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ABSTRACT

H,_Evaluatlon Abstract (0o not exceud the_gpace provided)

1.

Four main conclusions can be drawn from PROPESA's evaluation:

PROPESA's micro-enterprise support program has had highly
favorable and significant impacts on PROPESA's clients in
terms of key indicators - increases in value added and
increases in wage rates and employment opportunities - end, at
the same time, PROPESA has come to reach a clientele of much
smaller micro-enterprises, largely through the introduction of
group lending;

PROPESA has confronted serious loan delinquency problems and,
through the design and implementation of effective loan
recovery techniques, has overcome these problems and emerged
as a stronger institution;

PROPESA has not yet been able to demonstrate that it can cover
its operating expenses with operating revenues and thus
continues to depend on donor funding, thereby implying the
viability of PROPESA and the sustainability of its programs
has not been insured; and

the comparison of PROPESA's benefits - the value of the
positive impact of its programs on its clients =~ with
PROPESA's costs - the operating losses that it has sustained
since the initiation of its operations - yields an extremely
favorable result with a rate of return of more than 200
percent.

COSTS
| 1, Evaluation Costs
1. Evaluation Team Contract Number OR |Contract Cost OR

Name Atfiflation TOY Person Days TDY Cost {U.S. $)| Source of Funds
Juan Carlos Diaz AID/Chile 3 A.I
Robert Christen PROPESA 3 A.I
Susan Wright PROPESA 5 A.I
Robert Vogel Consultant $16,170 A.I
Luls Fuenzalida $25,667 A.I

2, Mission/Oftice Professlonal Staff
Person-Days (Estimate) 3

3. Borrower/Grantee Professional
Staf! Person-Days (Estimate)
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SUMMARY

J. Summary of Evaluation Findings, Concluslons and Recommendatlons (Try not to exceed the three (3) pagoes provided)
Address the following ltems: '

e Purpose of evaluation and methodology used e Principal recommendations
Purpose of actlvity(les) ovaluated e Lessons learned
e Findings and conclusicns (relate to questions)

* Misslon or Offlce: Oate This Summary Prepared: Titte And Date Of Full Evaluation Report:

Purpose of the evaluation

1.

to measure the impact of PROPESA's assistance on its clients,
especially increases in value added and in the quantity and
gquality of employment that can be attributed to the credit and
technical assistance provided by PROPESA; and

to evaluate the viability and sustainability of PROPESA and
its assistance program for micro-enterprises, especially as
reflected in loan delinquency and other costs and other costs
incurred by PROPESA in providing credit and technical
assistance to its clients.

Methodology used

1.

2.

5.

Analysis of the evolution of PROPESA's target group throughout
the years of operations; :

analysis of a control group, composed of non assisted micro-
enterprises, so as to have a comparison base to evaluate
PROPESA's impact on assisted micro-enterprises versus non
assisted ones; .

analysis of the evolution of supported micrq-enterprises
throughout the years of assistance they have received from the
Progran;

Economic evaluation of the Program; and

Financial evaluation.

Findings and conclusions

1.

PROPESA's micro-enterprise support program has had highly
favorable and significant impacts on PROPESA's clients in
terms of the key indicators - increases in value added and
increases in wage rates and employment opportunities - and, at
the same time, PROPESA has come to reach a clientele of much
smaller micro-enterprises, largely through the introduction of
group lending.




SUMM A RY (Continued)

AID

The main finding from the evaluation was that value added for
PROPESA's clients increased substantially during their
participation in the program (from $621 to $903 on average).
For employment, .the effects of PROPESA's program were also
positive as all the key indicators had increased significantly
by the end of the third year of participation: the number of
workers employed from 1.5 to 1.9 on average, the total wage
bill from $143 to $240 on average; and the wage rate from $118
to 200 on average.

Another interesting indicator of the success of PROPESA's
program is that participating micro-enterpreneurs increased
the proportion of their incomes that they reinvested in their
micro-enterprises (from 39% to 41%) and decreased the
proportion that they took out as dividends for consumption or
investment in other activities (from 39% to 27%).

PROPESA has confronted serious loan delinquency problems and,
through the design and implementation of effective 1loan
recovery techniques, has overcome these problems and emerged
as a stronger institution.

Loan recovery performance for PROPESA's group 1loans has
consistently surpassed the performance of its individual
loans. As of September 30, 1992, only 1.1 percent of the
group loan portfolio was delinquent more than 30 days,
compared to 11.3 percent of individual loan portfolio in the
same category. As of this same date, 72 loans of a total
active portfolio of 3,093 loanc are currently being handled by
a legal collections firm.

In December of 1989, 18.9 percent of PROPESA's portfolio
included overdue payments; the significant improvement in the
portfolio's quality, when compared with the statistics shown
above, was due to several factors. These include: new ways of
organizing PROPESA internally, and new approaches to dealing
with all of PROPESA's clients that exceeded merely "getting
tough" with delinquent borrowers.

PROPESA has not yet been able to demonstrate that it can cover
its operating expenses with operating revenues and thus
continues to depend on donor funding, thereby implying the
viability of PROPESA and the sustainability of its programs
has not been insured.

A high percentage of PROPESA's receipts is in the form of
donations from both foreign and domestic sources, so that
PROPESA is not currently self-sustaining in the sense of being
able to generate adequate operating income to cover its
expenses.




SUMMARY (Continued)

4. The comparison of PROPESA's benefits - the value of the
positive impact of its programs on its clients - with
PROPESA's costs - the operating loses that it has sustained
since the initiation of its operations - yields an extremely
favorable result with a rate of return of more than 200
percent.

Principal recommendations

Because of the relative success of PROPESA, there are few major
recommendations to be made except, perhaps, with respect to
promoting PROPESA's long-run viability. In the long run, reliance

on donor funds 'cannot, by definition, insure PROPESA's
sustainability in the sense of enabling PROPESA to cover its
operating expenses with operating revenues. In fact, heavy

dependence on donor funding may even present a barrier to PROPESA's
viability by imposing unnecessary monitoring costs and constraining
PROPESA's behavior in ways that may prevent it from charging fully
market rates of interest on loans or from seeking the most
opportune sources of funds. With respect to sources of funds in
particular, PROPESA should seek out every option to gain access to
Chilean capital markets and to mobilize savings from its micro-
enterpreneur clients. Due to the high liquidity of the Chilean
financial sector, the first option would be a longterm solution for
PROPESA's need to finance a continually increasing loan portfolio;
the second option would allow PROPESA to become a more complete
financial institution that provides a full array of services to its
clients, including the provision of 1liquidity services through
saving mechanisms.

Lessons learned

The impact of PROPESA's assistance on its clients, especially
increases in value added and in the quantity of employment, can be
attributed to the credit and technical assistance provided by
PROPESA. Group loans, strategic planning, staff organization and
training, technical assistance and clients training, loan policies,
frequent visits to borrowers, collection efforts, etc. are
conditions of PROPESA's strategy to assure impact.

PROPESA should seek to increase its access to funding other than
that provided by international and national donors. Given the
current quality of its portfolio, it may be able to implement
creative financing technigues adopted from the formal financial
sector. Similarly, although PROPESA currently is not permitted to
accept deposits from the public without becoming a fully regulated
financial institution, there may be other mechanisms through which
it could mobilize funds from its own borrowers and thereby provide
them with valuable liquidity services.




ATTACHMENTS

K. Attachmaents (List attachments submitted with this Evaluation Summary: always attach copy of full evaluition report, aven If one was submitied
oarller; atlach studios, surveys, otc., from "on-golnq” evaluallon, If rolovant to the evaluation feport.)

1. An evaluation of PROPESA's Micro-enterprise Assistance Program.
Robert C. Vogel Sept. 1991

2. Summary of the evaluation of PROPESA. ECYES Ltda. April, 1992

COMMENTS

L, Comments By Mission, AID/W Office and Borrower/Grantee On_Full Report

PROPESA agrees with evaluation conclussions, represented by its
General Secretary (of their board)m Mr. Robert Christen

“AID 1330-8 (10-87) Page 8




X NEf -

An Evaluation of PROPESA’s
Micro-enterprise Assistance Program

Robert C. Vogel

SEPTEMBER, 1992

wZ A



Evaluation of PROPESA’s Micro-enterprise Assistance Program
Robert C. Vogel

Introduction

The following evaluation focuses primarily on two crucial aspects of PROPESA’s micro-
enterprise assistance program:

1.  the impact of PROPESA's assistance on its clients, especially increases in value added
and in the quantity and quality of employment that can be attributed to the credit and
technical assistance provided by PROPESA; and

2. the viability and sustainability of PROPESA and its assistance program for micro-
enterprises, especially as reflected in loan delinquency and other costs incurred by
PROPESA in providing credit and technical assistance to its clients.

The plan for the evaluation of PROPESA and its program to provide financial services and
technical assistance to micro-enterprises was developed early in 1990, not long after PROPESA
had initiated its micro-enterprise support activities, in order to assure that pertinent and reliable
data would be available covering as long a period of time as possible. The development of the
evaluation plan is outlined in an annex to this report, "Design for Evaluation of the PROPESA
Program of Credit and Technical Assistance for Micro-enterprises.” In order to measure the
true impact of PROPESA's activities on its clients (point 1 zbove), particular care was devoted
to the selection of a control group against which to compare the achievements of PROPESA’s
clients and thereby attempt to avoid some of the limitations of micro-enterprise program
evaluations described by Kilby and D’Zmura in Searching for Benefits {AID, 1985). Because
the success of a micro-enterprise assistance program depends not only on the impact on the
beneficiaries but also on the viability of the institution and the sustainability of its program,
particular care was also taken to see that PROPESA's management information systems would
be adequate to provide the kind of data that would be required to analyze PROPESA’s costs,
including especially loan delinquency, in providing services to its micro-enterprise clients (point
2 above) -- but without excessively burdening PROPESA’s information systems whose essential
purpose is to allow PROPESA’s management to function as effectively and efficiently as
possible.

The next section of the evaluation report focuses on the changes in PROPESA’s clientele --
which have in fact been dramatic as PROPESA has introduced new group lending techniques that
have successfully reached micro-enterprises of much smaller size, many run by women. The
following section summarizes the results of the impact study, which is included as an annex to
the report, "Evaluation of PROPESA" by Fuenzalida and Fuenzalida (ECYES, 1992), and shows
that PROPESA’s clients increased their value added and their employment levels significantly



more than a comparable sct of non-assisted micro-enterprises. The next section deals with
PROPESA'’s experiences with loan delinquency and, in particular, its ability to identify and
overcome the serious problems that conf.onted it during 1990. The following section examines
the evolution of PROPESA’s systems to create provisions for loan losses and to write off
uncollectible loans and shows how these have become increasingly sophisticated and accurate
and thus of greater use, both to PROPESA’s management and to potential regulators. The next
section analyzes PROPESA’s financial statements, with the most important finding being that
PROPESA’s progress toward viability was halted during 1991, apparently by the failure of
funding from international development agencies to be received on a timely basis. The last
section focuses on the volatility of PROPESA'’s spreads and the main options to deal with this
issue -- attempting to secure longer-term commercial funding and raising interest rates on loans
to truly market levels.

It is hoped that the findings contained in this evaluation will be useful not only for international
development agencies but also for PROPESA and its clients in helping to facilitate the more
efficient provision of a wider range of financial services to a wider array of clients. The
patience of these potential beneficiaries in bearing the burden of providing the information
requested of them is greatly appreciated and hopefully will be rewarded by following analysis
and recommendations.

PROPESA’s Changing Clientele

The annex to this report that analyzes the impact of PROPESA’s credit and training activities
on the participants in its program reveals a dramatic change in PROPESA'’s clientele since the
initiation of its activities. As shown in the annex, PROPESA now serves on average much
smaller micro-enterprises. Total assets of participants were more than 50 percent lower in 1991
than in 1988 and 1989, the first years of the program. Value added and the number of
employees were also substantially lower in 1990 and 1991 than in 1988 and 1989, but (and
partly as a consequence) return on assets and salary per employee were higher. Other aspects
of participants such as the age of the enterprise and the micro-entrepreneur, martial status,
educational level and whether the micro-enterprise is the main source ot support for the
household have not shown significant change. However, as part of the shift toward micro-
enterprises of smaller size, a much larger portion of PROPESA’s clients are now women (about
40 percent in 1990 and 1991 as compared to about 20 percent in 1988 and 1989), and there have
also been marked changes in the economic activities of micro-entrepreneurs (e.g., increases in
food and retailing and decreases in shoes and leather products, furniture and wood products, and
metalworking and mechanical products).

