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In 1983, Congress established the Private Sector Revolving

Fur.J in an effort to promote private sector-led economic growth

in developing countries.
 

Since then, the Revolving Fund has helped foster many
 
positive changes in developing countries including increased
 
employment and incomes, improved financial markets and growth
 
of new businesses. This has been done by encouraging
 
commercial banks and other private financial institutions in
 
developing countries to lend money to small enterprises which
 
would otherwise not be able to receive credit.
 

In September 1988, President Reagan signed legislation
 
providing new loan guarantee authority under the Revolving Fund
 
in the amount of $25 million. Because FY 89 was such a
 
successful year for the Fund, Congress has nearly doubled the
 
guarantee authority for FY 90. Thus, this sixth annual report
 
to Congress finds the Fund principally involved in a successful
 
effort to leverage scarce A.I.D. resources to mobilize credit
 
for small business growth. As always, we are running, the
 
Revolving Fund with a strict adherence to the core guidelines
 
laid down by Congress -- to single out small businesses for
 
attention, to promote lending at market rates and to help
 
induce private financial institutions operating in developing
 
countries to make loans which help meet our developmental
 
objectives.
 

Innovation and dedication to the goals of the program are
 
what have brought the Revolving Fund to the status it has
 
today. Our aim is continually to improve the program as it
 
faces new challenges in the future so that it will remain a key
 
component in the Agency's Private Sector Initiative.
 

Neal Peden
 
Assistant Administrator
 
Bureau for Private Enterprise
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I INTRODUCTION 

he Private Sector Revolving Fund (PSRF) "Because Americans are so free to 

enjoyed a particularly successful year in 1989, dream, we feel a special kinship 

its first year of operation under the Loan with 2se who dream of a better 

Guarantee Authority enacted by Congress in 1988. future." 
The Loan Guarantee Authority grew out of experience President George Bush 
gained under the Private Sector Revolving Fund loan July 1989 
program which sponsored several successful loan
backed guarantee projects. Operating through US 
commercial banks, these projects sought to induce 
private financial institutions operating in developing 

countries to increase the volume of their small 
business lending. Under the new Guarantee Program, 
A.I.D. issues loan guarantees directly to financial 

institutions operating in developing countries. The 
Guarantees are backed by a reserve account equal lOne of) my principle concerns 

to 25 percent of A.I.D.'s contingent liabilities. [is] how to promote sustained 

development through broad-based 

Three types of loan guarantees were developed in economic growth.... A.I.D. must 

1989 by the Bureau for Private Enterprise (PRE) for use be an Agency for growth, for 

under the new Guarantee Authority in 1989: a small opportunity,for Individual choice. 

business loan portfolio guarantee; a trade finance ... If we can avoid the temptation 

guarantee; and a financial institution liquidity for the quick fix... A.I.D. can 

guarantee. These facilities are described beginning remain the development pace

on page five. setter into the next century." 

Mark L.Edelman 
A.I.D. Acting Administrator 
July 26, 1989 



INTRODUCTION
 

These new guarantee programs were developed and 
marketed in line with a new PSRF strategy to use 

A.I.D. guarantees as the principal mechanism to 

mobilize financing in developing country financial 
markets for private sector growth. Each type of 

guarantee incorporates the operating principles 

employed in the Private Sector Revolving Fund since 
its inception. A.I.D./PRE succeeded in placing its full 

1989 authority of $30 million in guarantee 
commitments and loans. In 1989, this represented a 
significant increase in the level of program activity 

compared with any previous year under the Revolving 
Fund. Moreover, there were several million dollars in 

requests for Revolving Fund guarantees which had to 

be carried forward to FY 1990 due to the FY 1989 
program ceiling. The results achieved In FY 1989 

persuaded Congress to authorize a Revolving Fund 
program totalling almost $50 million for FY 1990. 
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I LEGISLATIVE MANDATE AND PROGRAM PURPOSE 

ection 108 of the Foreign Assistance Act ' To carry out the purposes of sub

(FAA) of 1961 states that private enterprise section (a)Inaddition to the other 
development "is a vital factor in the stable authorities set forth in this 

growth of developing countries" and that "it is . . . in section, the agency primarilyres
the best interest of the United States . . to assist the ponsible for administering this part 
development of the private sector in developing is authorized to issue guarantees 
countries .... " To help promote private sector on such terms and conditionsas 
development, Section 108 of the FAA authorized the it shall determine, assuring against 
establishment of the Private Sector Revolving Fund in losses incurred in connection with 
FY 1984. Its purpose is to mobilize credit in LDC loans made to projects that meet 
financial markets for private sector growth, primarily for criteria set forth insubsection (c). 
the benefit of small businesses. The full faith and credit of the 

United States is hereby pledged 
Fiscal year 1989 was a year of significant change in for the full payment and perfor
the operations of the Revolving Fund. While the mance of such guarantees." 
underlying purposes of the Fund remained the same, 
the Omnibus Trade and Competitiveness Act of 1988 

added Loan Guarantee Authority to the Direct 

Section 108 (i) (11 
Foreign Assistance Act, 1961 

Lending Authority of the Revolving Fund. In doing so, 
Congress intended that loan guarantees backed by 
the full faith and credit of the United States 

Government would henceforth be the primary 
instrument used by the Private Sector Revolving Fund 
to meet its legislatively mandated objectives. 

3
 



JLEGISLATIVE MANDATE AND PROGRAM PURPOSE 

"Because of the small coverage 

that Is achieved when project 
funds are limited... the most 
significant impacts of small credit 

projects usually arise from their 
institutional effects." 

LESSONS FROM EXPERIENCE, 
VOL. III: June 1989 
Program evaluation series carried out 
by Management Systems 
International. 

'phegratiae thaprivae Sectonp1with the assistance of training provided by PRE, the 
program isthat private enterprise 

Is vital to the economic growth In 

the Third Worid4 and that an 

economicallyhealthy Third Worid 

is not only crucial to the worfd 
economy but Isalso akey market 
for American goods and services." 

Senator John F.Kerry (D.Mass), co-
sponsor of the guarantee authority
legislation. 

'The more we can leverage the 
Private Sector Revolving Fund into 
providng more assistance and 
credit to businesses in the 
developing world, the more we can 
foster increased purchases of 
United States goods and services 
by Third World businesses." 

