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B. Recommendations

It is recommended that A.1.D, enter into a Project Agreement with the
Banco Central del Paraguay (Central Bank) for the development and implementation
of a credit guaranty project under the Productive Credit Guaranty Progream that
A.1.D. aupports under the provisions of Section 222A of the FAA of 1974 (See
Annex 1), The credit guaranty system will have a capacity to guaranty a total
portfolio of loans equal to $3,0 million equivalent; the assistance from A.I.D.
will consist of a guaranty and a provision for technical assistance and staff
training out of technical support funde as follows:

Guaranty $1, 500,000
Technical Support 50,000

It 1s also recommended that AID/W initiate as esrly as possible the
necessary action to obtain extension of the congressionsl suthority expiring on
Deceaber 31, 1977, to at least December 31, 1980,

C. Description of the Project

The project purpose is to develop a self-sustaining credit guaranty
mechanism vhich will use a guaranty fund to stimulate the credit operations of
private lenders to increase economic activity in potentially productive under-
privileged socio-economic sectors of Paraguay, By self-sustaining it 1s meant
that the credit guaranty system will be capable of generating enough income to
cover losses and administrative expenses within a reasonable time after {mple-
mentation (See financisl projections in Part III.B.). The projected output {s
therefore s commercially viable credit guarenty mechanism,

The proposed guaranty mechanism will fac{litate the operations of private
lenders with small farmers and small business operators, individually or {n
groups, who have insufficient collateral to obtain credit under normal circum-
stances, Hence, the goal to which the Project contributes is to increase op-
portunities for profitable and productive investment by incorporating into the
credit system the sbove mentioned small entrepreneurs who have not previously
been able to obtain such credit,

The principal inputs for the realization of the Froject will be made by
the Central Bank and A.I1.D. The Central Bank will provide office space and equip-
ment, professional staff, support services, budget support before the Project
becomes self-suataining, and a guaranty equal to 25 percent of each portfolio
gusrantied by the system, The Central Bank will also be the Project Manager and
Administrator of the Guaranty System,

A.1.D. will provide a guaranty of $1.5 million and, out of the technical
support budget for USAID/Parsguay, will provide $50,000 for a training seminsr
and a full-time technician to assist in system design, implemeatation, and
operations, AID/W will also provide technical assistsnce when deemed necessary
by USAID and/or the Central Bank,
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The Guaranty Pund will be located at the Central Bank, as the backbone

of the guarsnty system, With the inputs of A.I.D, and the Central Bank, the Fund
will be able to offer & guaranty of 75 percent of every eligible loan made by the

participating private lenders, A.I.D. and the Central Bank will cover the obli-
gations of the Pund {f its accumulated capital from revenues is not sufficient
to cover them, Under this arrangement, the Pund will serve as a cushion to
A.1.D. and the Central Bank. However, at the outset, before the Fund develops
its strength, the risk in each lender's portfolio of loans will be shared as
follows:

Percent of Risk

l, Lender 25
20 A.I.D. So
3. Central Bank 25
Total Risk Coverage 100

L]

Operationslly, the gusranty will apply automatically to those projects
found eligible and fcasible by the lenders and qualified participating techni-
cians, Upon spproval of this Project, the system design will be started and
initial {mplementation will be carried out; full operation will begin on or
about August 15, 1977,

D, Summery of Findings

The basic concept for s PCCP guaranty systen. has been found appropriate
for Paragusy. Conversations with Central Bank officers and potential particips-
ting lenders and analyscs of their institut{onal strcngths have i{ndicated that
there are adequate physical and intellectual infrastructure and sufficient
resources to achicve the project purpose snd contribute toward the project gosl
(Scc Annex I11), The proposed utilization of existing resources to design and
opcrate a system that will work within the banking system, enhancing without
disrupting normal! credit orcrations, constitutes a vital condition for the ac-
ceptance of the Project snd the prompt achicvement of self-sufficiency (See
Technical and Pinancial Analyses in Pert 111), Morecover, the probable socio-
ccononic impact of the Project is quite significant {f viewed in relstion to
projects that require foreign debt to stimulate credit intermally, This feature
and the principle of cost-cffectiveness ac all system leveis are perhaps the
principal rcasons for the support of the GOP, the Central Bank, and the private
sector in general (Sce Economic Analysis {n Part 11I), Lastly, the satisfaction
of the need for stimulation of credit for "'grass roots" development is quite
timely during the present economic situation and to support other GOP cfforts,

II1. Project Backpround and Detailed Description

A, Background

The {des of developing a credit guaranty mecchanisem dates back to 1972
vhon OPIC, then trying to implement the Community Credit Cuaranty Program (CCGP),

Z
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offered a guaranty of 25 percent to the private banks in the country. The CCGP
was not accepted becsuse the guaranty level was too small. Then, {n 1975, A.1.D.
offered to the Central Bank the Productive Credit Cuaranty Program (PCGP), the
concapt proposed for approval in this paper. The reaponse of the GOP and the
Contral Bank van favorable, and in March, 1976, AID/W sent two finance officora
{rom 1A/DR to asacna the conditionn favorable to the adaptation and {(mplementa-
tton of a PCGP ayatem fun the country, Their f{ndings were positive, the Contral
Bank ngreed to support the €rasibility atudies (Sec Annex 1V), and {n June, 1976,
USAID submitted a Project Review Paper (PRP) for the consideration of the Develop-
ment Assiatance Executive Committee (DAEC)., The PRP was approved by the DAEC on
June 17, 1976, and intensive review was immediately init{ated for the presenta-
tion of this Project Paper (PP) (See Annex IV). The development of the project
feaaibility study was relatively fast, and USAID expects equally prompt design
and implementation. The work was assisted by the staff of 1A/DR/DB, which had
also developed full concepts for special guaranty systems in the Dominican
Republic, Uruguay, and Colombia, had developed the basic PCGP concept,and had
assisted missions in its adaptation in Bolivias, Chile, Colombia, Honduras, and
Nicaragua. The proposed Project for Paraguay will be one of five under the
program in Latin America, all of which have the same purposes and objectives,

B. Description

The goal to which the Project contributes is to increase opportunities
for profitable and productive investment by incorporating into the i{nstitutional-
fzed credit system small cntrepreneurs who have not previously been able to
obtai{n such credit. Typically, the slternatives of such {ndividuals or groups
arce not to usec credit or to usc non-formai credit sources that, because of
onerous conditions, impede economi. gain and any capitalization for economic
growth,