The main reason for these significant changes in PROPESA’s clientele was the introduction of
group loans in 1990. This type of loan has not only grown rapidly but has also provided
PROPESA with an important new market nicke in which it has achieved much lower rates of
loan delinquency than for its traditional individual loans, as shown later in this report. In fact,
the success of PROPESA’s group lending has reached the point that the discontinuation of
individual loaps has been under consideration.

o



Table 1

PROPESA Loans Disbursed Each Month 1991 (Pesos)

Month

Number of Operations

Amounts

New
Individual
Loans

Follow-on
Group
Loans

New
Group
Loans

Follow-on
Individual
Loans

Total
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Group
Loans
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Group
Loans
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2,583,465
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4,647,837

6,478,591

9,398,772

10,934,454

14451232 L
4,853,686
5,353,635

'1’4”543” '2’43’ B

"12 311, 678'”

15,236,366 .
14,920,432

2,593,758

15.991 7780

20,410,775

12, 653 047

12,385,155

12 012 436

68,300,515

27,893,148

27,965,189

" 47 850 664 _
68,591,259
58,941 994 -

76.880.713

£ 95313,276

100,521,831

PROPESA Loans Outstanding at End of Each Month 1991 (Pesos)

Month

Number of Operations

Amounts

New
Individual
Loans

Follow-on
Group
Loans

New
Group
Loans

Follow-on
Individual
Loans

New
Individual
Loans

Follow-on
Individual
Loans

New
Group
Loans

Follow-on
Group
Loans

Total

April
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July
August

Seplemiber 031

October

:November:.':.::: - S .‘
310

December

30,823,284

‘?-‘-,'_-_30 193 073‘_' o

29,189,202

228803

28,314,390

i 29937727

32 619 581

34,031 ,021

25,245,951

69,103,959
71,943,807

73208843 1

77,622,915

5,406, 913

13 500 064
19 053 469‘ _
) '24 088 ,”3- ’ ,
75,444, 579 26286211

76,031,565

73,244,394

80,292 724:_5,2 ‘j. 0
25,879,534

27,804,478

69,014,488

104,283,387

133,138,634
45,528,601
150,623,440

149,484,697
179,359,415
185,359,248
204,332,572
:35 023 520
228,653,266

Source: PROPESA




Table 1 indicates clearly the major changes in the composition of PROPESA'’s loan portfolio,
and hence in the composition of its clientele, during 1991. With respect to loans given out each
month, the number of loans to individuals has grown somewhat during the course of 1991, as
have the amounts disbursed, but it is for group loans that the numbers have increased
dramatically. The number of loans to newly-incorporated groups averaged less than one hundred
~ each month in the second quarter of 1991, but increased to an average of well over two hundred
per month during the second half of the year. At the same time, the amounts disbursed to
newly-incorporated groups have increased from well under $10 million pesos per month in the
second quarter of 1991 to the vicinity of $15 million pesos each month in the second half of the
year. Loans to groups that have already received at least one loan have increased even more
dramatically: from slightly more than one hundred loans given out and less than $20 million
pesos disbursed each month during the second quarter of 1991 to more than four hundred loans
and more than $50 million pesos per month by the end of the year.

These changes in the composition of clients served and amounts disbursed each month are, of
course, reflected in a major change in the distribution of PROPESA'’s portfolio of outstanding
loans, as also shown in Table 1. For individual loans, the number of new individuals in the
portfolio has remained in the range of three to four hundred, and the amount of the portfolio of
such loans has remained in the range of $25 to $30 million pesos. Likewise, the number of
individuals in the portfolio who had already received at least one loan remained at a level of
about five hundred, with $70 to $80 million pesos for the amount of such loans outstanding.
On the other hand, the number of new groups in the portfolio increased from around two
hundred to well over six hundred, and the amount of such loans outstanding from around $5
million pesos to more than $25 million pesos. Even more dramatically, the number of groups
in the portfolio that had already received at least one loan increased from around four hundred
to well over one thousand, while the amount of such loans in the portfolio increased from around
$30 million pesos to over $100 million pesos.

As noted above, this dramatic change in the composition of loans disbursed and in the portfolio
of loans outstanding has caused PROPESA’s management to question whether it would be better
to focus all its efforts on group loans. The main potential advantages of group loans are well
known: (1) possible economies ir: transaction costs for both lenders and borrowers by reducing
the number of independent transactions; and (2) possible improvements in loan repayment
performance because of the group’s joint liability. For PROPESA, it has not been possible to
measure differences in transaction costs between individual loans and group loans, primarily
because of the way the work of PROPESA'’s credit analysts is organized (i.e., by geographic
areas rather than by type of loan). Nonetheless, it is possible to say, as discussed in greater
detail later in this report, that loan recovery performance has been much better for group loans
than for individual loans.

The apparent superiority of group loans does not mean, however, that PROPESA should
necessarily give up individual loans. It should only do this if individual loans are, in
themselves, unprofitable -- either because they generate losses once all costs (including loan
delinquency) are taken into account or because they interfere with the more profitable business



of group loans. In making this decision, two important points should be noted: (1) as shown
above, PROPESA’s individual loans and group loans appear to represent two distinct market
niches; and (2) group loan programs of other institutions and in other countries often run into
serious difficulties if groups are not correctly formed around significant and on-going common
benefits for the group but instead are created for the sole purpose of taking advantage of a group
loan program.

PROPESA'’s Impact on its Clients

In the design for the evaluation of the impact of PROPESA’s program on its micro-enterprise
clients, special attention has been paid to selecting an appropriate control group for the
evaluation. As noted most prominently by Kilby and D’Zmura in Searching for Benefits but also
by other evaluators, the results of many micro-enterprise evaluations are not credible because
the control group used for comparison with the beneficiaries of the program is not truly
comparable but rather suffers from serious selectively bias. In particular, if the micro-
enterprises in the control group are selected randomly while the micro-enterprises participating
in the program to be evaluated have been carefully selected for their probability of successful
performance according to the criteria to be used for evaluation -- as should be the case if the
implementors of the program are behaving rationally and the evaluation criteria have been
chosen properly -- then the micro-enterprises selected for the program should perform better than
the control group even if the program has no (or even a negative) impact on its intended
beneficiaries. To avoid such bias, the control group for the evaluation of PROPESA’s impact
is composed of micro-enterprises that were selected by PROPESA for its program but
subsequently chose not to participate. It is, of course, possible that the reasons that the micro-
enterprises in the control group choose not to participate in PROPESA’s program are related to
the probability of successful performance according to the criteria used for the evaluation, but
there is no obvious reason that this should be the case.

Non-response and biases introduced by interviewers are the other main sources of statistical bias
in interview-based evaluations. In the present evaluation, the beneficiaries of PROPESA'’s
program continued to be interviewed by PROPESA'’s loan officers who were responsible for the
recovery of existing loans and the subsequent extension of new loans, so that non-response was
not a problem. Moreover, since the information collected in the interviews would be the same
information that would be used to evaluate the beneficiaries for further loans, the loan officers
undertaking the interviews had an incentive to assure that responses were as accurate as possible.
In addition, the results of these interviews were closely monitored by the firm contracted to
undertake the evaluation of PROPESA'’s impact.

For the control group, to minimize the possibility of bias introduced by interviewers, the
interviews were carried out by the firm contracted to undertake the evaluation of PROPESA’s
impact, in case a reason for the micro-enterprises in the control group to decline to participate
in PROPESA'’s program was a bad relationship with the potential loan officer or any other
negative perception of PROPESA and its program. Non-response could have been a potential



source of bias for the control group, since only 85 of the 119 micro-enterprises selected for the
control group could in fact be interviewed. However, of the 34 control group micro-enterprises
selected but not interviewed, only 7 refused to be interviewed (the usual source of non-response
bias) while the other 27 simply could not be found (e.g., the micro-enterprise had moved and
could not be traced or the owner had died).

In the process of obtaining information from the control group micro-enterprises, two further
checks were performed: (1) the firm’s interviewers did not have access to the information
previously obtained by PROPESA's loan officers, but when the two sources of information were
subsequently compared, no significant difference were found; and (2) the characteristics of
micro-enterprises in the control group (e.g., assets of the micro-enterprise and type of economic
activity, and age, sex, martial status and educational level of the micro-entrepreneur) did not
differ significantly from the characteristics of PROPESA’s micro-enterprise beneficiaries. In
addition, to avoid the well-known problem of inaccuracy due to asking the micro-enterprises
interviewed to recall data from far in the past, the data collected (e.g., on sales and purchases)
pertain only to the month of the intcrview, with appropriate adjustments for seasonality.

The main finding with respect to the micro-enterprises in the control group was a lack of
economic progress from the time of the initial interview to the time of the final observation.
The two basic criteria used to evaluate the impact of PROPESA’s program were the increase in
value added and the increase in employment provided by the micro-enterprise. With respect to
value added, the control group showed a slight decline on average (from $710 to $595), but this
decline was not large and consistent enough to be statistically significant. Nonetheless, because
assets of the micro-enterprises in the control group increased, albeit not significantly, the
combination of this factor with the decrease in valuec added led to a significant decline in return
on assets for micro-enterprises in the control group (from 31 percent to 13 percent). With
respect to employment, the micro-enterprises in the control group showed, on average, a decline
in the number of workers employed (from 1.35 to 1.34), in the total wage bill (from $176 to
$168) and in the wage rate (from $126 to $120), although none of these changes was statistically
significant. Moreover, when the control group of micro-enterprises was broken down according
to the various categories used in the evaluation (e.g., type of economic activity and age, sex,
martial status and educational level of the micro-entrepreneur), there were no statistically
significant changes in value added or employment. Finally, it is important to point out that the
mediocre performance of the micro-enterprises in the control group reflects a similar
performance by the overall Chilean economy during 1990 and early 1991, as mentioned in the
next section of the report in the discussion of PROPESA’s problems with loan delinquency.

Because PROPESA's interest rates on loans are fully at market levels and because training is
paid for largely by the recipients, no significant subsidies are transferred to the beneficiaries of
PROPESA’s program. Consequently, the ability of PROPESA’s staff to select clients that
potentially can benefit from credit and training, and not the transfer of subsidies, is crucial for
the positive impact of PROPESA’s program on participating micro-enterprises. Given the
performance of the micro-enterprises in the control group, to show a positive impact of
PROPESA on the micro-enterprise participants in its program requires only to show increases
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in value added and employment and their significance. Moreover, the analysis showing this
covers all 524 micro-enterprises that were in PROPESA’s program at the time the evaluation
was initiated, so that sampling bias cannot have been introduced by any systematic inclusion or
exclusion of particularly successful or unsuccessful micro-enterprises that were in the program.

For each of these 524 micro-enterprises, there is an initial observation corresponding to its
condition at the time of its seleciion for participation in the program, and there is a second
observation one year later for those 333 micro-enterprises that had been in the program for at
least one year when data collection for the evaluation ended. For those micro-enterprises that
entered the program early enough, there is a third observation at the end of their second year
of participation (171), and for some there is even a forth observation at the end of the third year
of participation (47). This time dimension of the analysis helps to show whether PROPESA’s
impact diminishes or increases with the length of time in the program, although the declining
number of observations for additional years of participation reduces the likelihood of statistical
significance.

The main finding from the evaluation is that value added for PROPESA’s clients increased
substantially during their participation in the program (from $621 to $903 on average), that the
impact was especially significant in the first year (from $621 to $778 on average), but that the
year-to-year changes beyond the first year were not statistically significant due to the smaller
sample size and the smaller increments in value added. For employment, the effects of
PROPESA'’s program were also positive as all the key indicators had increased significantly by
the end of the third year of participation: the number of workers employed from 1.48 to 1.92
on average, the total wage bill from $143 to $240 on average; and the wage rate from $118 to
$200 on average. However, the increase in the number of workers was not significant until the
third year, and the increase in the wage bill only became significant by the second year, so that
just the increase in the wage rate was significant in the first yenr. Nonetheless, this pattern
should not be unexpected, as employers normally respond to improved business conditions by
first increasing the wage rate and only later by increasing the level of employment.

Another interesting indicator of the success of PROPESA’s program is that participating micro-
entrepreneurs increased the proportion of their incomes that they reinvested in their micro-
enterprises and decreased the proportion that they took out as dividends for consumption or
investment in other activities. This result was neither planned for as part of the program nor
encouraged by PROPESA’s management or loan officers, but it clearly indicates the increasing
attractiveness with which the micro-entrepreneurs participating in the PROPESA program view
their micro-enterprises, and as such a finding is clearly worthy of further investigation.

In order to identify as precisely as possible differential impacts of PROPESA’s program,
participating micro-enterprises were separated according to the following characteristics:

sex of the micro-entrepreneur;

marital status;



whether or not the micro-entrepreneur was the main source of support for the
family unit;

. educational level;
. type of economic activity of the micro-enterprise;
. whether the loan was an individual or a group loan; and

whether or not training was provided along with the loan.

For each of the first three categories (sex of the micro-entrepreneur, marital status, and whether
or not the micro-entrepreneur was the main source of support for the family unit),
PROPESA’s impact on participating micro-enterprises was positive and significant, and there
were no significant differences in the strength of the impact between each of the different
categories. However, the positive impact of PROPESA’s program on value added was not
statistically significant for all levels of educational attainment or for all types of economic
activity, largely because of inadequate sample size for certain categories. More importantly, the
impact of PROPESA'’s group loans and PROPESA's training was positive but not statistically
significant, again mainly because of small sample size (e.g., there were only 15 micro-
enterprises that received both credit and training). Because of the substantial operational
importance of differences in impact between group and individual loans and between loans with
and without training, further evaluation is clearly essential -- whether carried out by an external
evaluator or by PROPESA itself.

Subsequent sections of this report discuss PROPESA’s operating costs and financial results,
including especially the costs of loan delinquency. From the foregoing it is nonetheless already
clear that PROPESA has had a substantial positive impact on its micro-enterprise clients and that
this impact is not due to the transfer of subsidies to these beneficiaries. Two further questions
thus remain to be dealt with in the remainder of this report: (1) whether PROPESA has been
able to earn enough revenues to cover its operating costs; and (2) if not, if the positive impact
of PROPESA on its clients is substantial enough to offset any losses that PROPESA may have
incurred.