Senator Alfonse D'Amato (R-NY), co
sponsor of the guarantee authority 
legislation. 

Revolving Fund guarantee projects are designed to 

encourage private lending institutions operating in the 
developing world to extend more market rate 
financing to small businesses. The focus on small 

business lending is appropriate because increasing 
credit available to small businesses creates more 

employment and higher incomes, which in turn lead 
to improved educational opportunities and other 

sustainable socio-economic benefits for small business 
owners and their employees. Through the use of loan 
guarantees provided under the Revolving Fund and 

private financial institutions participating in PSRF 

programs increase their portfolios of, non-subsidized 

small business lending. As these institutions gain 

experience with this type of lending, they will find 
that it can be profitable, and maintained without the 
use of PSRF guarantees. Thus, the Revolving Fund 

aims to increase the amount of credit flowing to 
small businesses from local financial markets not only 

during the term of the guarantee program, but also
 
after PSRF facilities have been retired. 
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I NEW GUARANTEE AUTHORITY 

T he objectives established by the Congress "Assistanceunder this section 
for the Revolving Fund (see margin) 	 my be providedonly to support 
continue to apply to the new Guarantee private sector activities which: 
Program. In prior years, A.I.D. has used Uhave a demonstration effect 

PSRF resources in a variety of ways to meet these 
objectives and will continue to do so with the new D will be innovative 
Guarantee Authority. 	 U are financially viable 

U maximize development impact 

The primary advantage of the new Guarantee 	 D are primarily directed to smallbusinesses." 
Authority is the opportunity it offers to leverage a 
reserve of taxpayer dollars into small business lending Section 108 (c)(2) 
at least eight times as large. This leverage is achieved Foreign Assistance Act, 1961 

as follows: 

U 	 A.I.D. is currently required to maintain a
 
reserve account equal to "not less than
 
25 percent of the amount of the
 
Agency's outstanding contingent liabilities
 
under the PSRF Guarantee Program. In
 
other words, for every $1.00 held in
 
reserve, A.I.D. may issue $4.00 of
 
guarantees.
 

U 	 Guarantees are issued to cover 50
 
percent of the principal of eligible loans
 
placed under coverage. An A.I.D.
 
guarantee of $4.00 will therefore result in
 
$8.00 of credit being made available to
 
a small-scale entrepreneur.
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NEw GUARANTEE AUTHORITY
 

THAI SILK HANDICRAFTS 

Mrs. Yowvares Shinawatra's family 

has been producing handicrafts 

and silk garments InChiang Mal, 

Thailand for two generations. She 

recently decided that she could 

attract more customers and make 

her firm, the Shinawatra Thai Silk 
Company, stand out among theCompatn ished oua gh
compeition Ifshe brought 

handicraft artists and silk weavers 

Into the store so that tourists 

could actually watch the artisans 

at work. Mrs. Shinawatra received 

a loan from the Thai Danu Bank 

under the PSRF guarantee facility 

coliateralized by property worth 

about 76 percent of the loan, 

unusually low under Thai banking 

standards. The construc- tion and 

expansion of Mrs. Shinawatra's 

facili.W Is currently under way. 

The Guarantee Authority makes it possible to support 

a larger small business lending program than was 

possible with direct loans under the Revolving Fund at 

a very modest cost to the U.S. taxpayer. This is 

particularly true in view of the fact that actual 

outlays of dollars from the reserve account will only 

occur when there are claims under guaranteed loans. 

CHARACTERISTICS OF PSRF GUARANTEES 

PSRF guarantees are extended to financial institutions 

operating in aeveloping countries. These institutions 

can be local or foreign-owned commercial banks, 

finance companies, specialized financial institutions, 

insurance companies or the like. PRE assures by 

careful review that financing institutions which are 

accepted for its Guarantee Program ore well 

managed and financially sound. They are usually 

among the most successful private financial institutions 

operating in their regions. The typical participating 

institution has, in the past, concentrated its lending on 

larger customers, but, with the incentive of the PSRF 

Guarantee, is willing and able to increase its exposure 

in the small business sector. 

Risks are shared with participating financial institutions. 

Normally, the Guarantee Program covers no more 

than 50 percent of the credit risk. Because financial 

institutions are equally at risk with A.I.D., their lending 

decisions will be made prudently. This is an essential 

6 



I NEW GUARANTEE AUTHORITY 

feature of the Program. Small business lending will AUTO PARTS IN MOROCCO 
only be continued if the banks find that such lending 
is, in fact, profitable. Prudent lending decisions will SINFA, a Moroccan manufacturer 
help ensure that this is the case. of automobile filters, isthe end 

result of an idea and an 
In contrast to other loan guarantee programs oppor!unity. The idea of Moamah 
operating in developing countries, the PSRF Guarantee All, SINFA's founder, was to do 
Program usually provides coverage to financial something more than Import and 
institutions on a portfolio basis, rather than loan by sell auto parts. The opportunity 
loan or project by project. This means that once was presented by a new Moroccan 
guarantee contracts are in place, financial institutions law which offers incentives to auto 
are free to place under coverage the eligible new assemblers in Morocco. Since 
small business loans they wish to guarantee, up to the 1985, SINFA has used its PSRF 
total amounT of coverage extended by A.I.D. This backed line of credit at Wafabank 
feature greatly simplifies Program administration, to finance raw material Imports. 

Inthe past two years, SINFA's 
Revolving Fund management has developed standard- annual sales of manufactured 
ized facilities for the extension of loan guarantees. automobile filters have Increased 
Prior Revolving Fund projects were individually crafted 20 percent and the firm has added 
in response to particular country and institutional a second production shift to meet 
conditions. This was feasible with program levels of demand. 
up to $15 million per year; however, the new Authority 
increased Program levels to $30 million in FY 1989, 

and almost $50 million has been authorized for FY 
1990, with further increases expected in the future. 
These magnitudes made individual crafting of each 
transaction impossible. Therefore, two of the three 
guarantee facilities developed in FY 1989 were 
standardized facilities: The Loan Portfolio Guarantee 
Program and the Non-recourse Trade Finance 
Program. These standardized facilities significantly 

7 



NEW GUARANTEE AUTHORITY
 

CERAMICS INMEXICO 

"To have a business in Mexico is 

not easy. To work honestly, 
risking what you have, is difficult. 
Many times we have wanted to 
give up. But we always have had 
the courage to go on because it is 
difficult i not impossible, to go 

back to being an employee" 

Mr. Aaron Aguila Gonzalez who, 
together with his wife Flor Marina,
received loans under the ACCION 
micro-enterprise guarantee facility for 
their ceramics and pottery business in 
Guadalupe, Mexico. The business 
has grown to employ 18 persons full
time as well as provide part-time
employment to developmentally 
disabled teenagers who live near 
their workshop. The Gonzalezes say 
they want to provide opportunities to 
those less fortunate than themselves, 
Says Mr. Gonzalez, "The most 
important thing is to teach people, to 
give them jobs and to have them
make a living from our work." 

simplify guarantee program marketing, Implementation 

and monitoring by A.I.D. It is anticipated that 
additional standardized facilities will be developed in 
the future. 