The intention of the legislators, reflected in the guaranty suthority
(Annex 1), is to develop coemercially viable loan guaranty mechanisms. These
are expected to be {nstitutjonalized to provide continuously the necessary
{ncentive to private credit {nstituttons to fund subprojects proposed by socielly
and cconomically deprived individuals. These subprojects have not been "bankable"
because of a high degree of uncertainty about their pctential success. The pur-
pose of the Project is therefore to cdevelop a sclf-sustaining credit guaranty
system that will neutralize the real or imegined riisk in the subprojects proposed
by potentially productive individuals, normally outside of the bonafide credit
system, Economicelly, these mcn and women constitute an invaluable resource to
foster socioeconomi: development at ''grass rocts'' levels of society. These
people are small farmers, small busiress operators engaged in food production
and commercialization, and small businessmen in the production, manufacture, or
rervice industries, having a direcct {mpact on the quality of life and economic
opportunity in their communitiecs,

The output of the Prcject will be 8 tested guaranty system with & record
that could hopefully justify its strengthening as considered proper and neccssary
by the Government of Paraguay. In a futurc deve'opmental phase its operations
could be extended to the privately oriented publically owned financial institu-
tions that are not eligible to participate under the existing legislation,
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The inputs required of A.1.D. will be a guaranty of collection to the
participating private lenders through the Guaranty Fund at the Central Bank and
technical assistance support, The guaranty of A.I.D. will be 75 percent of
each lcan {n default for 150 days. Payments by A.1.D., will cease when the total
of all payments made, first by the Fund and then by A.1.D., reaches fifty percent
of the loans outstanding, made in each ycar of the Project, Since the Ruaranty
of the Fund is of 75 percent of the outstanding balance in each loan, aftecr A.I.D.
vcaches its limit the Central Bank will continue to make the payments until the
full 75 percent is covered, As stated above, the payments by A,I1.D. and the
Central Bank will only take place after the resources of the Pund are exhausted,
This feature will reduce the rrobability of these payments.

In other words, in matters of risk coverage, A.1.D. and the Central
Bank will be counter-guarantors of the obligations of the Fund. However, to
protect the {intercsts of A.I1.D, and the Central Bank, assure equity, and enhance
the liquidity of the Pund, the private lenders under their contract to participate
in the guaranty system will be required to make best efforts to collect loans
and to establish legal procecdings to recuperate delinquent guarantied loans
befere the guaranties are paid bythe Fund, After payment by the Fund, the lender
will continue to seck payment of the delinquent loan and, {n the event of recovery,
will pay back to the Fund 75 percent of the amount recovered, after deducting
recuperation expenses,

As to the technical assistance support, A.I.D. will pay for a four-week
training seminar that will take place in Asunci8n or other convenient city for
the professional staff assigned by the Central Bank to administer the guaranty
system, The training will cover the basic technical principles of guaranty
mechanisms and their design, organization, and operations, The output of the
training session will be the final draft of operations handbooks, ready for
final approval by the Central Bank and USAID. A.1.D. will also pay for che
scrvices of an expert {n banking and risk mangement to assist the Central Bank
for a perjod of 18 months {n the final design, implementation, and start of
operations of the guaranzy system, In addition, AID/W, through the staff of
LA/DR/DB, will be available to provide assistance {f and when deemed nece:sary
by USAID and/or the Cent:al Bank,

Lastly, {f after the :ystem is in operation the Central Bank/GOP
decidec to terminate the Project, the capital in the Guaranty Fund at the time
of the decision will be used to discharge all the outstanding obligations of the
Fund. The remaining balance, {f any, will be distributed among all those
borrowers who obtained guarantied loans and contributed to the capitalization
of the Fund through payment of fees.

Development of the Project will entajl the organization and adartation
of several existing inrzitutions into future componcnts or subsystems of the
fuaranty system. These institutions “ave been and will continue tc cperate as
independent entitic: in their respective functions. However, for the coordina-
tion of their activities und~: the PCGCP system, they will follow the specific
guidelines erteb!‘shed to facilitate the achievement of the Project’  opera-
tional objectives. The institutions =hat will form the system for the PCGP
in Paraguay and their functions are:
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1. The Contral Bank, an Adnin{strator, will devalop and fup:.1ient the
Ruavanty aystem with the tochnical as- (=tance of A 1,D,, will coordinate the
activition of the other threo subnyatoma, and will alufnisater the Cuaranty Funid,
Within {ts capacity, the Bank will alno provide liquidity for lending under the
PCCP through the repula rocedures of redfscount or through improved proceduren
ax neccssary to provide incentives for the desired credit expansicn, It {s
contemplated that 60% of the guarsrticd loans will be discountable at the Central
Bank, There arc assursnces from the Central Bank that there will be sufficient
resources within the banking system tc sustain the credit volume forecast in the
Financial Analysis section of this paper,

2. A.1.D. will provide the necessary guidance and technica! assistance
for the development, implementation, and operation of the cystem, and will
counter-guaranty 50 percent of the loans guarantied by the Fund, A.I1.D. payments
will takec place as explained earlier,

3. Participating Credit Institutions. There are in Paraguay 62 private
credit institutions operatinpg throughout the national territory. These consist
of 13 banks, B8 finance companies, and 41 cooperative credit unions. Thesec insti-
tutions, &8 eventual pari{cipating lenders under the system, will scrcen potential
barrowers and will grant ciedit for the fmplementation of eligible subprojects in
accordance with the recormendations of the participating technicians discussed
below, and in ac-ordence with the Project's policties and procedures as cstablished
by the Central Bank, Lenders, however, are not under obligation to grant credit,
which they may deny despite 8 positive recommendation (rom a participating
technician, A lending institution is eligible to participate {n the PCGP {f {t
{r a8 privately owned instituticon with a record of success acceptable to the
Central Bank, The {nstitution must request admittance to the system, agree to
opcrate in accordance with its policies and procedures, and have the financial
officer(s) attending PCGP business undergo the required training.

4, Plarticipating Technicians. Therc are available for the first ycar
of operations of the project 34 consuiting f{rms with over 150 technicians.
Thelr fields of expertise are in Engincering, Economics, Business Admini{stration,
Accounting, and Law, In addition to these sources of sssistance, many technicians
vorking with COI' agencies would be available to participate in the Project on a
part-time basis. This ‘8 possible becausc the GOP cncourages the availability
of {ts profestional employees for developmental activities, Working hours in
government offices are in the morning, leaving the afternoon free for “"part-
time" employment., The Municipal development ns<titute, for cxample, has
indicated that {t would be able to put togcther & team of some 30 technicians
that could alone gencrate sufficient projects to meet the credit forecast for
the first year, It is expected that the technical assistance system of {nde-
pendent consultants will grow as the Project proves to be a good source of
cxtra {ncome,

During the implemcntation phase all potential technicians will be
invited to sell their services on a full or part-time basis, Their activitics
will include the conceptual{zation of subprojects and the formulation of
financial proposals. The interested professionals and para-professionals will
be classified in accordance with their practical experience, Thosc qualif{ied
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and i{ntercsted {n participating will be trained i{n the use of the Project's
policy and procedural handbooks, which will be prepared to guide and maintain
minirum standards of quality in the work of the technicisns, The technicians'
recommendations will be baacd on the technicsl, economic, and financial via-
bility of the subproject, The cost of the technicisns' services will be
includod as part of each subproject cost,