PROPESA’s Experience with Loan Delinquency

A summary of PROPESA’s experience with loan delinquency is given in Tables 2 and 3. First
of all, it is important to note that PROPESA’s key measure of loan delinquency, presented in
Table 2, includes the total value of loans with overdue payments and not just the amount of
payments overdue. The importance of using such a measure is that it immediately shows
PROPESA’s total exposure to losses from the failure of borrowers to repay their loans -- which
is the total value of outstanding loans with overdue payments and not just the amounts overdue.
The traditional focus only on amounts overdue, which is presented for PROPESA in Table 3 for
comparison, can easily obscure the onset of serious loan recovery problems, and in fact there



are numerous examples of financial institutions that have used the traditional measure to
minimize the significant of loan delinquency for outside observers such as government regulatory
entities or international donor agencies. It is also important to note, as discussed in greater
detail below, that PROPESA has over time reported its loan delinquency situation with
increasing detail and, in addition, maintains highly detailed breaxdowns of loan delinquency in
its management information systems for analysis and subsequent treatment of loan delinquency
problems.

As shown in Table 2, loan delinquency had become a significant problem for PROPESA by the
end of 1989 and continued to be troublesome throughout 1990 and well into 1991. In contrast,
the traditional measure of loan delinquency given in Table 3 did not reveal significant loan
delinquency problems for PROPESA until 1990, and the potential seriousness of the problem
was never shown by this measure. Although it is possible to point to the slowdown in the
Chilean economy during this period due to the uncertainties surrounding Chile’s elections and
the transition to a new government as the underlying source of PROPESA's loan delinquency
problems, the life expectancy of financial institutions that rely on such explanations as excuses
for poor loan recovery performance is notoriously brief. Instead, as pointed out in greater detail
below, PROPESA undertook serious analyses of the internal sources of its loan delinquency
problems and, based on these analyses, instituted strong measures to0 improve loan recovery
performance.

As indicated in Table 2, loans seriously in arrears (more than 30 days overdue) exceeded 25
percent of the total value of PROPESA’s loan portfolio during most of 1990 and reached more
than 35 percent in early 1991. By contrast, the traditional measure of loan delinquency given
in Table 3 barely recached 20 percent, and this was in April 1991 when PROPESA’s loan
delinquency situation had already begun to improve. The action program instituted by
PROPESA'’s management, which is described in detail below, began to show results as early as
March 1991, as the percent of the loan portfolio with payments more than 30 days overdue was
brought down to less than 7 percent by the end of 1991, while loans fully on time exceeded 85
percent. However, it should be noted that the dramatic improvements in loan delinquency
registered in June and December are largely attributable to major write-offs of uncollectible
loans in those two months, as described in the following section of this report, which removed
such loans from subsequent calculations of loan delinquency. It is rather the steady progress in
bringing down loan delinquency rates in virtually every month after February 1991 that is the
true measure of PROPESA’s ability to deal with its serious problems. As explained below, the
substantial write-offs were an appropriate part of PROPESA's new and better approach to
provisioning for uncollectible loans, but their impact on delinquency rates provides yet another
warning of the care needed in interpreting the measures of loan delinquency that are often
presented.



Table 2

PERCENT OF PORTFOLIO WITH PAYMENTS OVERDUE

Total Portfolio

Individual Loans

Group Loans

Year

Month

On-time

5-30 days
overdue

Over 30
days
overdue

On-time

5-30 days
overdue

Over 30
days
overdue

On-time 5-30 days

overdue

Over 30
days
overdue

1933”, A

1989

199 .

Nowmber 1000

December

February
March
April” |
' Méy .: L

June
Au_gust

October

December

Febrqary

March

April
Juné '
wy
Augﬁsi

October

November

December

Chy

o September L

0.0

1.7

CT00,0T

100.0
86.5

85.1

g14 3
89.9 _ v

880

0.0

0.0
v 0.0

o

0.0
0.0

4.4

20
10.1

10




PERCENT OF PORTFOLIO WITH PAYMENTS OVERDUE

Total Portfolio
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Table 3

AMOUNTS OVERDUE AS A PERCENT OF PORTFOLIO

Total Portfolio

Individual Loans

Group Loans
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AMOUNTS OVERDUE AS A PERCENT OF PORTFOLIO
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As mentioned at the beginning of this report, PROPESA began to make group loans in mid
1990, and, as indicated clearly by the figures in Table 2, loan recovery performance for
PROPESA'’s group loans has consistently surpassed the performance of its individual loans. In
only one month, January 1991, did the percent of group loans fully on time fail to exceed 80
percent, and in this month the comparable figure for individual loans was less than 50 percent.
During the early months of 1991, the percent of PROPESA’s individual loan portfolio with
payments more than 30 days overdue exceeded 40 percent, while the maximum for group loans
never reached even 15 percent. By the end of 1991, more than 95 percent of group loans were
fully on time, with only 1 percent more than 30 days overdue, while the comparable figures for
individual loans were less than 75 percent fully on time and more than 13 percent seriously
overdue. Such figures are clearly of major importance for PROPESA’s decisions about the
future of individual loans relative to group loans, as discussed elsewhere in this report.

As noted above, for those periods when loans with overdue payments have reached significant
proportions, PROPESA has developed management information systems that have been able to
pinpoint the sources of the problem and, on the basis of this information, to institute
management techniques to deal with existing delinquency problems and to reduce future loan
delinquency. PROPESA’s management information system can, in particular, produce fully up-
to-date data each day on delinquency for its total loan portfolio (not only amounts overdue but
also the total value of loans with payments overdue) according to the following categories:
on time {icss than 5 days overdue);
5 to 30 days overdue;
. 31 to 60 days overdue;
. more than 60 days overdue; and

. in legal collection.

For analysis of the sources of loan delinquency and for actions to be taken, this information can
be further broken down, on demand, according to the following characteristics:

sex of the borrower;

. location (by comuna);
the borrower’s primary economic activity;
stated use of the loan,;

number of prior loans from PROPESA;
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. source of funds for the loan;

. credit analyst responsible for the loan;
. whether it is an individual or a group loan;
. terms and conditions of the loan; and

schedule of payments due on the loan.

In practice, the main characteristics of delinquent loans that PROPESA monitors continually are
(in addition to how long overdue a loan is): whether the loan is an individual loan or a grcup
loan and the credit analyst responsible for the loan. Delinquency patterns of individual as
compared to group loans are monitored closely because the question of the extent to which
PROPESA should focus on one type of loan or the other is continually under review as a crucial
component of basic market strategy. The careful monitoring of the loan delinquency
performance of each credit analyst is based on the fact that PROPESA has found that this is the
over-riding factor in controlling loan delinquency. Moreover, based on performance, credit
analysts can receive incentive payments that increase their salaries as much as 50 percent -- or
they can be transferred to other jobs or terminated. Nonetheless, other characteristics of
delinquent loans are also maintained in PROPESA’s management information system to provide
the possibility of identifying other sources of loan delinquency and, consequently, implementing
new management techniques to maintain loan delinquency at acceptable levels.

PROPESA s ability to identify serious loan delinquency problems expeditiously and to deal with
them effectively can be illustrated by the actions that were initiated beginning in 1990. As
indicated in the preceding discussion of PROPESA's loan delinquency performance, overdue
loans in PROPESA's portfolio reached unacceptable levels during 1990. Because of
PROPESA''s focus on the total value of loans with overdue payments, rather than the traditional
focus of considering only the amount of payments overdue, PROPESA was able to identify the
onset of a significant increase in loan delinquency well before the amount of payments overdue
reached unacceptable levels.

The program to control loan delinquency that was implemented beginning in 1990 had several
key elements:

more restrictive loan repayment schedules;
more frequent visits to borrowers;
smaller initial loans;

. initiation of cosigner guarantees for individual loans;

15



. procedural modifications to provide more rapid decisions for credit applicants;

. creation of a loan collection department to support the credit analysts in their loan
collection efforts;

contracting of a specialized outside firm to handle judicial proceeding against
delinquent borrowers;

. more rapid assignment of delinquent loans to judicial collection (even before 60
days) if prospects for recovery are thereby improved;

. surrender to PROPESA of mortgaged machinery and equipment by borrowers in
partial (or total) fulfillment of payments due;

development of a manual detailing effective loan collection procedures;
. re-assignment of credit analysts, including a focus on smaller geographic areas;
re-organization of borrower files according to the credit analyst responsible;

. preparation of daily information for each credit analyst with respect to payments
due and overdue from each borrower; and

. incentive payments to credit analysts according to their performance in loan
collection.

As discussed above, the results of this program can be seen clearly from Table 2, as loan
delinquency rates began to fall early in 1991 and continued to do so throughout the year and
approached acceptable levels by the end of the year. The slow but steady impact of PROPESA’s
action program on loan delinquency, except for the months of June and December when
delinquency fell sharply due to the write-offs of uncollectible loans noted above, was not due
to any slowness in identifying the problem but rather to the basic nature of the changes made -
- involving new ways of organizing PROPESA internally and new approaches to dealing with
all of PROPESA’s clients and not just "getting tough" with delinquent borrowers. Given the
nature PROPESA’s action program, basically the changes listed above, and the maturity
structure of PROPESA’s loan portfolio, it would have been difficult to expect substantial
reductions in loan delinquency in much less than six months. In any case, the greater focus on
group loans and the reorganization of PROPESAs credit analysts and the procedures involving
their contacts with clients, in addition to the other measures listed above, siould have a lasting
effect not only on PROPESA’s loan recovery performance but also its ability to select and deal
with clients from the Chilean micro-enterprise sector more efficiently.
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PROPESA'’s Provisions for Loan Losses and Write-Offs

As indicated by PROPESA’s balance sheets and income statements (see Tables 5 and 6 below),
there are three main types of provisions for losses. For all checks returned because of non-
payment, PROPESA, like other financial institutions in Chile, is required to make a provision
for the total amount of each check. However, a significant proportion of the value of these
checks is eventually recovered, so that PROPESA's financial statements also show a significant
offsetting income entry. In addition to provisions for losses on loans, PROPESA’s financial
statements also have a significant category of "other" provisions which are mainly amounts due
to employees but also include somewhat smaller amounts of miscellaneous provisions. In any
case, provisions for uncollectible loans are the most important category of provisions and will
be the only category considered in the present analysis.

The development of PROPESA’s approach to provisions for loan losses can be divided into three
periods: (1) from January 1989 to July 1990; (2) from August 1990 to May 1991; and (3) from
June 1991 to the present. In addition to provisiors for losses on loans, it is also necessary to
consider PROPESA’s loan write-off policy, which was developed at the end of the second period
and further refined during the present period. As a result of these developments, criteria for
providing for loan losses have become more precise and conservative to insure that provisions
are created and uncollectible loans are written off in a timely fashion.

Loan loss provision policy for the first period, from January 1989 to July 1990, was determined
at the initiation of PROPESA’s operations in late 1688, when it was decided to follow a policy
of provisioning the equivalent of 5 percent of the outstanding loan portfolio against losses. As
Table 4 indicates, provisions grew slowly during the first period, from $437,624 pesos in
January 1989 to $3,927,225 pesos in June 1990, always representing at least 5 percent of the
loan portfolio. Since PROPESA only granted loans to individuals during this period, provisions
reflected expectations of loan repayment behavior by individuals.

As indicated in the preceding section of this report, a significant worsening in PROPESA’s loan
delinquency became apparent during 1990, and this led to a decision to change the policy for
loan loss provisions in August 1990 to keep them more in line with the increasing proportion
of overdue loans. The months of August 1990 through May 1991 thus represent the second
stage in the development of PROPESA’s loan loss provision policy. During these months there
was a significant increase in provisions for loan losses, as shown in Table 4, as the percentage
of the loan portfolio to be provisioned was increased from 7.1 percent in December 1990, to
10.5 percent in January 1991, and 12.2 percent in February. From February through May,
provisions remained fairly stable at approximately 12 percent of the loan portfolio. In addition,
it was during this period that group loans were initiated and the methodology for such loans was
defined.
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Table 4

Provisions for Losses on Loans

(Pesos)

Year

Amount

Amounts Written Off

Total

Individual Loans

Group Loans
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e
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":Qc'!oberf ‘
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U osasie T 7410009

o

Source: PROPESA
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Table 5

“ PROPESA Year-End Balance Sheets

{Thousands of Pesos)

1991

1990
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e

43,220

 Total Liability and Net Worth
Source: PROPESA
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Table 6

(Thousands of Pesos)

PROPESA Yearly Income Statements

1991

1990
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Source: PROPESA
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During the third period, from June 1991 to the present, various additional changes were
implemented in PROPESA'’s policy for loan loss provisions. There was also a change in
PROPESA's loan write-off procedures, resulting in more timely writing off of bad loans. Befere
June 1991, losses from delinquent loans not consid:red collectable were reflected in PROPESA’s
income statement through adjustments in provisions, but such loans continued to be carried in
PROPESA'’s loan portfolio and hence on PROPESA’s balance sheet. However, in June 1991
loans considered uncollectible were written off in the amount of $10,209,388 pesos, which
reflected loan losses not only for 1991 but also for the prior years of 1989 and 1990. As
indicated in Table 4, this write-off caused the amount of provisions for bad loans to fall sharply
from May to June, and, as discussed in the preceding section of the report, the equivalent fall
in delinquent loans in PROPESA's loan portfolio gave the appearance of a major improvement
in PROPESA s loan delinquency situation. Again in December it was decided to write-off major
amounts of unrecoverable loans, this time $9,764,546 pesos. For the future, loans are to be
written off on a month-by-month basis after all avenues of legal collection have failed, and the
amount to be written off in 1992 is expected to reach about $4 million pesos.

