high. Many
loan applications were rejected oY finmancial _atermediaries (PFIs)
because they did not have satisfiacliory guarantees. For these
reasons, graduating individual entrepreneurs to the formal banking
system may not pe a viable goal. A nore attainable geal is to
graduate credit organizstions specifically designed to dealwith
chese ¢lients o formal sources of credic.

3. Instiguticnal sustalpalllizy =oF +he TACs whose primary
sunction was to provide technical assistance was not attained
recause of the high cCoOsT of providing INis SeIVICE. Entrepreneurs
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freguently did not need tech: assistance and went directly te

H 1
i -
+he PrIs for their loans, {about 373% cf lcan recipients were in

ke

thiz category).

4. The most successful credit programs to informal sector small
and ricro-entreprenheurs in the Dominican Republic are those which
are offered by pr;vate sector NG0s. These cvganzzauions frequently
surpassed their cbjectives in terms of the number of loans
progranmed and am@uﬁt loaned. Turn=-around time on most of these
leans, including those for flxeu assets is two weeks at the
maximum.
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