C. Borrower, Subproject, snd Loan Eligibil{ity

Borrower eligibility has been established for individuals or groups who:

a) are capable of managing and devoting the necessary time to a sub-
project;

b) 1in the case of farmers, own and work less than 20 hectares of land,
and i{n the case of small industry, artisans, and comrercisl firmg, have leess
than 20 employees or less than $60,000 equivalent invested in fixed assets and
working capital;

¢) are willing and able to contract debt and have no prior record of
bankruptcy; and

d) are unable to obtain {nstitutional credit on reasonable terms,

Criteria (a) througli (d) arc mcant to focus the project assistance on
Individuals and groups who previously had becn largely excluded from inst{tu-
tional credit on reasonablc terms, frequently because of lack of sufficient
collateral, They, along with their employces, are believed to be largely
fncluded {n the poorest two-thirds of the population, They generally do not
understand how they can usce credit, and {f they do, they typically obtain {t
from money lenders who often also buy the comodities the borrowers produce at
prices the moncy lenders themsclves establish, Interest rates on loans from
private money lenders arc typically 5 percent a month., This group {s also
composed of pcople who have had little or no access to technical assistance and
are generally in need of it,

Subproject eligibility has been established in accordance with the
recent interpretation of the enabling legislation by GC/LA, This interpretation
enhances the potential impact of the Project through broad coverage and through
risk diversification,

Bligible subprojects will be:

e) those found technically, financially, and economically feasible by
participating technicisns;

£) in agriculture and agriculturc-related activities or in small
industry or services, {f the lattar will provide economic opportunity or {mprove
the quality of life {n the community; and
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8) located in rural aress or {n market towns,

Market towns ave defined an those commuinitioa other than the capital
clty where moat of the cconomic activity is related to agriculture, They ave
gencrally commercial eand {ndustrial centers where, through marketing and agro-
industrial activities, agricultural cormodities arc assembled and/or processcd
for transportation to the cepital city or for cxport, In Paragusy all munict-
palities outside Asuncibn and all non-incorporated population centcrs can be
classi(ied ss market towns, The PCCP will therefore not support any subprojects
in Asuncifn, but will permit subprojects i{n all the other communities in the
country,

Loans eligible for the guaranty of the Project will be those made:

h) not excceding $15,000 equivalent for subprojects owned by one
individusl person and not exceeding $40,000 equivalent for subprojects owned by
groups of individuals (though the expected averages will be considerably lower,
perhapa closer to $6,000 and $15,000 respectively);

{) for a one-time guaranty fee that shall not exceed five percent of
the subloang :

J) et terms no longer than seven years and st a legal interest rate;
k) to finance fixed and/or current asgsets; and

1) to refinance d.bt only in cases both justificd technically and
financially and {f that debt was previously under the guarsnty or was contracted
in harsh terms not considcred beneficial to the subproject,

The eligibility criteria conform with the return on {nvestment necessary
to securc an  income that will assure improveaent in the socioeconomic status of
subproject sponsor(:). Subprojects with net rcturns of 30 percent or more sre
quitc rossible in Paragusy. Such rcturns will be sttractive enough to motivate
the use of credit,

The five percent limit to the zuaranty commission is intendcd to
prevent an {no-dinatc burd:n on the subproject and to posec a challenge in the
administration of the Project, 1f the capitalization of the Pund can be carily
achicved with the {nitia® suaranty commission, the commission can be lowered to
favor ths borrower but without puttinz in jecpardy the financisl soun.!ncss and
cffectivencss of the puaranty system,

Changes and ¢:cptions to the abovc criteria wil! be made by the Central
Bank and A.1.D. as *he I''cject progresses to reflect better the intent of the
legislation, to assure the positive impact of the I'roject, or when the merits of
specific subprojects require such action.
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D, Administration

To achieve the purpose of the Project, the Central Bank will create an
administrative unit within {ts organizational structure, The unit will be staffed
with a project directeor, a financial administrative analyst with training in
finance and economics, and a secretary, The unit will function within the
soction in charge of the Special Dcvelopment Fund, created to implement A,1.D,
Loan 526-T-028., Tho work content of cach position will be defined bascd on the
rolicics snd procedures established to carry out the administration of the
Project, Thesc will encompass the following activities:

1. Research and Planning

8) Periodic anslyses to determine:

i) priorities for satisfaction of credit needs;

11)  availability of physical and human resources;

111) legal framework for utilization of resources;

iv)  applicability of current monetary policy and/or
need for modifications; and

v) savailability, or need for creation or modification of
systems to mobilize financial resources,

b) Periodic review of project objectives and achievements and
definition of measurable criteria for:

1) total volume of loans by lending institution;

11)  distribution of crecdit through rural and urban areas;

111) gcographic distribution of project coverage;

iv) number and capacity of participating lending i{nstitutions;

v) resource mob{lization goals through rediscounts and other
sources;

vi) levels of capitalization of the GCuaranty Fund;

vii) number and capacity of available sources of technical
assistance;

viii) operations plan for the guaranty system;

{x) operating budget for the guaranty system;

x) pricing policy and guaranty cormissions; and

x1i) technical assistance fees,

c) Studies of special systems features an? recommendations to
improve their effectiveness and effic‘ency with emphasis on:

1) policy;

i1) organizational structures;
111) methods and procedurcs; and
iv) combinations of the above,

2, Design and Implementation

8) Development and updating of:
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b)

1)
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comunications and information systems;
administrative and financial models; and

handbooks containing operating policy and procodures
approved by Central Bank and A.1.D,

Selection, incorporation, training, and coordinstion of;

1)
11)
111)

technical assistance entities;
finsncial {nstitutions; and
support subsystems within and without the Central Bank.