During the third period, the first change in loan loss provisions implemented by PROPESA was
to fix the level of provisions at 20 percent for overdue loans and 40 percent for loans in legal
collection, but without any distinction between individual and group loans. This was a
significant change in PROPESA’s loan loss provision policy from a given percentage of the
whole loan portfolio to percentages that recognized the greater riskiness of overdue loans and
the even greater riskiness of loans in legal collection. This methodology was used from June
through September 1991, and PROPESA's loan loss provision policy was further refined in
October 1991 when it was recognized that, although group loans had much lower levels of
delinquency than individual loans, once group loans became overdue the risk of uncollectibility
was much higher than for individual loans. In October 1991 the parameters for loan loss
provisions were consequently adjusted to those that are still in use:

20 purcent for individual loans with payments more than 60 days overdue;
. 40 percent for individual loans in iegal collection;

40 percent for group loans with payments more than 60 days overdue; and

80 percent for group loans in legal collection.
The situation at the end of 1991 suggests that the amount of PROPESA'’s provisions for losses
due to uncollectible loans should be fully adequate. Against loans with payments more than 30
days overdue of slightly less than $15 million pesos, PROPESA has provisions of approximately
$6.7 million pesos. Moreover, the introduction of the present system of loan loss provisions and
write-off has led to a charge against income of about $14 million pesos for 1991, thereby making

1991 appear to be an unusually unprofitable year, as discussed in the next section of this report.
Nonetheless, PROPESA'’s present system of provisioning against loan losses could be improved
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further by making provisions against all categories of loans, including those less than 60 days
overdue and even those fully on time, to reflect the probability of future non-recovery for each
category of loans.

PROPESA’s Financial Statements

PROPESA'’s year-end balance sheets for 1989 through 1991, presented in summary form in
Table 5, reveal an institution that is growing rapidly and is well capitalized. PROPESA’s main
liabilities are short-term bank loans that are used to fund its loan portfolio, and traditional
measures might suggest that these current liabilities are not adequately balanced by liquid assets.
However, PROPESA has been able to extend or replace these short-term loans with no difficulty
and, in fact, has several other potential lenders that appear eager to have PROPESA among their
clients, because PROPESA is well capitalized and has been able to demonstrate adequate loan
recovery to manage its liquidity effectively, but especially because these loans are covered by
an ACCION-USAID loan guarantee program. Among the other aspects of PROPESA's balance
sheet worth noting is the purchase of a building during 1991 that is partly (conservatively)
funded by a mortgage loan. Other major items on PROPESA’s balance sheet that are discussed
in detail elsewhere in this report are PROPESA’s loan portfolio and provisions, especially for
overdue loans.

PROPESA'’s yearly income statements for 1989 through 1991, presented in summary form in
Table 6, reveal an institution for which total receipts have consistently and substantially exceesded
total expenses. However, a high percentage of these receipts is in the form of donations from
both foreign and domestic sources, so that PROPESA is not currently self-sustaining in the sense
of being able to generate adequate operating income to cover its expenses. It is not surprising
that for 1989, the first full year of PROPESA's operations when the organization and its systems
were just being developed and the level of income-generating activity was still relatively low,
operating income was far below expenses. In fact, during that year PROPESA’s operating
income, primarily interest on loans but also including some income from the provision of
technical assistance, was less than one-fourth the amounts received from domestic and foreign
donations and covered only about one-third of PROPESA’s total expenses.

PROPESA’s performance during the next year, 1990, showed substantial progress toward self-
sustainability, as might be expected from an organization that was developing an effective
organization and efficient operating systems while growing rapidly in its income-generating
activities. Operating income for that year exceeded the amounts received from domestic and
foreign donations and covered more than two-thirds of PROPESA'’s total expenses. During
1991, however, there was no further progress toward sustainability, as operating income was
approximately equal to the amounts received from domestic and foreign donations and continued
to cover about two-thirds of total expenses. Part of the explanation for the failure of
PROPESA's performance to continue to improve in 1991 can be found in the major increase in
provisions for losses from delinquent loans, as explained in detail in the preceding sections of
the report. Nonetheless, the major factor was a more than doubling of PROPESA’s employee
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compensation from 1990 to 1991, along with similar increases in certain other operating expense
categories, without a commensurate increase in income-generating activity -- as shown in Tables
5 and 6, respectively, PROPESA’s loan portfolio and interest income each increased by less than
50 percent from 1990 to 1991.

The figures for 1991 suggest that PROPESA had prepared for a much higher level of income-
generating activity that subsequently failed to materialize, and discussions with PROPESA’s
management confirm this conjecture. PROPESA had in fact anticipated much higher levels of
lending based on increased funding from international development agencies and had
consequently increased its staff substantially and incurred various other operating expenses, but
this funding did not become available on a timely basis during 1991. The lack of timeliness on
the part of international development agencies reveals one of the dangers of depending on such
institutions in crucial ways. As indicated in the discussion of spreads in the following section
of the report, PROPESA has moved to establish a wider range of commercial ties, especially
with banks, to attempt to assure more timely sources of funding at reasonable cost. The main
lesson for PROPESA from this experience is the danger of depending on sources of funds that
initially appear to be low cost but may not in fact be so inexpensive in the long run when all
aspects of cost are taken into account.

The foregoing experience suggests that the possibility of continuing to depend significantly on
donations to enhance total receipts and thereby filling the gap between operating income and
expenses may not be such an attractive option. Even if it were possible to assure a steady flow
of donations into the long run on a timely basis, securing a reliable and continuing flow of
donations requires pleasing potential donors -- which may not always be consistent with
PROPESA’s basic objectives of providing financial services as efficiently as possible to as many
micro-enterprises as possible. In addition, the monitoring requirements imposed by donors to
insure that the uses of donated funds are consistent with donor objectives are often very costly.
Both these points are addressed in the following section that discusses PROPESA’s spreads. In
particular, to the extent that PROPESA’s objectives are not to provide subsidies to micro-
enterprises but rather to provide them with access to financial services, PROPESA should
attempt to cover its costs through adequate charges and allow donor funds to be allocated to
other activities that may in fact warrant continuing subsidies.

PROPESA'’s Spreads

As can be seen from Table 7 and the accompanying graph, the most notable feature of
PROPESA's spread between its weighted cost of funds and the weighted interest rate on its loan
portfolio is the substantial variation over even short periods of time. These fluctuations derive
primarily from fluctuations in the cost of funds, as the weighted interest rate on PROPESA’s
loan portfolio is relatively stable. However, this stability is not necessarily advantageous as it
reflects a portfolio composed primarily of loans of three to six months’ duration at fixed rates
of interest -- which thereby exposes PROPESA to certain risks from fluctuations in the cost of
funds. Although PROPESA is aware of these risks and has shortened its maturity structure
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Table 7

PROPESA Interest Rate Spreads

Month

Weighted Monthly
Interest Rate for
Funds™

Weighted Monthly
Interest Rate on
Loans

mid- September

mid-August

mid-October

_'I~_kj:g‘end-October _
mid-November

:':,};md-December ks

mid-January

mid-February

" end-February

mid-March

end-March
mid-April

mid-May

mid-June

mid-July

Coemddly
_mid- August

mid- September :
;';'_::jend-September'-"' 109

mid-October

' end-October
mid-November -
: ,_,end-November'i L

mid-December

' end-December

| endSeptember 39 S8 0 224

cnd-Novembcr R s

o f_end-January E

. endeApsl 182

i Ef.‘.:;jiend-May 5{;-' L e e

eddme O 2s0

""f‘end Augugt e e

Source: PROPESA
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Inte-est rates for funds without explicit interest payments are imputed according to the following formulas:
. for own funds, the rate of inflation most recently announced by the Central Bank;
. for funds from the Inter-American Development Bank, the interest rate paid on savings deposits.



Figure |

PROPESA Interest Rate SJ’
August 1900 — December 1

4.3

3.5

Nav. Osc. Jon. 91 Fedb  Moreh  Aprl May June Quy Aug. Sept. Oct. Nov. Deec.

Month

Source: PROPESA

appreciably, PROPESA’s management thinks that it would be very difficult to market variable
interest rate loans to its clientele. This leaves two possibilities to deal with the risks from the
mismatching of maturities: (1) attempt to reduce fluctuations in the cost of funds by lengthening
funding maturities or by some other device; or (2) attempt to increase the average spread to
compensate for the risk of maturity mismatching by either reducing the average cost of funds
or by increasing the average interest rate on loans.

With respect to the first option, it is important to note that a significant portion of PROPESA’s
funds comes from its own resources or from international development agencies, and the cost
of these funds is therefore imputed rather than actually paid to an outside entity. (For its own
funds, imputation is at the rate of inflation announced most recently by the Central Bank; for
funds from the Inter-American Development Bank, it is the interest rate paid on savings
deposits.) The imputation of these costs is essential for maintaining the value of PROPESA’s
equity, but the level and variability of these costs should not distract attention from the
importance of interest costs actually paid to outside entities. In the past, PROPESA has focused
appropriately on obtaining access to credit from commercial banks, but given its success in that
endeavor it now needs to shift its focus more toward obtaining bank credit (or credit form other
types of financial institutions) on the most favorable terms, including two dimensions -- interest
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rates and maturities. The fact that PROPESA has at times curtailed credit from high cost
sources indicates its awareness of the problem, but it might also want to consider obtaining
better technical expertise for its cash management activities.

With respect to the second option, PROPESA needs to increase its spreads not only to
compensate for the risks from the mismatching of maturities but also to help cover its costs,
especially since it continues to run losses. PROPESA seems to believe that it cannot raise
interest rates on loans beyond the limits imposed on regulated lenders (e.g., commercial banks).
In fact, however, it is not clear that these limits would ever be applied to PROPESA, nor is the
issue borrower willingness to pay, as PROPESA already imposes fess that raise total costs to
borrowers abeve the restricted level. Rather, the issue seems to be the possible adverse impact
of higher interest rates on the image of individual members of PROPESA's Board of Directors -
- a not unreasonable fear for someone asked to volunteer time for a non-profit institution.

With respect to the possibility of reducing the cost of funds, there is an ever-present danger that
PROPESA might decide to attempt to solve its problem in the short run by focusing excessive
attention on obtaining subsidized funding from donors. In the long run, however, the
dependency that arises from such a focus has been the undoing of many otherwise successful
financial institutions, and in the case of PROPESA it is already possible to see the excessive
costs imposed by the reporting requirements of international development agencies (as, for
example, when these agencies insist on detailed reports on the use of their funds even though
such reporting is totally arbitrary because of iungibility and does not deal with the basic issue
of PROPESA's overall performance). The most promising route to a lower cost of funds may
be to seek to develop means of mobilizing funds directly from the Chilean public. Even though
PROPESA is (correctly) not permitted to accept deposits from the public without becoming a
fuily regulated financial institution, there may nonetheless be other mechanisms to achieve a
similar result -- which would be especially beneficial if PROPESA could mobilize funds from
its own borrowers through "deposit-like" instruments and thereby provide them with valuable
liquidity services.
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Conclusion
Four main conclusions can be drawn from this evaluation of PROPESA:

1. PROPESA'’s micro-enterprise support program has had highly favorable and significant
impacts on PROPESA’s clients in terms of the key indicators -- increases in value added
and increases in wage rates and employment opportunities -- and, at the same time,
PROPESA has come to reach a clientele of much smaller micro-enterprises, largely
through the introduction of group lending;

2.  PROPESA has confronted serious loan delinquency problems and, through the design and
implementation of effective loan recovery techniques, has overcome these problems and
emerged as a stronger institution;

3. PROPESA has not yet been able to demonstrate that it can cover its operating expenses
with operating revenues and thus continues to depend on donor funding, thereby implying
the viability of PROPESA and the custainability of its programs has not been insured;
and

4. The comparison of PROPESA’s benefits -- the value of the positive impact of its
programs on its clients -- with PROPESA’s costs -- the operating losses that it has
sustained since the initiation of its operations -- yields an extremely favorable result with
a rate of return of more than 200 percent, as calculated and explained in detail in the
annex to the evaluation report.

Because of the relative success of PROPESA, there are few major recommendations to be made
except, perhaps, with respect to promoting PROPESA's long-run viability. In the long run,
reliance on donor funds cannot, by definition, insure PROPESA's sustainability in the sense of
enabling PROPESA to cover its operating expenses with operating revenues. In fact, heavy
dependence on donor funding may even present a barrier to PROPESA'’s viability by imposing
unnecessary monitoring costs and constraining PROPESA's behavior in ways that may prevent
it from charging fully market rates of interest on loans or from seeking the most opportune
sources of funds. With respect to sources of funds in particular, PROPESA should seek out
every option to mobilize savings from its micro-entrepreneur clients, not only to secure
additional funds for itself but also to become a complete financial institution that provides a full
array of services to its clients, including the provision of liquidity services through savings
mechanisms.
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SUMMARY

There are very many evaluations on Frograms of support to
micro enterprises, In qgeneral, such studies +focus on the
progress of the supported micro enterprises,. The main
characteristic of the present evaluation is that, appart +From
measuring that progress, supported micro enterprises have also
heen compared with non supported micro enterprises 1in order to
determine how they would have evolutioned 1+ they had not
received any support, or 1n other words, 1n order to measure the
aenuine effectiveness of the Frogram.



