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ABSTRACT.

valuatlon Abstract (Do not exceed the spnca provided) _

This interim evaluation of the Program for Small and Microenterprises
(PROPEMI), carried out in £l Salvador seven months prior to the project
completion date, reviewed the progress made toward fulfilling the stated

. project goal and purpose of increasing profitability and promoting expansion

of small and micro-enterprises. Specific objectives were the creation of
jobs, "graduating" beneficiaries to the established financial system, and
attaining self-sufficiency as a project. To date, the average number of jobs
created per bert:ficiary is 35% higher than expected and average beneficiary
earnings are 220% higher. However, the number of beneficiaries reached is
only 40% of the expected figure and only 2.5% have "graduated" to the
established financial sector instead of the projected 108. As training i3 no
longer a mandatory requirement to obtain a loan, the rate of loan placement
has more than doubled within the past 18 months. Self-sufficiency can be
attained if PROPEMI increases net earnings by four times the present amount.
Information for the evaluation was gathered through interviews with A.I.D. and
PROPEMI officials ag well as the review of relevant project documents, More
gignificant datg, was generated using a 95 question random selection survey
that was conducted of 224 of the 2,021 beneficiaries. It was found that the
credit activities are indeed contributing toward the fulfillment of the stated
project goal and purpose, but thig is not true of training and techncial
advice activities as over 50% of the credit staff's time is dedicated to the
latter activities. Survey results also demonstrated that smll-enterprises
not only generated more employment opportunities than micro-ones but also paid

higher salaries.
The main recomnendations for the project are:

- ooncentrate on small enterprise lending;
~ de-emphasize training and post—credit technical advice;
- increase maximum loan size limits.

The main lessuns learned are:

- a credit demand survey may be needed at the design stage (not a

demographic study);
-  the selected credit institution should "match" the target group;
fewer eligibility rules should be imposed if the implementation involves a

new credit institution.

COSTS
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SUMMARY

<. Summary ol Evaluation Findings, Conclusions and Racommandations (Try not 1o exceod the thvae (3) pagos provided)
Addross the following lItoms: !

¢ Purpuso of evaluation and msthodology used e Princlpal recormendations

¢ Purpose ol actlvily(les) evaluated » Lossons learned
e Findings and concluslons (relate to quostlons) 7 : .
Mission or Ollice: Date This Summary Preparesd: Title And Date Of Full Evaluation Report:

USAID/EL SALVADOR

As stated in the evaluation scope of work, the goal of the Program for Small
and Microenterprises (PROPEMI), which was launched in August of 1985, is "to
improve access to, and availability of credit for small and
microentrepreneurs. The purpose is to provide support to FUSADES, for the
development of the Program for Small and Microenterprise, which provides
credit and techncial assistance to Small Businessmen and Microentrepreneurs in
El Salvador and to increase the profitability of, and promote the expansion of
Smll and Microenterprises, thereby generating employment znd fostering
econamic growth®.

The central task of this interim evaluation, initiated scme & months prior to
the project activity completion date of June 30, 1992, was to assess the
progress made by PROPEMI, through training, technical advice and credit,
toward fulfillment of the above stated goal and purpose. Also addressed wexe
PROPEMI 's objectives of graduating entrepreneurs to the established financial
system and achieving self-sufficiency as an institution.

In addition to the custamary steps of reading background documents and
interviewing relevant individuals, a survey was conducted of 244 project
beneficiaries. to determine the impact of training, technical advice, and
credit on employment and earnings.

There were three project design elements: program development (operating
expenses); a $4.5 million revolving credit fund intended to supply the initial
credit needs of project beneficiaries; and technical assistance (inclusive of
training activities). The $1.3 million made available by the Agency for
International Development (A.I.D.) to help pay PROPEMI's operating expenses,
as well as the rewlving credit fund, had been fully disbursed as of May
1991. The agreement between A.I.D. and PROPEMI with respect to the revolving
fund, which has been amended twice, describes several expected outputs and
beneficiary characteristics, including:

the fund would have colones (¢) 57.5 million by June 1952; .
a total of 5,750 individuals wouid receive loans; h
an average of one new job would be created per lcan recipientj
beneficiary earnings would increase by an average of 10%;

‘al least 10% of beneficiaries would be "graduated" to the estabished
financial system after having their initial credit needs supplied though
the fund;

. 40% of the beneficiaries would be women.




SUMMARY (Contlinucd)

Following is a comparison of actual outputs to date with these expected output
targets,

SUMAARY OF MIN OUTPUTS TO DATE (NOV. 10, 1992)

Achieved Target

1. Amout of the Fund (in millions of colones) 36.0 57.5
2. No. of individuals that received loans .

( 2,670. total loans) 2,021, 5,750.
3. Percentage increase in earnings of

beneficiaries 32 % 10 8
4. No. of new jobs generated 2,790. 5,750. -
5. No. of people "graduated" to the

established financial system 52 575
6. $§ of women beneficiaries 42 3 40

The minimun loan size of most of the established financial system in El
Salvador is $#5,000., while PROPEMI's minimum loan is ¢1,000. This parameter,
plus several loan eligibility requirements (such as the former mandatory
trainingy requirement) and the operaticnal niche given to PROPEMI that was
based or the findings of a 1985 survey, explain why the impact of the lending
has not been greater.