Operations and Control

a) Maintenance of the central register of:

b)

c)

1)
i1)
111)
iv)
v)
vi)
vii)
viii)
ix)

loans granted and borrowers;

technical asusistance operations;

arrearages, delinquency periods, and defaults;
doubtful recuperations;

audits; .
payments of guaranties and of technical assistance;
other borrowers' assets encumbered;

participating institutions; and

sccounting and sdministrative data,

Execution and prepsration of:

1)
11)
111)
iv)
v)
vi)
vii)

payments;
collections;

inspections;

audits;

corrective actions;

financial statemeats of the Fund; and
operations reports,

Monitoring of:

1)
11)
111)

iv)
v)

vi)

trends in approvals and disbursements;

utilization of the resources of guarantied loans;
actual performance of subprojects per their original
projections;

loan amortizations and delinquencies;

management of asgets received after payment of
guaranties; snd

lenders' operations and portfolio status reports,

Evaluation snd Information

a)

Statistical analyses of:

1)

credit volumes;
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11)  productivity of borrowers;
111) profitability of borrowers, lenders, technicians,
snd other participants in the system;
iv) benefits to the national govarnment;
v) borrowers' incomen; '
vi) living standards; and
vi{) any other i{dentifiable cffoct of the guaranty system,

b) BEditing and dissemination of {nformation through:

1) publication of specisl studies; and
11)  publication of the YEAR BOOK - PCGP

B, Operation of the System

The administrative unit will guide the system's operations through
established means of communications: operations handbooks, training sessions,
and field evaluations, The system's operations can be synthesized in three
major functions:

l. Credit and Technical Assistancec - The system will support credit
for productive activities in agriculture, agribusiness, and small industry and
commercial activities providing economic opportunity and needed services for
community devclopment, The thrust of the Project will be to stimulate productiv
activitics, Lenders and technicians will screen potcntial borrowers, Identifi-
cation of a potential borrower by & lender will result in a referral of the
applicant tc a participating independent technician paid by the Central Bank,
as cxplained below, The technician will study the technical and financial
merits of the project in accordance with eligibility criteria and wili recom-
mend for or against funding,

The technical and financial studies of a subproject will establish the
ninimum required capitalization, With a positive recommendation, the lender
v{ll be free to grant the credit under the guaranty, within the establ i{shed
portfolio limit of the lender, after verificatior of the eligibility of appli-
cant and project, It must be stresscd, however, that the lender is not
obligated to grant the crcdit even with a positive recommendation from a
participating technician, The loans made vill be eligible for rediscount at
the Central Bank at favorable loan percentages and interest rates, -

Borrowers will also be entitled to follow-up technical assistance
during the first year of a subproject, which may be charged to the loan. Such
follow-up technical assi~tance may be made 8 condition of the loan agrcement
when it {8 deemed necessary by technicians carrying out the preinvestment
analysis and/or by the commcicial bank extending the loan, After the first year
of operation, it {3 sssumed that a subproject will generate sufficient cach flow
to allow the firm to pay for {ts own technical agsistance,

Both preinvestment and follow up technical assistance vill be

financed by the lender within the loan in cascs of loan approval., in case the
loan is not approved after a preinvestment survey, the cost of making the survey

/G
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will be paid by the Central Zank out of a 10% differential betwecn the cost of
the services paid to the technicians making the survey and the price charged to
the subproject, The .:ud.rs' operations handbook will list all the available
technicians by specialization, iocation, and fees. This directory will be
expanded as the Prolect ‘levelops,

2, Guarantied Loan Amortizeation and Performance Information - The
granting of a guarantied loan by any participating lander will immediately b¢
reported to the Centrsl Bank, The bank will open a file on each loan and will
receive thereafter monthly informstion about delinguent payments only, 1In this
way the Bank will have current information about the total portfolio under the
guaranty snd about the magnitude of the balances in arrears, This will olso
facilitate the monitoring of the lender's operations, the determination of loan
cligibility for the guaranty, the nceds for subproject and/or portfolio audits,
and the lender's eligibiiity for psyment of sny guaranticd loan,

The main purpose of the information system is the proper functioning of
the poctfolio control mechanism, Inordinate increases of arrearages must be
promptly identified to slow or suspend the lending operations of those lenders
likely to show losses closc to the guaranty commission (to be initislly estabish-
ed at 5 percent). In addition to the lenders' reports, the Central Bank will also
reccive technicians' reports as they provide assistance to the subproject during
operations, A lender's deviation from the Project's procedural guidelines {n
granting any loan will render the guaranty {nvalid and the obligation of the
Fund temminated,

Under this function it has bcen established that the Central Bank shall
submit to USAID a quarterly report with information abcut the operstions of the
Pvofect, the financial situaticn of the Fund, totsl A.I.D. exposure under the
gusranty, and lenders', borrowers', and technicians' performances as rcflected
in the portfolio status at the end of the quarter.

J. Guaranty Payments and Other Paynents - The last {mportant function
of the system cntails the actual paymont of the obligations contracted by the
subsystems that constitute the loan guaranty <ystem, In order of importance,
the first obligation {s contracted by the Fund which agrees to pay 75 percent
of the outstanding balance of a loan 1nade by a participating lender in a2ccordonce
with the guidelines given to the lender by the Centra! Bank, Payment by the Fund
will take place after 150 days of delinquency, if the lender has initiated legal
action against the delinquent borrower, In the cvent that the Fund's resources
are not sufficient, A.I.Ds, however, will start its payments as explained ecarlier,
1f A.1.D, reaches the limit to its payments of 50 percent of a lender's portfolio,
the Central Bank will continue to pay until 75 percent {8 covered,

The guaranty commission will be paid once by the borrower to the lender,
who will transfer {t to the Central Bank, The commission will be 5 percent of
the credit and {s expected to be sufficient to cover losses and administrative
expenses (see financial projections {a Part TII below), Adequacy of the gusranty
comission will be related to the competence of the staff managing the guaranty
system, Specifically, they must accurately assess the risk of the lending opera-
tions, organize a reliable technical assistance subsystem, and monitor portfolio
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delinquency rates to take timely corrective action and to fnsure prudence by
the participating lenders,

Another payment {n the system is the onc made by the Pund to A.I.D.
To comply with Section 223 of the FAA, which establishcs that the guaranty
isnued by A,1.D. must gencrate some compensation, s one-time guaranty foe has
been unot at 0,25 perceat of the credit gusranticd by the Pund, payable quarterly
in local currency at the time of the quarterly report of the Central Bank to USAID

Lastly, the participating lenders who reccived guaranty payments from
the Fund will continue tc scek payment of the defaulted loans, and in the event
of recuperation, will pay back to the Pund 75 percent of the amount recovered
less the cost of recuperating,

All the activities under the above four functions will be monitored by
the Central Bank to assurc the effect{veness and relisbility of the system.
Mon{toring of the project by USAID will be carried out by the Capital Development
Office,