1. INTRODUCTION.

The Froaram of Support for Micro Enterpraises, FROFESA, was
established in Santiago, Chile, i1n 198H. It started operations
during the last guarter of 1988 and since then has furnished
support 1n terms of managerial tecnical orientation and short
term loans to nearly 3,539 micro urban business entrepreneurs in
the Metropolitan Area of Santiago.

FROFESA® & purposes are to contribute to wurban micro

enterprises® progress. This progress 15 conceptualized in terms,

of business scale expansions and better husiness management, with
a consecuent 1ncreases 1n supported firms® i1ncome ageneration,
larger employment, greater admipnistration eficiency and an
increase in their stability.

The purpose of the present evaluation is to advice FROFESA®s
Board of Directors and donors on the eficiency and effectiveness
to accomplish the purposes established in the Frogram. Due to
this fact, the evaluation of FROFESA 15 centered on the
achievement of such goals, concentrating on two essential
purposes: the income 1ncreasse of the assisted micro enterprises
and the operational sustainability of the Frogram.

The evaluation®s results are very <tavourahle to FROFESA.
They can be described briefly as follows:

(1) The evaluation s=hows high effectiveness of the FROFESA
program. In order to measure this effectiveness, the
progress observed in the non supported micro enterprises was
subtracted from the progress observed i1n assisted micro
enterprises (the Frogram®s beneficiaries). As such, the
effectiveness of the Frogram measures the genuine result of
it’s assistance to micro enterprises.

(2) In terms of economic efficiency, the operational costs are

amonq the loweég__jp_theﬂ“world., The use of resourses to
generate such good results is extremelv low, - thus resul)ting
in a exceptionally high implicit internal rate of return

(greater than 200%). -
(3) The fipnancial information, which is controled by external
anditors, evidences a very efficient internal management of
the organization. The &accounting records show low medium
operational costs and, also, & very high rate of portfolio
recovery, even high during periods of economic hardships,

such as  the second semester of 1990. All of the monetary
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values have been presented 1n United Stated dollars for
international comparison purposes.

Il1. EVALUATION METHODOLOGY.

The methooology  applied te the present evaluation comprises

the following steps:

(1)

(2)

(4)

Analysis of the evelution of FROFESA™s target group
throughout the yvears of npetration.

Analysis of a contrel group, composed of non assisted micro
enterprises, so0 as to have a comparison base to evaluate
FROFESA s effect on assisted micro enterprises versus the
evolution on non assisted micro enterprises.

Analysis of the evolution of supported micro enterprises
throughout the years of assistance they have received from
the Frogram.

Economic evaluation o+ the Frogram, which includes:

(a) Effectiveness Evaluation, measuring the increase in the
income generation of supported micro enterprises versus
non supported micro enterprises. 1In order to measure
this income generation increase, the business income
was 1dentified with gross value added. If gross value
added is plotted against the micro enterprise’s age, an
inverted U shaped curve should be obtained  (the
lifecycle income curvel. The gross value added 1life
cycle curves for both types of micro enterprises are
determined and their difference reflects the Froqram’s
effectiveness throughout the entire life span of the
micro enterprises. The income generated in the micro
enterprise 1s the main target that should be influenced
(increased) by the Frogram®s action. Another benefit
that was taken inte consideration in the evaluation is
the increase in the stock of entrepreneurship stemming
from support tc microenterprises. Accordingly, all the
“income flow qgenerated by these additional entrepreneurs
1 a genuine benefit of the program.

(b) Efficiency Evaluation, which determines if the cost of
' generating the benefits detailed above is lower or
greater than those benetits.



K
(5%) Financial evaluation of the Froqgram, where the key point is

to verify how feasible is the growth of the Frogram on the
basis of operational self-+inancinq.

111. THE EVALULTION’S RESULTS.

A. PROPESA’S TARGET GROUP,

The first sotep of the present evaluation 1is to briefly
describe FRUOFESA's target group, so 8s to understand to whom are
directed the Frogram’s efforts and assistance. Throughout the
vears of operation FROFESA s focus has shifted towards a greater
emphasis on smaller scale micro enterprises which employ the
humblest workers. The average micro enterprise which enters the
program has 10 years of age, which allows FROFESA’ s assistance to
have a positive effect during 18 years., due to the fact that
these micro enterprizes have an expected life span of 28 years.
Thie i1s an adecuate age to accept micro enterprises since they
have already passed the initial high risk phase in which many of
them fail to survive.

In relation to the distribution of economic activities of
+he micreo enterprises that enter the proaram each year, 1n 1988

the economic activity of main importance was metalmechanics,.

which since then bhas decreased in importance, while textiles &
clothes, retailing and food have taken & larger portion of the
operations. The - increasing support to these latter activities
can be explained by two main reasons:

(1) Increasing portion of credits qgiven to solidary aqroups,
which are more concentrated in these activities.

(2) A trend to support smaller scale businesses, which are more
aiven to exist in these economic activities.

When FROFESA started it's operations in 1988, the Frogram’s
target group had average total assets per micro enterprise of
UssS.471. By 19%1, the target group had average total assets of
Uss2,077, which is 6&2% less than in 1988. The target group asset
evolution throughout the period of FROFPESA s operations can be
visualized in Graph No.l.
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The average micro entrepreneur that enters PROPESA’s credit
and tecnical assistance program is 40 years old, male, married,
main support of the family group and has an 1ncomplete high
echool educational level. Throughout FPROFPESA’Ss vyears of
operation the average age of selected micro entrepreneurs has a
slight trend to increase. This is not the case of entrepreneurs’
sex participation: Graph No.9 shows that the female entrepreneur
participation in the Program increases along time, starting with
a 1972 share 1n 1988 and reaching a 41% participation in 1991.
the maritial status of the participants in the program is mainly
married (86%), attribute that does not change significantly
throughout the period of operation. In relation to the micro
entrepreneur®s position in the household, the majority of the
participants are the main support of the family qgroup, although
the proportion of participants that are not the main support of
the family has increased moderatedly with time, from 15% in 1988
to 204 1n 1991, The last trait to be examined is the micro
entrepreneur’s educational level,. This wvariable tends to
maintain the same value throughout time, namely, an incomplete
high schoel Jeve).

MICRO ENTREPRENEUR'S SEX

GRAFH No.o

B. NON SUFPORTED MICRO ENTERPRISES® EVOLUTION.

The evidence obtained from the control group shows no
statistically significant progress for unsupported firms and even

u

14



exhibits some slight deteraoration. There are nno significant
changes 3 their financaial) indicators, employment level, wagebil)
and wage rates and these results do not differ if the data is
broken down by sex, maritial status, household position, sector
of economic activaty or educational level.

The control group is indeed a sample of micro enterprises
selected from within the set of firms which originally would have
received PRUFESA’s support and 1n which, for some unknown reason,
their micro entrepreneurs were not interested 1n entering the
Frogram. In order to determine their evolution throughout time
without recieving any support from the Frogram, these micrao
entreprencurs were reinterviewed. lhere was a risk of receiving
brased answers +From non  suppotrted entrepreneurs, if they were
reinterviewed by FROFESA personnel. 1o avoid this danger ECYES
enqinerrs were the interviewers. In order to assure that both
samples, the cantrol qroup  and FROFESA’s supported micro
enterprises, stem from a same population different indicators o+
enterprise traits were compared between both groups. The
variables taken 1nto consideration were total assets, gross value
added and employment levels. No statistically significant
dift+erences were observed beltween both groups. It can be
concluded thet the control gronp and FROFESA s supported micro
enterprises ori1gQinate +rom the same population.

Table No.l shows that non supported businesses® current,
fixed and totel assets qrow  throughout the pericd under analysis
(1988-19%1), buat their growth 1s not statistically significant.

CONTROL GROUF EVIOLUTION
AVERAGE VALUE
I TEM::

INITIAL FI1NALL |
CURRENY ASSETS 1,491.08 1,847.97
FIXED ASSETS 4,9357.24 5,039.82
TOTAL. ASSETS 6,428,328 6,887.78
VALLUE ADNDED 710,53 594.55
RETURN ON ASSETS ‘ 31.00% 12.527
NUMEBER OF EMFLOYEES 1,35 1.34
WAGERILL VALUE 176.43 167.82 l
SALARY LEVEL. 126.18 120,19

TARLE No.1
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Groass value added decreases oan the average among non
supported micro enterprises, although this deterioration in their
operatinnal results is not statistically significant (see Table
No.1). The lower average value observed in the gross value added
accounts to the fact that many reinterviewed micro entrepreneurs
had gone bankrup during the period examined, and as such their
operational results were zero.

The return on assets of the non assisted micro enterprises
decreases, statistically signiticanly, throughout the vyears of
under analysis. This fact can be appreciated in Table No.l.

In relation to the employment variables there does not seem
to be any changes in the situation. Slight deteriorations can be
observed in the employment level, the wagebill value and wage
rate wvalue, but non of these changes are statistically
significant (see Table No.1).

C. PROPEBA’*S EFFECT ON SUPPORTED MICRO ENTERPRISES.

Graph No.6 shows that supported businesses’ assets grow
remarkably throughout the years of assistance. The increase in
the micro enterprises” total assets is of 10%Z during the +first
vear of assistance and of 324 and S52% during the second and third
yvear of assistance with respect to the original asset level (all

three statistically highly significant). '

SUPPORTED MICRO ENTERPRISES ASSET EV: OLU‘l‘ION |

GRAFH No. 6
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Asset increments concentrate in the second year of Program
support (all three differences are significant). In particular,
current assets grow fastest initially, as most micro enterprises
usually are severely short of "working capital'”; this component
levels off rapidly, reqistering no significant increases in the
second and third year of support. Fixed assets, on the contrary,
though decreasing initally, increase substancially (=34, 2357 and
¥2% per annum) throughout the last two years of participation,
having statistically significant rates for the latter. Therefore,
it can be stated with high confidence that FROFESA promotes and
succeeds 1n leading supported micro entrepreneurs to adequatedly
expand their productive capacity.

Gross value added increases substantially, by 25%4 (and

hiahly significantly) durinqg the first year of support: 1t keeps:

arowing thereafter (not statiscally significant between years,
but highly significantly with respect to the diagnosis right
before support) reaching a level 45% higher by the end of the
third year of participation (see Graph No.7). This fact evidences
that PROFPESA not only manages to stimulate and help increasing
productive capacity but also helps to raise the gross income
formation amona supported firms.

| MICRO ENTERPRISES VALUE ADDED EVOLUTION

“ TRUHUT THE YEARS OF ASSISTANCE

e

N

L
GRAFH No.7

On the other hand, the return on assets of the assisted
micro enterprises decreases throughout the years of assistance.
This fact can be appreciated in Graph No.S8. As assets increase

o/
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at a higher rate than gross value added throughout the years of
support, the return on assets rates decrease, from an originq)
non supported level of 27% down to 21%. Such a decrease is not
surprising: it i1s in harmony with s0 large increments in total
assets and the principle of decreasing marginal productivity
(well accounted in theory and empirical evidence).

I MICRO ENTERPRISE RETURN ON ASSETS EVOLUTION

TROUGHOUT THE YERRS OF ASSISTANCE

a.& Te e

GRAFPH No.8

The gross value added composition can be appreciated in
Graph No.%. Although gross value added increases enormously
throughout the vyears of assistance, it’s composition changes
slightly. It 1is wotrth mentioning that the proportion of gross
value added accruing to accountants is 1in fact part of the

wagebill; though it is very neglegible, it has been shown
separatedly in order to illustrate supported micro enterprises’
modernization. The micro entrepreneur tends to reinvest more in
his business as the support from FROFPESA is extended: the net
profit reinvested increases in proportion while the wmicro
entrepreneur’s - profit withdrawal ("dividends") decreases in
proportion and the other components of the value added maintain
their shares. Such small changes are supported only by point

estimates of the respective proportions.
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VICRD ENTERPISE VALUE, ADDED COMPOSITION
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The initial number of employees among micro enterprises,
betore they become Frogram participants, is on the average 1.48
(see Graph No.10)3; by the third year of support this average has
grown up to 1.92 (statistically highly significant). In fact,

Ne4



12

this level has changed -17Z 1n the first vyear of support, 13% in
the second year of support and 16% in the third year of support.
Therefore, the bulk and significant portion of the employment
effect materializes in the third year of support. The evidence
shows, significantly, that the size of supported microenterprises
arows not only in terms of assets and gross value added
(production and sales) but alsc in terms of employment. In other
words, the Fraogram effects on supported firms are increases 1in
the productive capacity and in the current income formation
jointly with creation of additional employment.

Not all of the increment in gross value added accrues to the
participant entrepreneur. Indeed workers also share part of the
Frogram induced fruits as the percentage change in the wagebill
value is qgreater than the percentage change in the number of
emp loyees. Graph No.11 illustrates that the wagebill, a
component of value added, increases by 194 in the first year of
support, by 12% in the second and by 267 in the third vyear of
support (statictically significant accumulated differences).