From the viewpoint of LDC private businesses, the 
Guarantee Program helps make credit more available 
from the local financial markets upon which they must 
depend for the funds needed to operate and grow. 
The Guarantee Program is therefore a powerful tool 

for A.ID. to influence the way in which local financial 
markets impact LDC private sector growth. 

TRAINING 

In conjunction with its guarantee programs, the 
Bureau for Private Enterprise provides training for 

bankers and small business owners, The underlying 
purpose of the training is to improve small business 

lending practices. The training is an important 
complement to guarantees in the effort to make 
financial institutions more comfortable with small 

business lending. The more lenders know about small 

businesses and the way loans to them can be 

structured and managed, the better their lending 

decisions will be. The more knowledgeable borrowers 

cre, the better will be their chance for successfully 

obtaining and repaying loans. 

8 



I NEW GUARANTEE AUTHORITY 

Training seminars for bankers cover small business 

lending practices, with emphasis on assessing 

sustainable growth rates, life cycles of successful 

businesses, avoiding financial pitfalls and recognizing 

,d1anger signs. The seminars also emphasize loan 

monitoring methods The seminars for entrepreneurs 

cover the basics of small business borrowing, analyzing 

the health of a business, accounting practices, the 

impact of taxes, and analyzing financial statements 

and cashflows. By the end of FY 1989, 12 courses 
had been completed in the following countries: 

Botswana, Jordan, Papua New Guinea and Bolivia. 
Significantly increased training is planned in the future. 

FOOD PROCESSING INTHAILAND 

"7am pleased that my business 

has been able to support my 
family very welf and that I am 

providing my boy and two girls 
with the best education available." 

Kriangkrai Lert-Thomnong-Thum, 
whose food processing operation in 
Chiang Mai, Thailand received an 
overdraft loan from Thai Danu Bank 
under a PSRF-backed guarantee 
facility. The loan was used mostly to 
purchase seasonal raw materials. 
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THE REVOLVING FUND: FY 1989
 

of September 30, 1989, the Revolving Fund PORTFOLIO 

portfolio consisted of 35 loans (six Project 

loans and 29 loan backed guarantees) 
totalling $65.9 million and $25 million in guarantees 
(contingent liability basis). Taken together, these loans 
and guarantees are expected to mobilize in excess of 
$200 million in credit for private sector activities. They 
are also expected to directly generate at least $25 
million in U.S. exports. 

as of 9/30/89 

$36.4 m 

As of September 30, 1989, Revolving Fund 

loans/guarantees were extended in 21 countries. 

The regional distribution is as follows: 

$28.7 m 
Africa 

$25.8 m 

Asia/Near East 

Latin America/ 
Caribbean 

40.0 percent 

31.6 percent 

Africa 28,4 percent 

7D.,l.a 
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THE REVOLVING FUND: FY 1989
 

,Z Loan Portfolio Guarantees (LPG) $20 Million 

The LPG Program is designed to increase the credit 
LPG CLIENTS made available to the small business sectors in 

Bank Ball Indonesia A.I.D.-as.isted countries. It does so by covering a 
Panin Bank Indonesia 

SolldBank Philippines portion of the credit risk on small business loans which 
Banco do Comerclo Dominicano Dominican Rep. intermediate financial institutions consider too risky due 

Banco do Desarollo BHD Dominican Rep.
Banco do Desarollo Naclonal Domincan Rep. to a lack of experience in small business lending, or 

Banco Nacional de Credito Dominican Rep.
Chase Manhattan Bank Dominican Rp. due to the fact that borrowers cannot meet 

COFISA Costa Rica established collateral requirements. This program
Bank of Nova Scotia Jamaica 

Jamaica Citizens Bank Jamaica incorporates and simplifies the key features of earlier 
Mutual Security Bank Jamaica 

Banque Indosuez Kenya loan guarantees sponsored under the Revolving Fund. 
Barclays Bank Kenya Kenya A.I.D. will guarantee up to 50 percent of the loss of 

Middle Africa Finance Company Kenya
Thabiti Finance Company Kenya loan principal under qualifying loans made by

Citibank Ivory Coast institutions purchasing guarantee coverage. The LPG 

Program is the principal guarantee product offered by 

the PSRF. 

In FY 1989, under the LPG Program, AI.D. issued 

guarantees to 17 bank, and finance companies in 

seven countries, which are expected to mobilize at 

least $40 million in credit directed to small businesses. 

U Non-Recourse Trade Finance (Foifait) Guarantees 

$5 million 

The Non-Recourse Trade Finance (Forfai) Guarantee 

Program is a worldwide facility which A.I.D. initiated 

with two forfaiting banks, Midland Bank Aval and 

International Commercial Bank. Under this facility 

A.I.D. guarantees cover 50 percent of the risk of US 

suppliers' medium term trade notes issued to finance 

exports to selected LDCs. The notes are purchased 

12 



THE REVOLVING FUND: FY 1989
 

without recourse to the exporter by financial 
institutions engaged in the specialized "a forfait" 
market. The purpose of the guarantee facility is to 
induce forfait banks to accept more risk in A.I,D, 

target countries than they would without partial 
coverage from A.I.D., and thereby faciliting the 
importation of US goods by businesses in those 
countries. PRE plans to bring additional forfait 
institutions into the Program in FY 1990. 