F. Project Issues

Project success depends upon threc crucfal clements: (1) effective
participation by lecnders, (2) adequate and cffective technical assistance, and
(3) ctfective participation by the Centrsl Bank, Though the analyses {n Part
1I1 below show that the Project is essentially feasible, each of the crucial
¢lemonts presents an unknown factor which may affect the Project,

le The most likely {nitisl participants as lenders will be the com-
mercial banks, becausc of their dominance of the financial community in Paraguay
and hecause of their alrcady established rediscount relationship with the Central
Bank. Private commercial banks will, of course, participate only {f they can
make s return approximately comparable to that of thieir other operations. USAID
believes that banks {n the past have not engaged in much lending to small farmers
and businessmen not only because of higher perceived risk but also because of the
perceived high costs of servicing such clients, The PCGP {s designed to elinminate
some of these costs by fncluding a technical acsistance el ment, Nonectheless,
banks will have to strcamline traditional loan apprcval and collection procedures
Lf the program {s to be profitable enough for them to participate, USAID has
talked with representatives of commercial banks and with the head of the Bankers
Association during the cevrlopment of the Project, They indicate that the Project
appcars fessible to them from a lender's prcfitablity point of view and that they
will do vhatever possible te streamline loan spproval procedures (by not requirv-
{ng rceview by a bank's board of directors or a top management loan comuitte2)
and loan collection precedures (by utilizing the statc-owned Naticnal Development
Bank, which hes branches i{n many small corrunities, 8s a celiection and trensfer
agent),  Positive responsc at this point does not, however, ascure participa-
tion, an¢ this will not be kaowm until the i'roject actually gets underuay,
USATD, therefore, does not con:{dar lender pacticipation as an {s«ue per se, but
as an wnkaown that cannot be cetermmined further at this point, but vhich +ijll
allcet th: o U vrentiy,

Jis
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2, The number of consulting firms in Paraguay and the GOP working
hours and policies regarding extra jobs indicate a sufficient number of potential
technicians in the country, The problem is that the vast mejority of them are
located in Asuncifn whereas none of the potentisl clients are, The prospect of
earning a fec should he adequate incentive for the technicians to R0 to rural
aroas and market towmns to develop mubprojects, Nonetheless, an srray of trans-
portation constraints {n the country may create disincentives which outweigh
the incentives, Potential technicians have indicated to USAID that there should
be no problems; but USAID fecels that this {s another unknown which will not be
toated until the Project gets underway,

3. USAID has considcrable confidence in the Central Bank as a vehicle
through which development programs can and should be channeled. The Central Bank
ia the primary {mplementing entity for the Rural Enterprises Loan (526-T-028),
and USAID will be presenting & PID for a FY 1979 loan which the Central Bank will
also administer, Thc potential problem is that the Central Bank lacks any
cxperience {n development projects and administration of a guaranty mechanism,
The Rural Enterprises Loan is its first cffort {n development projects. Also,
it is an entity atecped in tradition, with very centralized decisfon making
channels, Wi{ll the Central Bank be able to adninister the PCGP effectively
while aleo implementing the Rural Entcrprises Loan and its other programs?
Central Bank officials have been made avare of what will be {nvolved in adminis-
tering the PCGP and assu-c USAID that there will be no problem, Furthermore,
training will be given the Central Bank officials who will operate the Project,
USAID review of the cxcellent progress the Central Rank {s oaking in fulfilling
the conditions precedent for the Rural Enterprises Loan shows that it potentially
is capable of carrying out both projects sirultaneously and efficiently, But
whether {t will actually dc 30 18 an unknown,

USAID docs net believe that there are any serious {ssucs per se
in this Project, but presents the sbove to call attention to these threc
{indcterminable factora which may affect the Project during fmplementation,

111, DProject Analyses

A. Technical Analysis

The primary technical objective of the Project 1s to implement and
rofine the PCGP operating model, As stated, the model {s {ntended to neutralize
cconomically the risk inherent in the operations of the participating lencers,
The need for this system arises from the lenders' belief that the appropriate
intcrost rate for loans to individuals outside the credit system cannot be
ascertained because of the uncertainty associated with the risk, In other words,
the high degree of uncertainty transletes i{nto infinite risk. To illustrate,

Cost + Risk = Price

Where,

COST {s the opportunity cost, the administrative cost, and the price
the lender must pay for funds e{ther to the Central Bank or to his depositors,
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RISK is the probability of losing the loan, With the general
tendency of the commercial banker to cover 100 percent of the risk through
the requirement of collateral in operations with new borrowers, the lack of
sufficient mortgageable asscta on the part of the credit applicant makes the
operation impossible.

PRICE {n the interest rate plus comnjucions paid by the borrower,
The intcrest rate cannot exceed legal limits,

Thercfore, the role of the guaranty system {s to minimjzc the "infinite"
or {ndeterminate risk of the lender and provide, when necesasry, through exist-
ing concessional rediscount rates, the incentives to lend at {nstitutional
futerest rateas, This {r intended to allow the lender a net return equal to his
opportunity cost. As to the self-sufficiency of the Guaranty Fund, {t will
depend on the accuracy with which the potential risk s quantified adequately
to price the guaranty, and on the reliasbility of the technical asssistance sub-
system in the development and selection of profitable subprojects, For example,
asguning no overhead cost, the Fund will be self-sufficient {f the losses turn
out to be below the accumulated income from the five percent guaranty commnis-
sion planned., Examination of the past performances of the probable participa-
ting lenders indicates that they have sustsined losses below one percent of
their portfolios., Since the new lending will take place with different types
of borrowers and projects, a guaranty commission of five percent should safely
cover losses and administrative expenses,

While the risk of the lender {s thus ncutralized by the Pund, the
management of the guaranty system should find wvays to ncutralize the risk as-
sumcd by the Fund, This will be achieved through several measurcs designed
into the guaranty system, Onc i{s the requircment of preinvestment technical
asaistance. This will tend to homogenize the quality of the subprojects by
cstablishing their technical, economic, and financial fcasibility, ind opera-
tionally reduce the cligibility criteria to simple foresceable debt-gservice
indexes of, say, 4 to 1 (i.e., the net cash generating capacity, before
financial expenses, must be cqual to four times the amount required to service
the debt), Second, the preinvestment technical study of a subproject will focus
on its viability as an economic unit and will assess total vapital requirement:,
Thus a subproject will represent a fully conceptualized, self-help economic unit
for which a financial proposal is formulated, This will prevent the common
cursory analyscs of working capital nceds to "put out a fire" without full as-
sessment of total short and long-term capital requirements. Third, "follow-up"
technical assistance during the first year of a loan will assure that the
borrower makes effective usc of the credit, Fourth, because of the required
self-hclp type of economic unit, strong exphasis will be on determining the
individual borrower's motivatio:.. and potential as a productive new credit user
within the bonafide credit syster, Finally, the monitoring system will cont{-
nuous'y provide information on portiolio management, so as to be able to
identify unacceptable arrearages and stop lending operations before conditions
deteriorate,

The procedure described above will assist in the developoent of
reliable actuarial data to expand the guaranty system operations, This will

/Y
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require a high degree of competence of the administrative unit which must
maintain the balence of tho financial cquation cxplained in the next section.