B

MICRO ENTERPRISE WAGEBILL EVOLUTION

GRAFH No.11

As supported micro enterprises expand their business size
and, among some other things, hire additional workers, the wage
trate increases very substantially right from the beginning (see
Graph No.12). From US$118, the average salary before support
grows, statistically highly significantly, by 26% in the first
yvyear of support (year 1989); it decreases slightly (but not
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significantly) by 4% in the second year (1990, which comprises
the main time span of the Chilean 1990-1991 mini recession)i and
1ncreases by 407 in the third year (1991).

MICRO MPRBE WA(;E RATE EVOLUTION
200 TRIWHUT THE YERS OF ASSISTRANE
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broken

is i1llustrated in Graph 13.

or males, 23%, are similar to the increases for
o Eoth levels of gross value added, initial and
ubstantially and statistically significantly larger

Therefore, it is seems more effective and, from the
national resource allocation, more efficient
support male micro businessmen.
existence of a national trade off between efficient allocation of

equity in income and wealth

resources and
by sex. In

spite of this,

to

This evidence suggests the

increasingly shifts toward female micro entrepreneurs.

FROFESA s typical participant

entrepreneuy

the Final

is single (see
stages are siqniticant

is not siagnificant.

braph No.14).
whatever

FROFESA s attention

is married. bross value added
is significantly more responsive to FProgram support if

the

Differences through

the marital status: however,
being siagnificant the initial difference through marital status,
These results do not impair,
therefore, FRUFESA’s preference for married participants.

VALUE ADDED EVOLUTION V3. MARITIAL STATUS
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differences in gross value added levels through stages are highly
sigmficent: through household position, the initial levels are
significantly difft+erent, but the final ones are not. Same as in
the case of marital status, the evidence does not reject
PROFESA’ s preference for entrepreneurs who are main support of
the family.

6RAFH No.105

The Frogram mainly assists micro enterprises whose economic
activities are ceramics, food, retailing, leather & shoes, wood &
furniture, metalmechanics, jewlery and textiles & clothes.
Graphs No.16 and No.17 illustrate point estimates of the value
added changes due to FROFESA™s assistance in relation with the
micro enterprises’ economic activities. The final levels Ffor
gross value added are siqgnificantly larger than initial ones in
sectors related to textiles % clothes, Jjewlers and leather &
shoes; and are not significantly smaller (although the point
estimates are so) than initial wvalue added in agriculture and
paper % cardboard: these apparently decaying business lines have
very few observations, in fact they are, respectively, 1 and 3.
Metalmechanics, where there are quite numerous (42) +Final
observations show non <cignificant change in gross value added;
and retailing, with &1 final observations, is a subsector that
shows very small gross value added and no significant change
whatsoever. '

4



GRAPH No. 16

VALUE ADDED VS. ECONOMIC ACTIVITY
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PROFESA" s average micro entrepreneur
school educational level.

qQross value added
educational level.

has an incomplete high
Graph No.18 relates the behaviour of

when plotted against the micro entrepreneur’s
It can be appreciated, broadly, that

1&
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according to point estimates higher educational levels match with
larger value added amonq the FProgram’s participants. It is
PROFESA s merit to have average micro entrepreneurs with
relatively high schooling while the typical micro entreprenuer
does not reach such high educational standards.

GRAPH No. 18

Graph No.19 pictures gqross value added levels and the type
of support provided by PROFESA., that is to say, if the micro
enterprise has only received credit assistance or has received
credit and management technical orientation (MY0). The effect on
value added, according to point estimates., is the same for micro
enterprises that receive both credit and management technical
orientatien or only credit, namely, 23%. However, there are
significant dit+ferences 1in the average of gross value added
between participants receiving credit cum managerial orientation
and those receiving mere credit, both in the initial and <final
stage of observations. There is scarcity of observations among
micro entrepreneurs that received credit and managerial technical
orientation to draw any conclusions.
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GRAFH NO.19

FROFESA gives financial assistance to micro enterprises
through two types of credits, idividual loans and

solidary group
loans., The individual loan consists on a credit qiven to one
particular micro entrepreneur, while the solidary group loans .are

L =

BRAFH No. 20
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loans given to a group of micro entrepreneurs in which each is
responsible of each others payments. The second type of loans
have lower costs for FROFPESA in terms of administration costs and
portfolio recovery. As can be appreciated in OGraph No.20
individual loans show a substancial increase in income generated
(gross value added) upon receiveing the Frogram’s support. The
increase is statistically highly significant. This is not the
case within the set of solidary group loans, where the point
estimate of the mmean increases, but the change is not
statistically significant. Furthermore, at the starting point,
micro enterprises within each set do not differ, statistically,
in terms of gross value added. Whereas, after receiving support,
the individual loans set reach significantly larger gross value
levels than the solidary group set.

In the preceeding paraaraphs the response of gross value
added (among participants) with respect to different supposedly
relevant factors was examined one by one. It is important to
assess how relevant are all of them toqgether and which of them
might not add much explanation over and above what others do. For
these purposes a multiple regression analysis was done.

The examined model relates a linear rearession between the
changes in gross value added (Y ) to years of entrepreneur’s
experience (Xy), years of aqe of the micro enterprise (X2) 4
number of days of support (Xz), change in the number of employees
(Xg)s change 1m the total assets (Xg). sex (X, ), maritial status
(X-), household position (Xg), type of support --credit only

versus credit & management technical orientation—— (Xg), type of
credit —-solidary group loan versus individual loan—-— (X;q),
entrepreneur’s educational level --assuming the values 1 for

incomplete bDasic 4, 2 for complete basic, 3 for incomplete high, 4
for complete high, 5 for technical, 6 Ffor incomplete univesity

and 7 Ffaor complete university education—- (Xy1)s productive
sector =—-all sectors except for two, namely, retailing and
services—— (Xyo) and retailing sector (X;x). This regression was

run with 603 observations.

The results (fully detailed in the expanded report) showed
fairly good outcomes: reasonable fitness (given that the first
differences were regressed), main explanatory variables’
coefficients as expected. There is consistency with the results
of a productive function. increases in total assets (capital) or
in the number of employees (labour) have a positive relation with
the change 1in gross value added. There is a positive relation
between the change in gross value added and the time span of the
support given by FROFESA. As the educational level increases,
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the change in gross value added also increases. The change in
aross value added is greater for male, single and inidividual
loan participants who only receive credit as the Progqram’s type
ot support. The coefficient far the micro enterprise age is not
statiscally siqnificant and it is negative which indicates that
the older the micro enterprise the smaller the change in gross
value added, the same is applicable to the micro entrepreneur’s
experience. Therefore, the results favour formal education
rather than informal education (mere experience as worker).

D. FINANCIAL EVALUATION OF PROPESA.

In Appendix 1 are presented the detailed cash inflows and
cash outflows +Ffor the 20 vyears projected activities. These
projections sugqgest that FROFESA faces no source for
selffinancing, because starting on the vyear 1992 the Frogram
loses working capital (the final cash balance is negative).
Consequently, the net present value 1s less than zero and the
Frogram 1s not profitable.

1t 1is important to remark that the unebleness to self
fipance operating costs does not stem +rom managerial
inefficiency. In fact, FROFESA’s average cost per supported
microenterprise +alls from US$401, when it attends 71 firms, down
to a minimun of US$HP0 if it attends 17,174 businesses per year
and rises thereafter , smoothly, up to US$100 if support reaches
19,727 micro enterprises per annum. This 1is a typical average
cost curve as seen in Management and Economics textbooks. Further
interesting, the average cost o+ 1993, namely, US$110 seems to
be well below estimates for overseas programs (MEYER, 1991, p.
17), where such levels (not significantly different from
statistical viewpoints) rank in the order of US$ 575 uwp to
Us$z,%49. Comparative cost efficiency of PROFESA might be larger
because Chilean currency overvaluation 1leads to overestimate
FROPESA®s operating costs when expressed in US currency.

Non profitability or unableness to selffinance its activites
stems from two facts:

(1) According to current Chilean legislation FROPESA cannot
raise its own lending interest rate because it would exceed
the maximun conventional interest rate set by law. In fact
this upper limit (based on a 50%Z increase over the average
trate charged by commercial banks in the previous semester)
is too low, Dbecause it is heavily influenced by the rates
charged on lending operations belonging to an entirely
different financial market, namely, the market of less risky
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customers who compnse the bulk of commercial banks

clientele. This is why FROPESA™s spread is insufficient to .

.s0]lve operating expenses.

(2) 1+ fipancial costs (interest payments to commercial banks)
were . excluded from operating costs, PROPESA would indeed
self finance its activities. Therefore, a source of
insufficient self financing capacity is'simply insufficiency
in the revolving loanable fund balonging to FPROFESA. In fact
an adequate grant would turn positive all of the cash flow
except for 1989.

E. ECONOMIC EVALUATION OF PROPESA.,

E.1. FROGRAM EFFECTIVENESS.

In order to determine the Frogram’s effectiveness, the
progress observed in the supported micro enterprises must be
checked with the general economic prosperity. One way to
accomplish this task 1is to compare achievement among supported
and non supported micro enterprises. This section concentrates
on this matter.

The life cycle income curves for supported and for non
attended micro enterprises were estimated (on near simple
regression). See Graphs No.21 and No.Z2.

GRAPH No. 21



GRAFH No.22

Graph No.21 i1llustrates the plot for the first hypothesis
set up in the evaluation methodology: non attended, or micro
enterprises in general, have a lyfe cycle income conforming an
inverted U shaped curve. It also makes it clear that the income
generated by such mini businesses 1ncreases and follows the
general economic progress in the economy. Graph No.22 pictures
the life cycle income curve for microenterprises supported by
PROPESA: it clearly shows larger increases in gross value added
since the very first year of attention, and substantial increases
thereafter up to the third vyear (last observed) of attention.
This fact provides backing for the second hypothesis established
in the evaluation methodology.'namely, that PROFESA’s action
shifts the life cycle income curves of supported microenterprises
upwards. Accordingly., it is possible to plot (Graph No.23) the
residual increases in gross value added. namely those over and
above the shift detected for unattended microenterprises, and so
illustrate the nature of genuine benefits generated by FROFPESA.
Graph No.23 pictures the substantial residual increase only
attributable to FROFESA’s efectiveness, fruit that further grows
as the support is extended over two and three years.

g’/
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GENUINE BENEFIT OF PROPESA'S SUPPORT

T¢ 4 MICRO ENTERPRISE

GRAPH No. 23

The evidence presented confirms a tremendous effectiveness
of the FProgram. The observations on gross value added .among non
attended and among supported microenterprises show that PROFESA’s
action increases substantially the gross income generated among
supported microenterprises, whatever the business age. In other
words, the Program effect considerably pushes upwards the life
cycle income curve. Further, the results suggest that those
effects extend the economic 1life or survival of supported micro
enterprises, since the proxy indicator +for expected life span of
non supported micro enterprises is 19 years wiile for supported
micro enterprises it rises to 28 years of age.

E.2. PROGRAM EFFICIENCY.

The estimations of the net global genuine benefit and factor
cost outlays incurred in order to generate those benefits,
presented in Appendix 11, evidence that the Program is highly
efficient. The cash +flow resulting from the net global genuine
benefit is moderatedly negative just in the two beginning years
of the Frogram, 1988 and 1989; from then on, it is always
positive and gqrows at a very high annual compounded rate. 1t
grows from the 1990 level up to a more than a hundredfold level
in the year 2007, '

The 1mplicit internal rate of return results in 224.5% per
vyear, an expression of the above mentioned speed of growth and an

s
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indication of remarkably high efficiency. It is worth recalling
that rates of return as high as that one have been recorded only
for very <few proagrams, overseas, mainly in FBrazil (D°ZMURA &
KILEBY). Methodoloqically i1t is rather venturous to make
international comparisons, but it should be s&tressed that
FROFESA® s achievement ranks among the best ever recorded.

IV. CONCLUSIONS.

In relation to PROPESA’s target group, as the Program’s
vears of operation have gone by, more efficient micro enterprises
have been selected for support, if their financial situation is
taken into consideration.

The evidence obtained from the control group shows no
statistically signit+icant progress for unsupported firms and even
exhibits some slight deterioration.

PROFESA® s effect on the micro enterprises it supports and
has assisted, throughout the years, i1s & notorious improvement in
these businesses’ situation. Their financial situation after
receiving FROFESA s help is superior to their original level; the
same is applicable to their operational results. FROFESA’s
effect on the value added 1is amazingly favourable. The valuve
added increases on averaqge in 234 among assisted micro
enterprises.

There is no data available to detect what happened, after
two or three years, with gross value added of firms that received
support for only one or two vyears. Therefore, there is no basis,
up to now, to assess whether it is more efficient to shorten the
time span of the support. So, up to now, all that is known, in
this respect, is that support extended up to three vyears yields
very substantial favourable results.

The employment levels are increased ano the salary per
worker also raised throughout time. FROFESA*s effect on the
micro enterprises” employment levels and wage rate levels is
highly substantial. Not only does the Program create new
employment, but it also raises the employees income. The largest
part of the employment effect takes place during the third year
of assistance, in which the employment level rises in 0% while
the wage rate also increases.