U Financial Institution Liquidity Guarantee $5 million 

PRE used its FY 1989 direct loan authority to launch a 
new type of guarantee program designed to mobilize 
funds in local financial markets for financial institutions 
which require liquidity to increase their small business 
loan portfolios. Two transactions were negotiated with 
the American Insurance Group (AIG) under which 
AIG's subsidaries in Jamaica and Kenya will lend its 
local currency investment funds, with PSRF guarantees, 
to local financial institutions which desire more liquidity 
for small business loans. As with guarantee 
transactions prior to 1989, A.ID.'s guarantees to AIG 
are backed by A.I.D. loans, in this case to AIG itself. 

The LPG and forfait guarantee facilities described 
above are used to induce banks to allocate already 
available loan resources to priority sectors. The two 
AIG transactions, alternatively, open the door to the 
use of PSRF guarantees to mobilize local currency 
funds in LDC financial markets to increase liquidity 
available to participating financial institutions for small 
business lending and other private sector development 

13 



I THE REVOLVING FUND: FY 1989 

uses. In addition, the program offers a US company 

a new investment opportunity for the currency it holds 

abroad, a model which should be replicable in other 

countries. Fund management looks with great interest 

on expansion of this scheme in the future. 

14 



LESSONS LEARNED
 

In FY 1989, the Private Enterprise Bureau 

continued to commission evaluations of selected 
Revolving Fund projects. The goals of these 

evaluations are to provide feedback on how well 
each project has met its objectives and to identify 
general lessons learned about effective means of 
assisting small enterprise growth and strengthening 
private sector financial institutions. These lessons not 
only have proved helpful in enabling Revolving Fund 
management to design more effective projects, but 
also led to the drafting of guidelines for A.I.D. missions 
supporting other small business lending programs. The 
guidelines were prepared to enable missions to take 
maximum advantage of lessons learned as a result of 
Revolving Fund experiences. The guidelines were 

published and disseminated in June 1989 and have 

been widely utilized. 

Overall, evaluation findings confirm that the strategy 

of working with private banks and using innovative 
financing mechanisms can significantly contribute to 
the broadening of LDC financial markets, a vital 
prerequisite for the growth of private enterprise in 

developing countries. Examples from three recent 

evaluations follow. 
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LESSONS LEARNED
 

Key Lessons Learned: 

U Loan guarantees are the 
Revolving Fund's most effective 
financing mechanism. 

U Developing standardized 
documentation and a streamlined 
approach to project appraisal 
permits more efficient operations. 

U The higher the credit or risk 
subsidy provided, the more likely 
It is that the program will be 
unsustainable and will harm the 
development of financial markets. 

U Local financial institutions 
should be selected that have 
business strategies that support a 
project's objectives. 

U Projects that Intend to Induce 
financial Institutions to lend to a 
new type of client should select 
markets that will be profitable. 

U Meeting project objectives 
requires active Involvement by 
Investment Officers in monitoring 
and enforcing project agreements. 

U Project design must begin by 
Identifying the constraints which 
prevent credit from being provided 
to smaller enterprises. 

MICRO-ENTERPRISE GUARANTEE FUND 
ACCION INTERNATIONAL, INC/AITEC 

LATIN AMERICA 
1985 OBLIGATION 

The Project 

Under the Revolving Fund, a $1,000,000 loan guarantee 
facility was established in favor of ACCION 

International, Inc./AITEC. Since 1973, ACCION has 

deliver of credit and training programs topioneered 
micro-enterprises in Latin America with notable 
success. ACCION is currently active in over a dozen 

countries in Latin America and the Caribbean. It was 

judged the most viable candidate through which to 

use the Revolving Fund to make credit available to 
micro-enterprises. 

A.I.D./PRE established a US $1million guarantee facility 

through a loan to ACCION International in September 
1985. The A.I.D. loan proceeds were deposited in a 

collateral account in a US bank (Chemical Bank of 

New York). Using this account and funds deposited 

by ACCION as security, Chemical Bank issues standby 
letters of credit to back loans from banks in Latin 

America to locally organized affiliates of ACCION. 

The affiliates, which are local lending organizations 

founded by leading businessmen, use these resources 
to finance lending programs for micro-enterprises. 

16 
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Lessons 

FOOD KIOSK INPARAGUAY 

Evidence suggests that micro-enterprise loans "7hecourses on buying and 
are not as risky as normally perceived selling and competition [offered by 
because alternative sources of credit are the Fundacion Paraguaya In 
exorbitantly expensive and family livelihood association with the ACCION 
is usually directly related to being able to nVrolending facility]opened my 
obtain reasonably priced credit for micro- eyes and taught me how to 
enterprise activities, develop my business. I now take 

my daughter along to hear the 
U Given high transaction costs, it is unrealistic classes." 

to expect commercial banks to engage 

directly in micro-enterprise lending Ms. Asuncion Samudio, whose foodkiosk inAsuncion, Paraguay has 
operations, but they can be induced to been financed through successive 
lend to ACClON-type affiliates. micro-loans taken out under the 

ACCION guarantee facility. 

Ql1 Competition from grant-financed programs 
limits the replicability of ACCION type 

facilities. However, PVOs engaged in micro
enterprise lending activities can increase 
their programs by borrowing from local 
financial markets. They can also make their 
own lending programs more viable by 
incorporating savings components in them. 

17
 



LESSONS LEARNED
 

THAI FOOD PROCESSING 

Ms. K.Sasinand started a food 
processing and exporting firm, the 

River Kwal Company, because, In 

addition to having a profitable 

business, she wanted to make a 

contribution to rural Kanchanaburi 

province where she grew up and 

where River Kwai's plant is now 

located. Twenty percent of the 

firm's original equity shares were 

purchased by BVP, the Thai 

venture capital firm financed In 

part through a PSRF loan. Today, 

River Kwars plant employs 130 

local residents, most of whom are 

women. The projected five-year 
return nn equity for the operation 

Is 16 percent. 

BUSINESS VENTURE PROMOTIONS
 
THAILAND
 

1987 OBLIGATION
 

The Project 

PRE, in cooperation with six Thai commercial banks, 
helped establish Thailand's first vnture capital 

company, Business Venture Promotion, Ltd., (BVP) by 
providing BVP with a ten year loan of $3 million. 

BVP makes direct investments in new businesses, 

expansions, and "turn-around" companies. Qualifying 

investments must meet two criteria: projects funded by 
BVP must be located in Thailand; and BVP's equity 

share of a company must not exceed 35 percent of 
that company, with a total allowable investment in 

any single company of $625,000. 