In the long run, sclf-suffictency will hopefully reasult fn capitalira-
tion of tho Fund, With this and greater availabll{ty of actuarial Jdata, the
Hab{lity {ncurred by the Fund could be expanded prudently, For axample, with
the probability of 3 percent losscs cstablished at 80 percent, $4 nillion
cquivalent in Fund resources could safely guaranty a portfolio as high as
312 million equivalent, because the Fund's resource level will be over ten-times
the minimum amount required,

The competence and capacity to develop and operate the proposed
guaranty system alrcady cxists {n Paraguay. This is evident i{n the high quality
of the private banks of the system plus the government-owned National Development
Bank, Under the leadcership of the Central Bank, they have managed to maintain
the country practicslly free of domestically gencrated inflation in recent years,
The portfolio growth of the private banks shows a relatively low yearly rate of
17.8 percent, but this reflects efforts to control the money supply to maintain
it i{n harmony with the cconomy's ability te expand with minimal contribution to
inflation, The 13 private banks opcrate through 54 agencies, 26 in Asuncibn and
30 {n 13 other towns 1/ {n the country, In addition to the private banks, there
are 41 credit unfons registered with the Superintendency of Banks and eight
finance companies (financieras).

The Project requires the application of risk nanagement principles to
a loan guaranty system, This application {s new in Paraguay, but the technology
cxists within the banking system to carry it out, 1In terms of cost-c{fectiveness,
the guaranty system {s cxpected to develop into one of the best ways economically
to stimulate credit for productive activitiecs at the lowest socioeconomic levels,
A.1.D. will provide o guaranty of $1.5 million, which will not require foreign
debt, to support a peortfolio ¢f $3.0 million equivalent, The financial prolec-
tions show that A.1.D. may never have to pay any losses if the system management
achieves the planned operational objectives,

The technical support of $50,000, a further estimate of $20,000 for
AID/M monitoring, and the subsidy of the Central Bank expected to be no morc than
937,000 (to cover administrative expenses beforc the Fund breaks even) are
relatively small expend{turcs compared with other projects designed to achicve
comparable sublending at similar socioeconomic levels,

Finally, the interest of the Central Bank (Annex IV) and of the private
lenders, expressed individually and through their Bankers Association, indicates
that the Project {s desirable from the political standpoint, The Mission has
thus concluded that the Project has been conceived and planned well, and that
the socio-political cnvironment is favorable for proopt implementation (Annex III)

1/ BEncernscidn, Puerto Presidente Stroessner, Pilar, Luque, San Lorenzo,
San Ignacio, Hernandarias, Obligado, Hohenau, Pedro Juan Caballero,
Concepcibn, Coronel Oviedo, Villarrica,
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B, Financial Analysis

Intimately volated to the eventual financial success of the Project
{n the abllity and specd with vhich the project manaperiont, with adequata nupport
from tho Central Bank, gafns control of the variablas {n the following financial
oquation for the Guaranty Fund,

Losses + Administration + Capitalization = Commiseion x Possible
Lending x Absorptive Capacity

Where,
Losses = The aggregate of all the guaranty payments on
defaulted loans,
Administration = The cost of sslaries, overhesd, and support
services,
Capitalization = An operating surplus,

Commission © The fce paid by the borrower, established in
accordance with expected rates of default and
adminintrative costs,

Possible Lending The total lending volume pemmitzed by the
available liquidity and {nstalled capacity

of the lenders,

Absorptive Capacity = A restrictive factor determined by the relstive
aveilability of acceptable projects generated
by participating technicians,

For an cstimate of the possible cffect of the guavanty system and {ts
probable financisl success, a forecast {s possible using available {nformation
on the private lendery' rortfolio growth over the past several years, Table I
shows that the private banks' portfo!.c of short, mcdium, and long-t:mm credit
grev from $54.5 million equivalent in !97¢ to $145.9 ntllion equivalent in 1976,
The yearly average compound rate of growth {s 17,8 percent, This tvend {s
extrapolated to show that the portf.'io of those lenders may grow from $§171,6
mill{on in 1977 to over $280,0 million equivalent by 138G, (This analysia is
extrenely conservetive, Until less than a year ago privatc banks vere, u;th
rare cxceptions, only able tc malke loans for up to onc year, Secondly, the
tradicional activities for vhich banks have mal: loans - nost notably cattle -
have been depressed {n the past several years, Recently, economic prospects
for Paraguay appear cxccllent, and it is expected that the private banks -
particularly now that they can freely loan for periods over one year - will
oxpand their portfolios at a rate faster than in the past,)

O,
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TADLE )

PRIVATE BANKS' PORTFOLIO GROWTY FROM 1970 TO 1976, PORECAST
TO 1980, AND EXPECTED STIMULATION BY PCGP

(In ¥illions of Dollars 1/)

PCGP PCGP
Year Portfolio New Credit Stimulation 2/ Portfolio 3/
197¢ 54,5 -
1971 61.6 7.1
1972 67,2 5.6
1973 86.1 18.9
1974 102,3 16,2
1975 130.4 28,1
1976 145.9 15.5
(Growth
17.8%)
1977 171.6 25.7 o2 2
1978 202,1 30,5 .6 .8
1979 238.1 36.0 1.1 1.7
1980 280.4 62.3 1.7 2,8
134,5 3.6

S8OURCE: Statistics wecre provided by Central Bank,

1/ U.s.$ 1,00 = ga, 126
2/ 1/2 Percent in 1977 to 2 Percent i{n 1980
3/ Average term, 24 months,

The stimulative cffect on total credit of the availability of loan
guarantics through the ICCP can be estimated using as a base the expected new
yearly credit granted without the system by the private lenders. The ralative
magnitude of the cffcct will depend on the agressiveness and imagination shown
by the Central Bank staff{ in organizing the required groun of technicisns for
subproject generation and in implementing realistic operating plans, Based on
USAID's assessment of initial availability cf technicians, liquidity of the
hanking system, and installed capacity of the banks, stimulations of from 1/2
percent in 1977 to 2 percent in 1980 can be expected above the basic trend
(see Table I), the cquivalent of $200,000 in 1977 to $1.7 million in 1980,

Based on a survey discussed in detail below, USAID cstimates that the
aversge loan to individuals under the Project will be sbout $6,0C0 and the
average to groups (cooperatives, small corporations, and community groups) about
315,000, for a combined average of about $8,00C cquivalent, Therefore, the PCGP
will be generating from 25 subprojects per year in 1977 to an estimated 212 sub-
projects in 1980, This 1s a quite sustainable assumption if we look at the
current availability of technicians, their expected growth in the country, and

:)f/
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their motivation to incresse their income and status through participation in
the PCGP. Assuming that the average loan will be for 24 months, the total port-
folio guaranticd by the Fund will be over $2.8 million equivalent by 1980 - a
mere 1.0 percent of the expected portfolio of the private banks not under the
guaranty of the Fund,