PROFESA successfully manages to well select micro
entrepreneurs for support, picking up, among the humblests,
precisely those with good schooling and, so, good potential for
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progress. Contrarily to usual expectations and assertions, the
effectiveness of the Frogram seems stronger when the support
envolves both credit and managerial technical assistance
(training and entrepreneurial advise) instead of mere credit
support.

On financial terms the Proaram is not profitable, as stated
in Chapter 1I1I1, because FROFESA's lending rate 1is too low.
However, it cannot be raised since it already reaches the upper
limit (on interest rates) set by law. The resulting small spread
for FROFESA is not sufficent to cover it’s operational costs
(despite these are notoriously low relative to other programs of
this nature that operate overseas). However, a very important
remark must he mentioned: FROFPESA has the capability to finance
all of it°s operationAal costs if the financial costs it currently
incurs on are excluded (the interest paid to the commercial banks
for the loans which FROFESA relends to the micro enterprises).
The key importance of this fact is that, if PROPESA had & net
worth large enough to finance 1t’s high growth rate without
having to depend on commercial banks, the Frogram would be self
sufficient in financial terms.

In regard to the financial evaluation which shows no way for
self financing, the following comments should be stressed:

(1) FROFESA is extremely efficient in financial terms if
compared to other programs of this nature.

(2) The main reason for the operational dependence is the legal
ceiling on the lending rate. This ceiling is inadequate
because it is highly weighted by the rates of comercial
banks, who service a market substantially less risky than
the sector of microenterprises. According to the present
study & spread of 19.69% would turn PROPESA self dependent.

() A larger own revolving fund would exempt FROPESA from bank
borrowing and thus reduce its operational costs, making the
way for sel+ dependence.

The life cycle income curve of microenteprises supported by
FROFPESS is way up distant from the curve of non attended firms.
This result shows a strong effectiveness in the FProgram with
respect to the so called 1ncome effect. This effect is not
instantaneous. It materializes from the very first vyear. of
support, but it keeps on fructifying as the support is extended
to two and three years. It is believed that something similar
takes place among microenterprises supported for only one vyear
but not followed up thereafter. There is enouwgh and strong

bl
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evidence, theretore, to state that PROPFSA operates a very
effective support program.

PROFESA’s factor cost, necessary to generate the FProgram
genuine global benefits, is quite small, despite mary components
corresponding to grants in kind were measured and :udded to cash

outlays. It is remarkable how cheap was the setting up and the

set.ting in motion of the Proagram, & conspicuous merit for the
management of FPROPESA. It must be emphasized that, everytime a
conjecture was made or a controversial solution for a
methodological problem was adopted, it was done s0 trying to
underestimate the resulting internal rate of return for the
Proaram. In fact, only the +irst two years of operation give

place to neqgative net qlobal genuine benefits, which numerically

are quite low relative to the large and fast increasing flows in
subsequent vyears. Theretore., the resulting internal rate of
return for the Frogram is unusually and remarkably high, namely,
224.5% per year.

Workers who resiqgn from supported microenterprises to set up
their own business, do so when, on the average, they have ten
vears of experience. lt was assumed that 1674 of workers with that
experience 1n fact set up their own firm. On that basis was
measired the M"additions to the stock of microentrepreneurs
effect” of supported firms or "entrepreneurial expansion effect".
The referred lag and conservative proportion of this effect
turned out to be quite negligible in its influence on the
magnitud of the internal rate of return for the Program.

In the 224.57% estimate of the internal rate of return for
the Frogram is implicit a arowth rate in the credit portfolio
adopted by PROFESA. 1This latter rate is optimistic. It is
suggested to choose a rate rather declining over time, because
many large programs will be competing with PROPESA within the
market for elite micro entrepreneurs that all ONGs wish to
support. Such an adjustment will punish heavier the remote years
of the net global cash  benefit flow, so it might not diminish
significantly the Proaram internal rate of return.

It is hard to believe that, while the Frogram expands its
scope in Santiago and other regions, its productivity will remain
constant as implicitly assummed in PROFESA®s own projections. On
the contrary, 1t is more realistic to admit that average variable
costs will 1increase over time. lt is proposed a moderate but
expeonencial increase. This adjustment will also punish heavierly
the remote vears in the cash flow, so it will moderatedly reduce
the internal rate of return.

1\97/:
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te emphasize that the unusually high internal
here estimated reflects (a) the low operational
anc (b) 1ts tremendously high effectiveness on

nterprises.



APPENDIX 1. CASH FLOWS.

PARAMETERS IMPLICIT IN THE CASH FLOWS.

FARAMETERS

PORTFOLIO LOSSES
DIAGNOSIS CHARGE

CLIENTS IN LEVEL 1 COURSE
CLIENTS IN LEVEL 2 COURSE
CLIENTS IN LEVEL 3 COURSE
AVERAGE CREDIT MATURITY
VALUE OF ONE COURSE
LENDING INTEREST RATE
AVERAGE LOAN SIZE
RORROWING INTEREST RATE
FPORTFOLIO GROWTH RATE

VALUE

2.00%
1.50%
15. 00%
50. 00%
S0, 00%
4
99. 35
15.477
500
10.31%
2.00%

ON LOAN

OF LOAN CLIENTS
LEVEL 1

LEVEL 2

MONTHS

uss

uss




FORTFOLIO EXPANSION CHARY

FROPESA®S OUTSTANDING PORTFOLIO CLASIFIES IN:
O TO0 1 YEAK SUPFORT : 617
1 TO 2 YEARS SUPFORT : 28%
2 TO 3 YEARS SUFFORT : 11%
YEARS TOTAL 1 YEAR 2 YEARS X YEARS
SUFFORTED SUPFORT SUFFORT SUPFORT
1986 71 71
1989 4465 430 36
1990 1206 974 215 18
1991 1695 1034 475 186
1992 3337 2036 934 367
1993 4700 2867 1316 S17
1994 5611 3423 1571 617
1995 8199 5001 2296 02
1996 94626 5872 2695 1059
1997 11215 6841 3140 1234
1998 129864 7921 636 1428
1999 14963 9127 4190 1646
2000 17174 10476 4809 1889
2001 17517 1068% 4905 1927
2002 17867 10899 SO03 19465
20073 18275 11117 5103 2005
2004 18589 11339 5205 2045
2005 18961- 11566 5309 2086
2006 19340 11797 5415 2127
2007 19727 12033 5524 2170




CASH FLOWS.

oSS oE T e I T N S R T S S S S S S ST SR S SRS S SRR E RS
YEAK 1988 1989 1990
EEEESErTEEEESEEEES e e O  E e P e e
INITIAL CASH BALANCE ¢ 24,280 12,188
e L e e ]
CASH INFLOWS:
FORTFOLTO PAYMENTS 20,919 183,977 802, 622
PORTFOL IO INTEREST 405 12,957 29,824
DIAGNUSIS 495 4,110 7.849
TECNICAL ORIENTATION
INVESTMENTS 7,143
BANK LLOANS 87,635
GRANTS 71,838 170,941 194,583
raTAL CASH INFLOWS 93,677 371,985 831, 656

CASH OUTFL.OWS:

CRED17S 33,030 275,975 656, 626

INITIAL INVESTMENT 9y 933

OFFJCE ADEQUATION 1,969 87 1,813

BANEK. LOAN PAYMENTS

EANK LOAN INTERESTS 16,895 4,141

VARIARLE OFERATIONAL COSTS 16,331 o0, 038 100, 240

FIXED OPERATIONAL COSTS 12,134 43,081 51,804
TOTAL CASH OUTFLOWS 69,397 384,076 814,623
NET CASH FLOW: 24,280 (12,091) 17,033
FINAL CASH BALANCE 24,280 12,188 29,221
TOTAL OFERATIONAL COSTS 28,465 110,014 156,185
UNITARY OFERATIONAL COSTS 401 237 130
ST T T T T T T R N T N S S T T T T S T T e S S R T T s e
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YEAR 1991 1992 199X
s T s e R R N R R s S T T SRR NS o EES RS EERREmES
INITIAL CASH BALANCE 29,221 (1,093%) (2,803)
R T N T I N S R N N T S e T R SRS NS EEESEEER=

CASH INFLOWS:
PORTFOL.10 FAYMENTS

1,321,898

2,733,873

4,160,753

PORTFOLIO INTEREST 79,098 158, 264 228, 906
. DIAGNOSIS 25,425 50, 055 70,500
TECNICAL ORIENTAT ION 19,804 38,989 54,915
INVESTMENTS
BANK LOANS 504,577 1,268,659 1,966,959
GRANTS
TOTAL CASH INFLOWS 1,950,803 4,249,841 6,482,033

CASH ODUTFL.OWS:

CREDITS 1,695,000 3,337,000 4,700,000

INITIAL INVESTMENT

OFF ICE ADEGUATION

EANK. LOAN FAYMENTS 87,635 904,577 1,268,659

BANK LOAN INTERESTS 24,220 62,117 98, 397

VAR1AERLE OFERATIONAL COSTS 111,245 192,570 261,327

FIXED OFERATIONAL COSTS 63,017 155,287 155, 287
TOTAL CASH OUTFLOWS 1,981,116 4,251,851 6,483,670
NET CASH FLOW: (30,3149) (1,710) (1,637)
“INAL. CASH EALANCE (1,093) (2,803) (4,440)
TOTAL. OPERATIONAL COSTS 198,481 409,974 S15,011

UNITARY OFERATIONAL COSTS 117 123 _ 110

B e 00 e e S e £ e S e e By S G e
——— e e e e e e e =
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YEAR 1994 1995 1996
s e e e I R T S R N T N R N T T I S N S T e S TSSO RRE R R R R
INITIAL CASH BALANCE (4,440) (S, 795) (8,398)
e N T T I N T S S S T T T T T T SRS SR Es
CASH INFLOWS:
FORTFOILIO PAYMENTS &, 200,860 7,189,117 8,967,163
FORTFOLLIO INTEREST 277,777 397,966 477,436
DIAGNOSIS 84,158 122,978 144,390
TECNICAL. ORIENTATION 65, 553 95, 791 112, 470
INVESTMENTS
BANK LOANS 2,538,886 3,707,799 4,523,505
GRANTS
TOTAL CASH INFLOWS 8,167,233 11,513,650 14,224,964

CASH OUTFLOWS:
CREDITS 5,610,500 8,198,500 9,626,000
INITIAL INVESTMENT
OFFICE ADEGUATION

BANE LOUAN FAYMENTS 1,966,959 2,538,886 3,707,799
BANE. LOAN INTERESTS 128,423 186,116 229, 683
VARIAELE OFFRATIONAL COSTS 307,419 437 . 465 08, 160
FIXED OFERATIONAL COSTS 15%, 287 155,287 155,287
TQTAL. CASH OUTFLOWS 8,168,588 11,516,254 14,226,929
NET CASH FLOW: (1,355 (2, 603) (1,966)
FINAL CASH BALANCE (5.793) (8,398) (10,364)
TOTAL OFERATIONAL COSTS 991,129 778,868 893,130
UNITARY OFERATIONAL COSTS 105 95 93

o et e S G st e S g e i S e e e i s St g S S i Sk S e AR S e P TR g S e S e St ALE P G G P Sy P e o i S S e S o S G G e e Sy el SIS e BB
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(1=t 4 14+ =33 ¥Fr 1113t it 11t 1-t1 131313 31ttt 1 .‘=======.========
YEAR 1997 1998 1999
==========.:'—':====1======'—=========================================
INLTIAL CASH BALANCE (10,364) (12,536) (14,951)
(3~ 3-3-F -t —t—3—] -1t 1 13-+t It -1t 3+ i1+ttt 33t
CASH INFLOWS:
FORTFOLIO FAYMENTS 10,471,300 12,147,263 14,017,757
PORTFOLIO INTEREST 556, 694 645,039 743, 668
HIAGNUSIS 168,218 194,743 224,445
TECNJCALL DRIENTATION 131,030 151,722 174,827
INVESTMENTS
BANK LOANS £, 468,213 6,514,986 7,675,272
BGRANTS

TOTAL CASH INFLOWS

CASH OUTFLOWS:
CREDITS
INITIAL INVESTMENT
OFF ICE ADEGUATION
BANE LOAN FAYMENTS
BANE. LOAN INTERESTS

VARIABLE OFERATIONAL COSTS

FIXED OPERATIONAL COSTS

——— e i e, o S Bt Yt S i B . . S S S L S Bk G Pt e SO

TUTALL CASH OUTFLOWS

NET CASH FL.OW:

S et e o gt S i ke e e S o St S S T TH At S S8 S et S S S Ao 2 Pwm

=t 2 ]

FINAL. CASH BAILLANCE

s e s g e T e e ke e e oy e e et e Tt = S e T e Tt S St e
e L L N S N S S SRS Ss=mo =

TQTAL OFERATIONAL - COSTS
UNITARY OFERATIONAL. COSTS

e 2 e e G e e e e by o B e ks S s e Aty S e S o S e et e 2 Same

16,795,455 19,653,794 22,835,969
11,214,500 12,965,500 14,963,000
4,523,505 5,468,213 6,514,986
277,828 331,351 390,676
593, 598 682,948 781,788

- 188,196 188, 196 188,196
16,797,627 19,656,209 22,838,646
(2,172) (2,415) (2,677)
(12,536) (14,951) (17, 628)