Results 

To date, the most important result of this project is 

that as of November I, 1988, 12 new venture capital 

companies had also started operations. BVP was the 

first venture capital company in Thailand and it plays 

a highly visible role in leading the industry. Almost all 

venture capitalists interviewed reported that they saw 

BVP as the leader in adapting venture capital 

practices to Thailand. As to the actual project, BVP 

had made four investments totalling $1,292,500, through 

October, 1988, and they are all operating profitably. 

Lesson 

Ul 	 Having six strong commercial banks 

as shareholders played a primordial 

role in the viability of the BVP 

project. 

18 



jLESSONS LEARNED 

SMALL BUSINESS LOAN FUND BUSINESS SERVICES INMOROCCO 
WAFABANK 
MOROCCO 

1985 OBLIGATION "One reason why this program Is 

so helpful is price. Before the 

The Project PRE/Watabank credit line, I would 
have had to pay interest to my 

Under the Revolving Fund, a small enterprise loan suppliers from the moment my 

guarantee facility was established by A.I.D. with order left their factory. It was 

Wafabank, a Moroccan commercial bank specializing sometimes 90 days before my 

in export and import credit. Wafabank is one of the product cleared customs here in 

largest commercial banks in Morocco, with an Casablanca; so for an order 

extensive branch network in both rural and urban totaling a half a million dirhams 

areas. Wafabank used the A.I.D. loan to open a ($50,000) at 15 percent, you can 

$2.5 million dollar collateral account with the New see my concern. Now I have 90 

York office of Credit du Nord, Wafabank's main days credit with them, and they 

correspondent bank. Credit du Nord makes loans are paid on time. Since my 

from the fund, collaterized by the AI.D. loan and business is 100 percent import 

guaranteed by Wafabank, to small und medium-sized dependent, you can see how 

enterprises in Morocco engaged primarily in the important that is." 

export of non-traditional goods. Landing decisions Mr. Rachid Bencherki, President of 
and loan management functions are carried out by Machine Business Services, 
Wafabank. The Wafabank program is designed to Casablanca, Morocco, who uses his 

PSRF backed credit facility to financeincrease exports from Moroccan small-scale enterprises imports of business equipment. 
and thus increase Morocco's foreign exchange 
earnings, expand Moroccan employment, strengthen 
private businesses and broaden the export experience 

of Wafabank. 
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Results 

Since the facility was established, 294 loans to small 

and medium-size enterprises have been made. Loans 

outstanding as of September 30, 1989 total $408,000. 

Of the original $2,500,000 disbursed by A.I.D. to Credit 

du Nord, $1,812,500 has been repaid. 

Lesson 

U 	 Loan guarantees can be instrumental 

in the extensions of credit needed to 

support communal activities with 

great developmental impact, such as 

exporting. 
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THE FUTURE
 

Over the past eight years, A.I.D. hasIINTERATED CIRCUITS IN 

explored a number of approaches to THAILAND 
LDC private sector development. In the 
process, it has become clear that LDC "When we wanted to expand last 

financial markets must perform more effectively for year, my partners and I knocked 
LDC private sector activity to prosper. This is truer on every door In Bangkok looking 
today than ever before since it is clear that financial for financingand found Pone of 
transfers to the developing world from both official the banks or finance companies 
and commercial sources in the developed countries willing to invest." 
are declining. 

Darragh McClure, Managing Director,
The experience gained to date under the Revolving Thai Circuit Company, Ltd. 
Fund has revealed a great deal about which types Finally, a Thai investment banker 
of interventions are useful in improving the role introduced the Thai Circuit Company, 

a manufacturer of printed circuitfinancial institutions play in LDC private sector 	 boards, to BVP, at the time the only 
development. From this experience has emerged a 	 venture capital firm in Thailand. BVP 

bought 36 percent of the firm's new 
strategy for the extension of guarantees to private equity issuance. As a result of the 
commercial institutions to mobilize and allocate credit expansion, the plant will employ 200 

people once full production is
in LDC financial markets for private sector growlth, reached. The Company is expected
Application of this strategy will be a key element in to be profitable and to produce a net 

return on equity of 43 percent by the 
A.I.D.'s future efforts to improve the performance of end of its first year.
LDC financial institutions and markets, and will 
contribute significantly to the attainment of the goals 
of A.I.Ds Private Sector Initiative. 

The Increased level of guarantee authority authorized 
by Congress in FY 1990 provides an opportunity to 
increase the impact of the Private Sector Revolving 
Fund on LDC credit markets and small business 
expansion, A.I.D. will continue to apply the lessons 
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I THE FUTURE
 

... [A glance at the world 

economy -. from the booming 

nations of the Pacific rim to the 
East Europeans attempting to 
move toward open economies 
tells us that prosperity comes only 

to those who place their trust in 

the energy and creativity of free 

men and women in free markets." 

Vice President Dan Quayle 
Miami Conference on the Caribbean 
December 1, 1989 

learned over the past six years to design and market 

innovative guarantee products to intermediate 

financial institutions for small business lending. 

Three new types of guarantee interventions are 

currently under consideration, which should soon be 

developed into standardized facilities to complement 

the LPG and forfait programs. These are in the areas 

of guarantee of lease financing for small businesses 

(especially in countries where Islamic banking 

practices prevail), guarantees of syndicated small 
business loans (which can increase the geographical 

coverage of small business guarantees) and 

guarantees of borrowing to increase liquidity for on

lending. 