The above asnalysis is reinforced Ly the results of s survey made by
(SATD to attempt to got an indication of demand for cvedit. 151 small busincan-
persons were interviewed {n ten market towns, The towns were chosen due to sc-
cengibility and the fact that USAID kuew that small businessec existed there,
but within cach town the Interviewees were chosen at random from all seall
induatries existing {n the town, The survaey represented L8 different types of
small industr{ ., ranging {rom handicrafzs to small manufacturing plants, Of
the 151 owners intervicwved, %1 liad some access to credit (both formal and non-
formal), 10 werc not interected in credit, onc did not respond, and 99 (66%) had
no access to credit at all but wanted it, A series of in-depth questions to
determine the amount of credit needed by the latter group cantablished an average
of 57,264, 1In other words, looking only at part of the universe of potentially
cligible borrowers (farmers were not included), going to only ten towns out of
L68, and surveying only a fraction of the smali {ndustries within thosc towns,
USAID with ninimal expense and within two weeks {dentified some $720,000 of
potential cligible subprojects (plus more 1f those having access only to non-
formal credit sources arce included), 1If anything, this i{ndicates the above
analy:uis {s overly conscrvative and that the PCGP should rcach its $3 millfon
portfolio limit considcrably carlter than 1980,

Assuming only the censervative projection of portfolio grovth canown {n
Table I {8 achicved, and assuming thot administrative expenr.cs and losses arve
held constant, the capitalization of the Fund will prugress as shown in Table 11,
It can be scen here that although the guaranty coimission may be sdequate at §
percent, there {s the danger of a "run" of clains that will exhaust the Fund's
resources faster than they are being gencrated, Therefore, to enhance the
probability of adequate liquidity at any onc time, the borrower wil! continue to
pledge the asscts of each subproject as security, even though the loan may also
be secured under the PCGP, Moreover, to prevent lengthy legal proceedings and
assure prompt recoverics of the amounts disbursed by the Fund, the borrower will
waive the right to protest any legal action by the lender {n the event of dofault
and will renouce the vwnership of thosc asscts in favor of the lender, until the
loan {s fully amortized,

It cannot be sufficiently cnphasized that the cstimates in Table I
and the financial projections {n Table II, bascd on those estimates and sonme
stated assumptions, constitute only a forecast and cannot alone be interpreted
an achicvable operating plans, Nevertheless, in vicw of the economic resources
and instftutional dynanmism {dentified, the assumptions for the forcrast sre
quitc conservative, and the parameters of possible success presented in the
forecast should be accepted by the projcct management as desirable minimal
operating objectives that should be achfeved, {f not surpaggsed, through well
thought out operating plans,
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It has hoen nhovm that tho Fund could break even before the thivd
year of oporat{fone and that tha accumilatod nurplunes will grow from $11,000
to $I8,000 cquivalent by thoe fourth year of wpervationn, The Jostrable
rol{ability of the adwinintrative ayxtem should rosult {n ach{avement of
these objectives and {n the development of the nceded actuarial baoc to
leverage the Fund beyond the 1 to 1 ratio of l1iabilities/capital, 1f this
18 achieved, A,.1.D. may not have to incresse or prolong {ts support beyond
1980 1/, and the Central Bank slone could sustain the program,

1/ Assuming Congress extends the authority beyond December 31, 1977,
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TABLE 11

PRODUCTIVE CREDIT GUARANTY FUND
BSTIMATE OF INCOME, RXPENSES, AND PINANCIAL STRENGTH 1/

1977 - 1980

(In Thousands of Dollars)

1977 1978 1979 1980
1. Credit 2/ 200 600 LJ0Y 1,700
A. INCOME

2, Cuaranty Comnission (.05 x # 1) 10 30 55 85
3. Sale and Rediscount Commission (.005 x #1) 1 3 6 9
4, Intereat (10%) k) 4 7
5. Recuperatfons (.25 x t12 - 1 Yr,) - - 2 6
6. Tecchnical Assistance (.05 x 1) 10 30 55 85
7. Guaranty Pasymentr A.1,D., x Central Bank - - - -
8. Subsidy by Central Bank 32 5 - -
TOTAL 54 71 122 192

B. EXPENSES
9. Salaries and Fringes 29 29 29 29
10, Technical Asaistsnce (.9 x #6) 9 27 50 7?7
11, lLost " " (.1 x 66) 1 3 S 8
12, Paymcnts of Guarantics(.04 x #1 - 1 Yr.) - 8 24 44
13, Administrative Expensecs 3 3 k) 3
14, Cuaranty fce to A.1.D. (.0025 x #1) 1 1 3 4
TOTAL 43 71 114 165
A - B TO THE FUND 11 0 8 27
15, Fund 11 11 19 46
16. A.1.D. exposure 100 400 850 1,400
17. Central Bank Exposure 50 200 921 7CC
16, Portfolio 200 800 1,700 2,8C0

1/ Sec explanation of Accounts beginning next page,
2/ From Table I,

¢
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EXPLANATION OF ITEMS ON TABLE B-2

l,

2,

Credit - Based on credit projections in Table B-1

Guaranty Comniszion - A commission of five percent is considered adequate,
With the contrcl mechanism cffectively stabilizing the losses at four
percent, the Fund could support a total portfolio several times its size,

Salc and Rediscount Commission - A commission of one half percent {s

estimated to cover the administretive cost of rediscounting the paper
geucrated by the program, As with the guaranty commission, it will be
refined as the Project develops,

Intevests - llalf of the ycar's income from commissions and the accu.ulated
profita will yfeld 10 peveent per year, {f fuveated {n prime paper like
certificates of Jwposit,

Recuperations - Une-fourih of the guaranty paymcnts made the jrevious year

vill be recupcrated by the Fund,

Technical As:jstance - Up to five percent of the credit granted by the
participating lenders wil) go for payment of technical aseistance., The
Central Bank w11l receive these payments and will pay the technicions as
cxplained i{n numbers 10 and 11 below,

Guaranty Payments by A.I1.D. - The paynents made by A.I.D.,, under {ts
obligation to pay 75 percent of each loan, in the event the Pund's resources
arc exhausted,

Subsidy by Central Bank - Beforc the Fund becomes self-sustaining, the Bank

will pay for the salavics and fringe benefits of the personnel assigned to
administer the Project as follows:

Monthly salarics and fringe::

Project Manager $ 1,200
Senior Analyst 900
Sccretary 300

Sub Total $ 2,400

Overhead and <upport:

It {s estimated that the Centra) Bank
vill spend 1C percent of salaries and
fringes to implement, promote, and

operate the systenm 240
Total Monthly Expenscs 2,640

= ————— 1

Yearly Expenscs $ 31,680
p—— —— . - _§

3/
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e Salavlies and Fijupe Henotite - Mo yaarly expouditure and fundu 1eaerived
an computed andev No, 8, above,

i0. Technical Assi{stance - Payments to prartic{pating technicf{ans for the
claboration of feaatbility studics and financlal proposals, in accordance
with the achedule negotiated with the Central Bank before the technician's
incorporation in the guaranty system, plus payments to technicians for
follow up assistance during the first ycar of projects, It is estimated
that 90 percent of the revenues under No. 6 that are paid for preinvestment
studies will result {n subproject funding.