1,202,495 1,360,6560
94 93 91

S e S0 iy s St e e gz S e e s P S et e ot e e 2 S
= e i S N
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i YEAR 2000 2001 2002
B P e T P P e e o e e e e L e e L
INITIAL CASH BALANCE (17,628) (20, 600) (22, 353)

T S T N e e S N T T T T S N T T T T T R N I R S e N SRS E ST EEREREEEs

CASH INFLLOWS:

17,054,430

FORTFOL IO FAYMENTS 16,107,933 17,395,519
PORTFOL 10 INIEREST 883,905 883,056 900,717
DIABGNUSIS 297,603 262,755 268,010

TECNICAL. ORIENTATION 200,655 204,668 208, 761
INVESTMENIS
BANK L.OANS
GRANTS

—— i — - - ——— - (it S " " B it Gub S00S S M G P S D Sl S ey A e S B T SOt G € e S S S et S Sy S S My ST S S e S G S T S S — —

TOTALL CASH INFLOWS 26,383,790 28,073,760 29,185,626

B,963,695 9,668,851 10,412,639

CASH NUTFL.OWS:
CREDITS 17,173,500 17,816,970 17,867,309
INITIAL. INVESTMENI
OFF LCE ADEGUATION

BANE LOAN FAYMENTS 7.67/572 8,963,695 9,668,851

BANE LOAN INTERESTS 456,544 495, 400 533, 575
VAR1AKRLE OFERATIONAL COSTS 893,450 S11, 252 929,416
FIXED OFERATIONAL COSTS 188,196 186,196 188, 196
TOTAL CASH OUTFLOWS 26,386,762 28,075,514 29,187,349
NET CASH FI.OWs (2,972) (1,753) (1,723)
FINAL CASH EALANCE (20, 600) (22,353)  (24,076)

TOTAL. OFERATIONAL COSTS 1,837,991 1,594,849 1,651,188
UNITARY OFERATIONAL COSTS 0 . 91 92
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s S S R R S e N I N R I T R RS SRS E SR RSN SRR RS SE
YEAR 2003 2004 20035

e rnEs T RS S N R T RS T T RN SR s SE ISR SRR IEmEEnES

IN1ITIAL CASH HALANCE (L4,076) (25,890) (27.802)

EEESEoEEEREERRES e T P R P S Y S

CASH INFLOWS:
PORTFULIO FAYMENTS

17,743,429 18,098,298

18, 460, 264

PORTFOLIO INTERESY 918, 732 937, 106 955, 848
D1AGNOSIS 273,370 276,837 284,414
TECNICAL ORIENTAYION 212,936 217,195 221, 539
INVESTMENTS
HANK, LOANS 11,195,637 12,021,287 12,891,873
GRANTS

TOTAL CASH INFLOWS 30, 344, 105 31,552,724 32,813,938

CASH OUTFL.OWS:

CREDITS

INITIAL INVESTMENI
OFFICE ADEGUATION
RANE L.UAN FAYMENTS
BARNE LOAN INTERESTS
, VARIARLE OFERATIONAL C
FIXED OPERATIONAL COST

18,224,656 16,589,149

10,412,619 11,195,637

18,960,932

12,021,287

573,771 516,150 660, 836
0STS 946,676 9L5, SOS 984,703

s 188, 196 188,196 188, 196

30,345,919 31,554,636 32,815,954

(1,814) (1,912) (2,016)

(25,890) (27,802)  (29,818)

FINAL CAS5H EBALANCE

TOTAL OFERATIONAL COSTS
UNITARY OFERATIONAL COSTS

s e S e e 4t S M ey S et SRy S PUt St e S St i e e Sy e ot e
Pt~ = i

1,708,644
94 95
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INITIAL CASH BALANCE (29,818) (31,944)

e S e e e e S T T

CASH INFLOWS:
FORTFOLTO PAYMENTS

18,829,469 19,206, 059

FORTFOLIO INTEREST 974,965 994, 465
DIAGNOSIS 290,102 295, 904
TECNICAL ORIENTATION 225,970 230, 489
INVESTMENTS
HANK LDANS LB0O9,825 14,777,705
GRANTS

34,130,332 35,504,622

TOTAL CASH INFI_OWS

CASH OUTFLOWS:
CREDITS
INITIAL INVESTMENT
OFFICE ADEQUATION
BANK LOAN FAYMENTS
BANK LOAN INTERESTS

19,340,150 19,726,953

12,891,873 13,809,825
707,953 757 4 633

VARIAEBLE OFERATIONAL COSTS 1,004,285 1,004,256

FIXED OFERATIONAL COSTS 188.196 188,196
TOTAL CASH DOUTFLOWS 34,132,458 35,506,864
NET CASH FL.OW: (2,126) (2,242)
FINAL CAGH BALANCE (31,944) (34,186)

TOTAL. OFERATIONAL COSTS
UNITARY OPERATIONAL CDb?S

ST et it et S e S S S i sy et S g S e 9 e S S S Pt S

1,900,435 1,970,085
4= 100




APPENDIX 1I. SOCIAL CO8T8 & BENEFITS.

YEAR 1988 1989 1990

- — — D it T S M G S M ST St P W A S S G N (et ety Pt Y el S S S S S S (A P Gy St Sty G G D ey G P Gy G G S S

SOCIAL BENEFITS
GENUWINE BENEFITS:

1 YEAR ASSISTANCE 0 141,217 1,002,316
2 YEARS ASSISTANCE 0 0 30, 369
3 YEARS ASSISTANCE 0 O 0
NEW ENTERPRISES ) 0 0
S0CIAL COSTS
LAROUR OFFORTUNITY COST:
SUPPORTED ENTERFRISES ) 28,271 206,735
NEW ENTERFRISES 0 0 0
FORTFOLIO LOSSES 1,378 12,640 29,879
CAPITAL ALTERNATIVE COST 4,182 34,447 72,180
A1TEC CONSULTING COSY 73,818 88, 582 . 88,582
DONATIONS ALTERNATIVE COSY 0 26,320 0
OFERATIONAL COSTS 44,562 134,270 168,457
GLOEAL SOCIAL BENEFITS 0 141,217 1,032,685
123,941 324,530 565, 833

NET GLOBAL SOCIAL BENEFIT (123,941) 466,853

(183,313




YEAR 1991 1992 1993
SOCIAL BENEFITS
GENUINE BENEFITS:
1 YEAR ASSISTANCE 2,978,782 5,120,947 ?.245,514
2 YEARS ASSISTANCE 214,652 624,674 1,435,621
3 YEARS ASS1STANCE 9,206 106,094 298,652
NEW ENTERPRISES 0 0 o
SOCIAL COSTS
LARDUR OFFORTUNITY COST:
SUFFORTED ENTERPRIGES 641,143 1,171,466 2,198,065
NEW ENTERFKRISES 0 Q 0
FORTFOLIO LOSSES 30,485 62,931 95,516
CAFITAL. ALTERNATIVE COST 186,324 366,821 516,650
A1TEC CONSULTING COST 88, 582 Q] o
DONATIONS AL TERNATIVE COST 0 4] 0
OFERATIONAL COSTS 211,621 437,115 549,106
GLUKAL SOCIAL BENEFITS F,0202,639 5,851,715 10,979,786
GLOBAL SOCIAL COSTS 1,158,154 2,038,334 3,359,337
NET GLOEAL SOCIAL BENEFIT 2,044,485 3,813,381 7,620,450




YEAK 1994 1995 1996
SOCIAL RENEFITS
GENUINE EENEFITS:
1 YEAR ASSISTANCE 15,103,587 22,114,322 32,269,853
2 YEARS RASSISTANCE - 2,988, 039 I, 979,780 6,016,442
3 YEARS ASS1S5TANCE 872,893 904,635 1,390,241
NEW ENTERPRISES o o 0
SOCIAL COSTS
LLARDUR OFPORTUNITY CQST:
SUFFORTED ENTERFPRISES 3,656,411 5,404,931 7,942,925
NEW "ENTERPRISES o 0 ' o
PORTFOL IO LOSSES 119,211 165, 089 205,507
CAPITAL ALTERNATIVE COST 616,737 901,224 1,058, 143
AITEC CONSUL.TING COST O 0O o
DONATIONS AL TERNATIVE COST Q) 0 0
OFERATIONAL COSTS 630263 830,431 952,257
GLORAL. SOCIAL. BENEFITS 18,264,519 26,998,737 39,676,535
GLUOBAL SOCIAL COSTS 0,022,621 7,301,675 10,158,832
NET GLOBAL SOCIAL. BENEF11 15,241,898

—— ——

19,697,061

29,517,703
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1999

SOCIAL BENEFITS
GENUINE BENEFITS:

NEW ENTERFPRISES
SOCIAL CO8TS

NEW ENTERFRISES
FORTFOLIO LOSSES

AITEC CONSULTING COST

1997 1998
1 YEAR ASSISTANCE 44,237,686 58,100,532 74,072,491
2 YEARS ASSISTANCE B,430,592 11,266,055 14,571,104
3 YEARS ASSISTANCE 1,962,913 2,629,709 3,399,674
o [ [
LABOUR OFFPORTUNITY COUST:
SUFFORTED ENTERFRISES - 10,936,727 14,413,082 18,426,326
Q Q O
239,961 278,351 321,197
CAFITAL ALTERNATIVE COST 1,232,759 1,427,437 1,644,815
0 Q Q
DONATIONS ALTERNATIVE COST Q 0 Q

OFERATIOUNAL COSIS

1,129,773

1,282,103

1,450,739

GLOBAL SOCIAL BENEFITS
GL.OBAL SOCIAL COSTS

———— s St Uy Pt s e et i St S e g S B St s

54,631, 191
13,539,220

71,996, 296
17,400,974

— — - — — — — S $Pit S5t Sy (e S S S S S S W B S i W S

41,091,971

92,043,270
21,843,078

54, 595, 322

70,200, 192




YEAR 2000

2001 2002

SOCIAL BENEFITS
GENUINE BENEFITS:

1 YEAR ASSISTANCE 92,361, 148
2 YEARS ASSISTANCE 18,400,997
3 YEARS ASSISTANLE 4,284,502
NEW ENTERPRISES 0

113,214,058 134,338,415
22,818,349 27,376,978
5,293,682 6,318,990
7,290 73,644

SOCIAL COS1S
LAROUR OFPFORTUNITY COST:
SUFFORTED ENTERPRISES 23,031,418

28,292,352 33,639,139

NEW ENTERFRISES 0 1,543 15,583
FORTFOLIO LOSSES 369,077 390,306 3v8,112
CAFITAL. ALTERNATIVE COS1 1,887,805 1,925,561 1,964,073
AITEC CONSULTING COST ) 0 o
DONATIONS ALTERNATIVE COST 0 0 o
OPERATIONAL COSTS 1,639,809 1,700,432 1,760,501
GLORAL SOCIAL BENEFITS 115,046,647 141,333,379 168,108,027
GL.OBAL. SUPIAL Cosi1s 26,928,109 32,310,194 07 777,407

—— ——— ——— ———— — — s ey e St et e S .

NET bLDBQL SOCIAL BENEFI1 88,118,537

-_— —— i — —— — —— o o ——d——
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YEAR 2003 2004 2005
SOCIAL BENEFITS
GENUINE BENEFITS:
1 YEAR ASSISTANCE 155,552, 330 176,629,984 198,139,424
2 YEARS, ASSISTANCE 32,071,017 36,889,286 41,821,975
3 YEARS ASSISTANCE 7,356,543 8,402,182 9,451,543
NEW ENTERFRISES 345,962 1,030,776 2,807,352
SOCIAL COSTS
LAKOUR OPFORTUNITY COST:
SUPPORTED ENTERPRISES 39,033,410 44,466,938 49,930,476
NEW ENTERFRISES 73,205 218,112 509, 396
FURTFOLLIO LOSSES 406,074 414,196 422,480
CAFITAL ALTERNATIVE COST 2,003,354 2,043,421 2,084,289
AITEC CONSULTING COS 0 0 0
DONATIONS ALTERNATIVE COST 0 0 o
OFERATIONAL CUSTS 1,821,761 1,887,018 1,955,134

GL.OBAL. SOCTAL. BENEFITS
GLOBAL SOCIAL COSTS

195,325,832

43,337,805

LR, 152, 227

49,029,685

231,820,294

54,901,774




YEAR 2006 2007
SOCIAL BENEFITS
GENUINE BENEFITS:
1 YEAR ASS1STANCE 219,346,176 238,893, B0
2 YEARS ASSISTANCE 46,831,159 51,769,717
3 YEARS ASSISTANCE 10,491,459 11,459,262
NEW ENTERFRISES 4,886,870 9,027,757
SOCIAL COSTS
LAROUR OFFORTUNITY €OST:
SUPPORTED ENTERPRISES 55,386,879 60,482,564
NEW ENTERFRISES 1,034,062 1,910,273
FORTFOL10 LOSSES 430,929 439,548
CAPITAL ALTERNATIVE COST 2,125,975 2,168,495
AITEC CONSULTING COST o o
DONATIONS ALTERNATIVE COST 0 0
OFERATIUNAL COSTS 2,026,248 2,100,510
GLOBAL SOCIAL KENEFITS 281,555,664 311,150,541
GLUKAL SUCTAL CUSTS 61,004,084  £7,101,390

NET GLOBAL SOCIAL BENEFIT 220,551,571

24

4,049,151
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