With the advent of the Private Sector Revolving 

Fund's new Guarantee Authority in 1989, the 

foundation has been built for a significantly expanded 

and influential program to increase the availability of 

credit in the LDC financial markets for private sector 

growth. 
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I FINANCIAL STATEMENTS 

EXHIBIT A 
PRE/I REVOLVING FUND BALANCE SHEET
 
AS OF SEPTEMBER 30, 1989 (IN THOUSANDS)
 

Assets 

Fund Balance with Treasury and Cash -- Exhibit C S 41,510 

Investments--Short-term U.S Government Obligations 
at amortized cost which approximates market value) 15,709 

Total Loan Commitments $ 65,850 

Less Undisbursed and Repayments 41,495 

Loans Outstanding 24,355 

Less Provision for Losses 1.446 

Net Loans Outstanding 22,909 

Accrued Interest on Loans 589 

Total Assets S 80.717 

Capital 

Appropriated Capital S 76,000 

Accumulated Earning--9/30/88 S 2,526 

Net Income. Fiscal Year 1989--Exhibit B 2.191 

Accumulated Earnings--9/30/89 S 4.717 

TOMall S 80.717 

(EXHIBIT D - NOTES TO FINANCIAL STATEMENTS ARE AN INTEGRAL PART OF THIS STATEMENT) 
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I FINANCIAL STATEMENTS
 

-XHIBIT B 

COMPARATIVE STATEMENT OF INCOME FOR THE FISCAL YEARS 
ENDED SEPTEMBER 30, 1988, AND SEPTEMBER 30, 1989 
(IN THOUSANDS) 

Operating Income 1988 1989 Increase/Decrease 

Income from U.S. Government Obligations $ 301 $ 987 $ 686 

Income from Loan Investments: 

Interest 
Fees 

1,321 
142 

1,504 
187 

183 
45 

Gross Income $1,764 $2,678 S 914 

Less Provision for Losses 453 487 34 

Net Income - Exhibit A $1,311 $2.191 $ 880 

(EXHIBIT D - NOTES TO FINANCIAL STATEMENTS ARE AN INTEGRAL PART OF THIS STATEMENT) 
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I FINANCIAL STATEMENTS 

EXHIBIT C 
PRE/I REVOLVING FUND COMPARATIVE STATEMENT OF FUNDS AVAILABLE 
AND UTILIZED FOR THE FISCAL YEARS 1988 AND 1989 
(IN THOUSANDS) 

Fiscal Year Ended September 30, 

1988 1989 

Funds Available 
Fund Balance - Beginning $40,859 $41.485 

Appropriated Capital 6,350 8,650 
Net Income 

1,311 2,191 

Loan Principal Repayments 1,438 6,550 

Non-cash Provision lur Losses 453 487 

Less Loan Write-off 
(146) 

Non-cash Increase in Accrued Income (209) (74) 

Total Funds Available $50,202 $59,143 

Funds Utilized 

Loan Disbursements $5,946 S8,254 
Increase in Treasury Bills (at Cost) 2.771 9,379 

Total Funds Utilized $8,717 $17.633 

Ending Fund Balance - Exhibit A $41,485 41,510 

(EXHIBIf D - NOTES TO FINANCAL STATEMENTS ARE AN INTEGRAL PART OF THIS STATEMENT) 
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I FINANCIAL STATEMENTS
 

EXHIBIT D 

PRE/I REVOLVING FUND NOTES TO FINANCIAL STATEMENTS 
SEPTEMBER 30, 1989 

Note A - For Fiscal Year 1989, Congress authorized a loan guarantee program to be conducted as part of the 
Revolving Fund's activities. The legislation specificaly authorized the Bureau for Private Enterprise to issue 
guarantees with a reserve against losses equal to 25 percent of the guarantees outstanding. During Fiscal Year
1989, the Revolving Fund authorized and committed total guarantees of $25,000,000 which will require the
establishment of a reserve of S6,250,000. Accordingly, up to S6,250,000 of the Fund Balance with Treasury totalling
$41,510,000 as of September 30, 1989 has been reserved and is not available for further use by the Revolving Fund 
until such time as any related contingent liability for the guarantees is eliminated. 

Note B - Inaccordance with generally accepted accounting principles and a policy decision taken by Fund 
managers early in Fiscal Year 1988, the PRE/I current financial statements as of September 30, 1989 have been
adjusted to reflect a provision for losses of two (2) percent of the loans outstanding at the end of the fiscal year.
This policy has been applied consistently during all years of the Fund's operations and resulted in a Provision for
Losses in Fiscal Year 1989 of $487,097. During the year, fund managers determined that one loan totalling $146.000 
was uncollectible and that amount was written off to the Provision for Losses leaving a net Provision for Losses of 
$1,446,028. The fund managers consider this balance to be adequate to cover expected future losses. 
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I PORTFOLIO SUMMARY 

LOAN PORTFOLIO - PRIVATE SECTOR REVOLVING FUND 1984 OBLIGATED PROJECTS 
As OF SEPTEMBER 30, 1989 

Name/Country Funding (MM) Terms Disbursement Total Project
Project Number Loan Grant Rate Grace Term $ % Reflows Description 

Caribbean Basin 1.2 12.7% 5 yrs. 5 yrs. 261,250 22 $ 62,500.00 Venture capital fund
Corporcton finances new busi
(Caribbean-wide) nesses in Caribbean. 
940-000241 

Finade 2.0 .05 Based on 4 yrs. 7 yrs. 2.0 MM 100 401,188.25 Guarantee generates
(Dominican yield of $4million to develop
Republic) qualifying non-traditional export
940-002.25 investments businesses. 

H*alhllnk .314 - Based on 5 yrs. 9 yrs. 314,000 100 185,667.22 Guarantees a pool of
(Thailand, yield of loans for health
Indonesia) qualifying projects providing less 
940-0002.31 (T) investments expensive health
940-0002.32 (I) products for use in 

AI.D.-assisted 
countries. 

Thaiand Livestock 2.5 .07 10.25% 3 yrs. 10 yrs. 2.5 MM 100 33,507.52 Direct !oan finances 
Mot Proc ing new meat processing
(Thailand) equipment from the
940-0002.36 United States. 

Wafabank 2.5 .05 Based on 1.5 yrs. 7 yrs. 2.5 MM 100 2,259,589.90 Provides short-term
(Morocco) yield of hard currency credit
940-0002.34 qualtfying for small Moroccan 

Investments businesses. 
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PORTFOLIO SUMMARY
 

LOAN PORTFOLIO - PRIVATE SECTOR REVOLVING FUND 1985 OBLIGATED PROJECTS 
As OF SEPrEMBER 30, 1989 

Name/Country Funding (MM) Terms Disbursement Total Project 
Project Number Loan Grant Rate Grace Term $ % Reflows Description 

Acclon Micro- 10 .191 180 day 19 mos. 5 yrs. 700,000 70 $ 71,126.28 Guarantee generates 
Lending Guarantee T-Bill credit for micro-
Pool (Latin businesses throughout 
America/ Latin America 
Caribbean) 
940-0002.44 

Bank Nlaga 20 .05 9.5% 1.5 yrs. 7 yrs. 2.0 MM 100 769,595.99 Guarantee supports 
(Indonesia) $4 million in credit to 
940-0002.46 small and medium 

enterprises outside 
Jakarta. 