Technical assistance as defined by PROPEMI relates basically to training,
asgistance in preparing credit applications, and to credit follow-up or
supervision. Very few of the survey respondents stated that technical advice
had contributed to increases in their earning or employment. No other private
sector program in El Salvador is as extensive as PROPEMI's administrative
training program for smll and microenterprises, which offers five core
courses in accounting, costs, administration, marketing & sales and investment
projects. The program has reached over 5,000 individuals. However, training
is mot critical to assure success of the credit component, and neither is
training critical for the loans to have a direct impact on employment or on
increased earnings. :

During the past two years, PROPEMI's total income has grown faster than its
total costs. About 66 3 of total costs are related to salaries and fringe
benefits., The credit component is the only activity that can lead PROPEMI to
true self-sustainability. However, in order to reach self-sustainability,
PROPEMI needs to have a loan portfolio of approximately #75 million, given the
current budgeted level of expenses of ¢3.1 million and taking into
consideration inflation and bad debt reserves. This leaves a contribution
margin (to cover expenses) of 4 percentage points of the 20 $ that is
currently charged for loans. At present, PROPEMI has #36 million avilable for
lending, and about #27 million of these represent its current outstanding
portfolio. Delinquency is presently 12.4% of the outstanding portfolio.




SUMMARY (Continued)

All credit activities are carried out in accordance with the accounting rules
followed by the national financial system. The accounting system is cash
based and applies established norms for El Salvador. A budget control manual
exists that includes A.I.D. rules and norms. There is also an internal
rotating auditing system, and external audits are carried out in accordance

with the financial system rules.

The evaluation team reccmmends that A.I.D. ccatinue to support FROPEMI)
however, it is first necessary for the directors of FUSADES and PROPEMI ‘s
Comission to reconsider PROPEMI ‘s priorities taking into account the
conceptual and operational changes recommended in this report. It is
recommended that future efforts be concentrated on lending activities focusing
on smll enterprises instead of micro-businesses, and that training and
post-credit technical assistance be de-emphiasized.

There are 22 "action" recommendations presented in various chapters of the
reports, of which the following are most important:

. ’'Small enterprises should be the main target of the credit program;
Elterpnses having up to ¢1 million is assets should be eligible to
receive loans;
The maximum loan size shnuld be raised to 2 § of total av11ab1e loan funds;
Lending should target certain activities that are linked' to other FUSADES
programs (e.g. agricultural diversification);
New financial intermediation systems (e.g. factoring) should be introduced
in El Salvador;
Passive pramotion such as billboards and mobile pablic address char.nels
should be utilized instead of door-to~duor promotics:;

aphic coverage should be expanded through use of commissioned agents;
Certain eligibility rules should be eliminated.
Loans under £10,000 should not be processed like larger loans;
An internal cost study should be undertaken to £ind ways to streamline
operations;
A 1% coomission for loan processing should be charged;
Training fees should be increased by 50%;
A computer based management information system should be installed;
A new research and development wnit should be supported to carry out
sectoral studies, introduce new financial intermediation instruments in El
Salvador, and establish a permanent process for monitoring the impact of
project activities.
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SUMMARY (Contlnued)

There are six important "lessons learned" cited in the report, as follows:

1. A credit demand survey (not a demographic study) should be carried out at
the project design stage.

2. The surveyors and/or designers of the credit demand survey should be
senior credit specialists.

3. The selected credit institution should "match" the characteristics of the
target group.
4. The type of human resources needed to conduct the credit program should be

identified during the design stage, alcng with the externmal technical
assistance required to upgrade their skills.

! 5. If the project involves a new credit institution, it is best not to impose
too many eligibility rules on loan applicants before the institution has

developed its portfolio.

6. The permanent monitoring of the impact of the project activities should be
instituted at the beginning of the implementation stage.
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ATTACHMENTS
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COMMENTS

ment fon, Al and Borrower/Grantee On Fujl Report

The Mission 8 experience with this project has been generally good. PROPEMI
reached the population expected; they met several project goals and utilized
AID funds one year ahead of the project PACD. PROPEMI is generating sufficient
income to cover operating expenses, but faces decapitalization by inflation
unless corrective measures (expand portfolio, adjust interest rate and
commission structure) are taken. The smll and micro-business subsectors of
the Salvadorean economy were recognized as critical to the country's econamic
recovery. These small and microbusiness never shut down their operations
during the 11 years of a civil war in El Salvador, to the contrary they have
continued to employ pecple and keep the econcmy of the country going.

This program provided the SME with the technical assistance and the financial
resources needed, therefore, they are actually expanding their operations
nationﬂtde, generating employment and fostering econamic growth.

The sumivey performed by Checchi and 0o., was important because it gave the
Mission’ a better picture of how the SME community really is in the 90°'s as
coampared to how it was when the program started back in 1985. Definitely the
key of for the excellent results of this evaluation was the opportunity the
interviewers had to dialogue with PROPEMI's beneficiaries from differents

parts of the country.

The Peace in El Salvador has been signed and has opened a new path for
PROPEMI. There is an emerging salvadorean population entering the private
sector. PROPEMI will be a great asset since they are already active in 8
departments in El1 Salvador. The Mission will ocontinue to work with this
organization since it is vital for the new PRN. PROPEMI will be encouraged to
g reach SME in ex-conflitive zones (109 Municipios identified in the PRN).
However, as the evaluation mentioned, PROPEMI has a weakness; the lack of a
. adequate management information system. A system independent of the FUSADES
o Central information system, will be needed in order to handle data pramptly

and efficiently, especialy regarding loan portfolio and clientele. A.I.D.
- officals will continue to mantai: close commmication with PROPEMI's officials
~ in order to see that this unit be implemented.
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