For East Bank & 2.0 3 year 1.5 yrs. 5 yrs. 2.0 MM 100 1A12,161.74 Guarantee generates 
Trust I T-Note at least $4 million in 
(Philippines) plus .1% credit to small and 
940-000249 medium-sized pre

export firms 

International 1.0 1 year 5 yrs. 5 yrs. 1.0 MM 100 578,891.67 Loan to US. 
Multifoods T-Bill company finances 
(Latin America/ plus 2% agribusiness loans, 
Caribbean) provides sophisti
940-0002.52 cated technology, 

agricultural expertise. 

Bank Urmum 2.35 3 year 1.5 yrs. 4 yrs. 0 0 0 Guarantee mobilizes 
Nasional T-Bill $5.7 million in credit 
-Indonesia) plus .1% to enterprises in less
940-0002.47 populated areas of 

rural Indonesia 

Thai Danu Bank 2.35 .05 3 year 1.5 yrs. 6 yrs. 2.35 MM 100 1,600,294.17 Guarantee generates 
(Thailand) T-Bill $4.7 million in loans to 
940-0002.48 plus .1% small and medium

sized rural enterprises. 
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I PORTFOLIO SUMMARY 

LOAN PORTFOLIO 
As OF SEPTEMBER 

PRIVATE 
30, 1989 

SECTOR REVOLVING FUND 1986 OBLIGATED PROJECTS 

Name/Country 
Project Number 

Funding (MM) 
Loan Grant Rate 

Terms 
Grace Term 

Disbursement 
$ % 

Total 
Reflows 

Project 
Description 

Bank of the 
Philippine Islands 
(Philippines) 
940-0002.58 

2.4 - 90 Day 
T-Bill 
plus .6% 

2 yrs. 5.5 yrs -0- 0 S 12,000.00 Guarantee generates 
$4.8 million to finance 
small and medium
sized rural agri
businesses. 

EDESA 
(Sub-Sahara 
Africa) 
940-0002.67 

2.0 90 Day 
T-Bill 
plus .375% 

3 yrs. 7.5 yrs. 1.5 MM 75 284,217.07 Guarantee generates 
$4 million to develop 
Sub-Saharan small 
business sector. 

MetroBank 
(Philippines) 
940-0002.57 

2.1 90 Day 
T-Bill 
plus .5% 

2 yrs. 5.5 yrs. 500,000 24 81 A12.08 Guarantee generates 
$4.2 million to finance 
rural lending. 

PhilippIne 
Commercial 
International Bank 
(Philippines) 
940-0002.59 

2.4 90 Day 
T-Bili 
plus .375% 

2 yrs. 5.5 yrs 2.4 MM 100 251,275.09 Guarantee generates 
$4.8 million to finance 
rural lending to small 
and medium 
enterprises. 

Serum Institute 
(India) 
940-0002.54 

1.0 6 month 
T-Bill 
plus .5% 

3 yrs. 8 yrs. -0- 0 -0- Direct loan for 
developing and 
manufacturing MMR 
vaccines, to reduce 
mortality rates among 
children. Loan covers 
the cost of importing 
US. capital 
equipment for the 
project. 

Union of Bolivian 
Banks 
(Bolivia) 
940-0002.60 

2.0 .06 90 Day 
T-Bill 
plus .375% 

1.5 yrs. 4 yrs. 1.6 MM 80 69,536.77 Guarantee opens 
credit to enterprises 
previously without 
access to the formal 
financial system. 
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PORTFOLIO SUMMARY
 

LOAN PORTFOLIO - PRIVATE SECTOR REVOLVING FUND 1987 OBLIGATED PROJECTS 
As OF SEPTEMBER 30, 1989 

Name/Country Funding (MM) 
Project Number Loan Grant 

Diamond Trust of 1.0 .05 
Kenya 
(Kenya) 
940-0002 73 

Guatemala 3.0 
Commercial (A.I D.) 

Financial 5 5 

Institutions (USAID) 

(Guatemala)
 
940-0002.74
 

Novogene Group 2.0 

Partnership 

(ASEAN Region) 
940-0002.76 

Securitized Trade 2.4 
(Turkey) 
940-0002.56 

South Pacific 1.75 
Guarantee Facility 
(South Pacific) 
940-000268 

Thai Venture 3.0 .05 
Capital 
(Thailand) 
940-0002.71 

Trident Foods, Ltd. 2.0 

(Mauritius) 
940-0002.70 

Terms 
Rate Grace 

3 Month 2 yrs. 

T-Bill 

plus .5% 


90 Day 3 yrs. 

T-Bill 

plus .375% 


90 Day 2 yrs. 

T-Bill 

plus .375% 


180 Day 13 mos. 

T-Bill 

plus .375% 


90 Day 3 yrs. 

T-Bill 

plus .75% 


4% plus Profit 5.5 yrs. 

Participation 


10% 2.5 yrs. 


Term 

5 yrs. 

5 yrs. 

2 yrs. 

3yrs. 

7 yrs. 

10 yrs. 

7 yrs. 

Disbursement 

S % 


-0-

.5 MM 17 

-0- 0 

2.4 MM 100 

-0- 0 

878,354.20 29 

1.236 MM 62 

Total Project 
Reflows Description 

-0- Guarantee generates 
$2 million for credit to 
Kenyan businesses. 

13,842.67 Guarantee provides 
credit to artisans, 
farmers and agri
businesses. 

-0. Direct loan creates a 
U.S.-Asian R & D 
limited partnership to 
develop and 
produce genetically 
engineered animal 
vaccines 

2,072,818.45 Guarantee of Turkish 
finance company's 
borrowing on U.S. 
capital market to 
finance small business 
trade exports. 

5,000.00 Guarantee facility 
increases bank credit 
to small businesses in 
ten South Pacific 
countries. 

-0- Direct loan 
established first Thai 
venture capital 
company to make 
equity investments in 
small business sector, 
assist U.S. technology 
imports. 

156,608.67 Direct loan 
established tuna 
fishing and processing 
firm. 
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PORTFOLIO SUMMARY
 

LOAN PORTFOLIO - PRIVATE SECTOR REVOLVING 
As OF SEPTEMBER 30, 1989 

FUND 1988 OBLIGATED PROJECTS 

Name/Country 
Project Number 

Funding (MM) 
Loan Grant Rate 

Terms 
Grace Term 

Disbursement 
$ % 

Total 
Reflows 

Project 
Description 

Bank of Jordan 
(Jordan) 
940-0002.77 

3.0 90 Day 
T-Bill 
plus .375% 

2.5 yrs. 5 yrs. 1,000,000 33 S 18,170.00 Guarantee generates 
$6 million in loans to 
private businesses 
needing U.S. imports. 

Bank of Credit and 
Commerce Loan 
Guarantee Facility 
(Botswana) 
940-0002.83 

.350 90 Day 
T-Bill 
plus .65% 

2.5 yrs. 8 yrs. 150,000 43 4,255.31 Guarantee mobilizes 
$700,000 to finance 
businesses in urban 
and rural areas. 

Barclays Bank 
Loan Guarantee 
Facility 
(Botswana) 
940-0002.83 

.750 - 90 Day 
T-Bill 
plus .65% 

2.5 yrs. 8 yrs. 250,000 33 8,005.48 Guarantee mobilizes 
$1.5 million to finance 
businesses in urban 
and rural areas. 

Cairo Amman 
Bank 
(Jordan) 
940-0002.78 

2.0 90 Day 
T-Bill 
plus .375% 

3 yrs. 5 yrs. 500,000 25 22,350.82 Guarantee generates 
$4million in loans to 
private businesses 
needing U.S. imports. 

Far East Bank and 
Trust II 
(Manila, 
Philippines) 
940-0002.80 

2.186 3 Month 
T-Bill 
plus .6% 

24 mos. 
from 
first 
disburse 
ment 

6 yrs. -0- 0 -0- Guarantee generates 
$4.372 million in loans 
to businesses 
importing U.S. capital 
goods. 

Masstock Ltd. 
(Zambia) 
940-0002.85 

3.0 11.25% 3.5 yrs. 6.5 yrs. 2,281,640.63 76 62,790.43 Direct loan to 
construct, equip and 
operate farm to 
improve domestic 
wheat production. 

Standard 
Chartred Loan 
Guaraty Facility 
(Botswana) 
940-0002.81 

.5 90 Day 
T-Bill 
plus .65% 

2.5 yrs. 5 yrs. 250,000 50 9,785.68 Guarantee mobilizes 
$1 million to finance 
businesses in urban 
and rural areas. 
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PORTFOLIO SUMMARY
 

LOAN PORTFOLIO - PRIVATE SECTOR REVOLVING 
As OF SEPTEMBER 30, 1989 

FUND 1989 OBLIGATED PROJECTS 

Name/Country 
Project Number 

Funding (MM) 
Loan Grant Rate 

Terms 
Grace Term 

Disbursement 
S % 

Total 
Refiows 

Project 
Description 

AIG Jamaica 
(Jamaica) 
940-0002.89 

2.0 T-Bill 2.5 yrs. 7.5 yrs. -0- 0 Creates medium-term 
credit for small 
businesses through 
Jamaican financial 
institutions. 

AIG Kenya 
(Kenya) 
940-0002.88 

3.0 Lesser of 
90 Day 
T-Bilis or 
6.5 Year 
T-Bonds 

7.5 yrs. 7.5 yrs. -0- 0 Creates medium-term 
credit for small 
businesses through 
non-banking financial 
institutions in Kenya. 
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I PORTFOLIO SUMMARY 

PSRF GUARANTEE AUTHORITY - LOAN PORTFOLIO GUARANTEES 
As OF SEPTEMBER 30, 1989 

Guarantees GuaranteesInstitution Authorized Committed 

Banco do Comercio Dominican $3,000,000 $I ,000,000 
.(Dominican Republic 

517-9G-03A 

Banco de Desarollo BHD 500,000 500.000 
(Dominican Republic) 
517-9G-02A 

Banco de Desarollo Naclonal 1,500,000 1.000,000
(Dominican Republic) 
517-9G-05A 

Banco Naclonal de Credlto 1,500.000 1,000,000
(Dominican Republic) 
517-9G-04A 

Bank Bali 1,000,000 1.000,000
(Indonesia) 
497-gG-02A 

Bank of Nova Scotia 3.000,000 3,000.000 
(Jamaica) 
532-9G-02A 

Banque Indosuez 1,000.000 1.000,000 
(Kenya) 
615-9G-04A 

Barclays Bank of Kenya 1,000,000 1.000,000 
(Kenya) 
615-9G-03A 

Chase Manhattan Bank 3,000,000 3.000.000 
(Dominican Republic) 
517-9G-O1A 

Citibank 500,000 500,000 
(Ivory Coast) 
624-9G-0 1 A 

COFISA 500.000 500,000 
(Costa Rica) 
515-gG-01A 

Jamaica Citizens Bank 500,000 500.000 
(Jamaica) 
532-9G-03A 
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I PORTFOLIO SUMMARY
 

PSRF GUARANTEE AUTHORITY - LOAN PORTFOLIO 
As OF SEPTEMBER 30, 1989 

GUARANTEES 

Institution 
Guarantees 
Authorized 

Guarantees 
Committed 

Middle Africa Finance Co. 
(Kenya) 
615-9G-0 ]A 

500,000 500,000 

Mutual Security Bank 
(Jamaica) 
532-9G-01A 

3,000.000 3.000.000 

Pan Indonesia Bank 
(Indonesia) 
497-9G-01A 

2,000,000 2,000,000 

SolldBank 
(Phillipines) 
492-9G-0 1A 

1,000.000 1.000,000 

Tabiti Finance Company 
(Kenya) 
615-9G-02A 

1.000.000 1.000.000 
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PORTFOLIO SUMMARY j 

PSRF GUARANTEE AUTHORITY - FORFAITING GUARANTEES 
As OF SEPTEMBER 30, 1989 

Finanacial Institution Guarantee Committment 

Midland Bank Aval, Ltd. $ 2.500.000 
(Worldwide) 
940-0002.86 

International Commercial Bank S 2.500,000 
(Worldwide) 
940-3002 
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