11, lost Technical Assistance - Payment to the participating technicians for
project studiecs that resulted i{n negative recommendations for funding, 1t
is estimated at 10 percent of the revenues under No, 6, above,

12, Poyments of Cuarantics - It {s estimated that cach year the Fund will have
to pay guaranties of the order of four percent of the credit guarantics the
ycar before,

13. Administrative Evpenses - This ig the payment for the overhead and support
services of the Central Bank in its administrative and promoting activities,

14, Guaranty Fee to A.1.D. - In accordance with the policy established by A,1.D.
to comply with Section 223 of the FAA, the Central Bank will pay to A,.I.D.
quarterly in Paraguayan currency an amount equal to 0,25 percent of the
total credit grantecd each year under the guaranty.

15, Fund - The accumulated yearly opcrating surplus,

16. A.I.D., Exposure - Fifty percent of the outstanding credit, The Fund will be
able to support the burden of guaranty claims with expected income, but the
support of A.I.D. will continue to be necessary.

17, Contral Bank Exposure - Twuenty-five percent of the portfolio, As with the
A.1.D. guaranty, the Bank's support will be necessary for the foreseeable
future,

18, Portfolio - Total portfolio under the PCGP.

C. Social Analyusis

The PCGP wi!l provide a partial solution to the obvious problem {n
Paroguay of lack of adequate credit for production at the '"grass roots" level,
This problem acts as a constraint to income of the poor majority as well as to
the Paraguayan economy, vhich {s dominated by small producers in both the
agricultural and {ndustrial sectors, The limited assistance provided {s
designed to work withi{n the existing conservative monetary policies of the GOP,
to make maximum use of existing resources, and to work within the sociocultural
environment,
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Potential participants (the "target group”) fall into two categories:
small farmers owming and working less than 2C hectares of land, and persons
asnociated with small {ndustries having less than 20 employces or less than
960,000 ecquivalent fnvested {n fixcid asscts and vorking capital, Loans under
the Project may be to {ndividuals, to groups, or cven to entirc communities of
the above targeot perticipante. A profile of the small farmer can best be obtained
from USAID's Agricultugal Subsector Assessment, lie typically has only about six
hectaren under cultivation, limited by the labor in his houschold, Part of his
cultivations are auba{gtence crop: and part srec casi crops. The remainder of
Wiz lend {8 uned for srazing, or for wed, fruft trees, or nut trees, and the
products from these activities are generally sold, Technology (s typically
digging ntick or exca-goue:, with an advanced minority uring horsecs, Since
penerally he {s part of the caszh vconomy, the farmer tyrically ha: a demand for
credit and obtains <ome from wealthicr individuals in the community who penerally
nerve as purchascrs of his crops and/or suppliers of his {nputs, The success of
government aponsored credit programs (National Jdevelopment Bank and the Agricul-
tural Credit Institution) and private credit programs (such as CREDICOOP) shows
that there is s demand from this group for institutionalized credit, No ncgative
cultural cffects scem to occur from access to formal credit, as might in some
socfetios when, for exarmple, tradit{onal money lenders cut off sources of inputs;
on the contrary, CREDICOOP's analyses show the farmer better off in all ways with
inftitutionslized credit,

There are numerous types of smal! industry in rural and market town
Paraguay. The survey mentioned in Part II1.B. questioned 18 different categories
(handmade clothing, leather goads, shoemaking, carpentry, sawmilling, mctal working,
focd processing, cotton processing, baking, tiles, upholstery, hat:, clothing
using machines, jewclery, musical {nstruments:, pottery, soaps, and candy), The
{ndustries surveyed averaped 7.6 cmployees and/or workers, {ncluding the owner(s)
anl working members of thefre fam{lics, The average industry had £13,2C0 {nveated
in a physfcal structure (current valuej, $3,7C0 {n machinery, $3,60C ‘1 vehicles,
and §2,900 {n werking copital, for a total of $23,4C0. Thosc without access to
credit but desirous for it werc asked what they fclt the principal obstacle or
obstacles were to their not obtaining it, 138 responses vere given, broken down
as follows;

41 - No source for longer term credit has been available
33 - Lack of adcquate collateral

26 - Ignorancc/fear about usc of credit

15 - Interest rates on avatlable credit too high

13 - Process for obtaining loans too complicated/slow

6 - Loans being given too small

4 - Don't believe would qualify for bank credit

The PCCP is exrected to have substantlal benefit to the target group,
As discussed further {n Part ITI.D. below, some 1,000 new jobs are cxpected to
be created, and substantinl new revenues to the borrowers will be generated,
This will create direct benefits to at least 2,50C persons, and to at least
12,500 {f their familice are fncluded., 1Ir addition, a spread effect is expected
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to vccur, An the Project proves successful, additional lenders sve expected
to enter the market, providing credit to yet othor smoll farmers, induntries,
and community groups,

For certain historical, cultural, and cconomic rcasons, women make
up well over 50% of the population of market towns; and a number of types of
small {ndustry traditionally are owned by women and/or employ mainly women,
Alzo there {s a substantial but unknotm number of women who head ferm families,
The Project will encourage lending to the {ndustrics ovmed by women and will
“v5{st that the lenders not discriminste against any borrower due to sex,

Women will also be abic to participate on an equal hasis with men in the
mansgement of the Project and as technicians.

Finally, benetits will accrue to the technicians under the Project,
It il cenable them to incrcase their incomes, obtain addi{tional experience,
and broaden their perspective~, Unlike in some countrics, there are no urban/
rural bacriers that miphc hilnder interaction hetueen che borrowers and the
technicians/leaders, Over 90% of the urban ropulation speaks and {: villing
to sprak Guarany, an'! .he origins of a good proportivn of the urban population,
fncluding the professicnal claxse:, are from the market towns and rucral areas
of Paracuay,

D, Econonic Analvsis

The country's liationa! Plan fov Economic and Sccial Deve.opment,
1977-1981, visualizes that industry will play a ne and dynamic ro.e in the
development process gn: “ha the sountyy {: entering a new transitional phase
te a higher stoge of industrializaticn. The Pjan piejects a 9,7% annual incrcasc
fn fndustry's conrrvilvtion to real CDY curing the period compared e an average
annunl projected increasce of real GOl of 7,62, This compares with annual
increase: during the peried 1070-197% of S.3% for fndustry and 6,1% for CLP,
Already {n 1976 resl industrin’ groweh is c-timated to have amounted to 14,1%
compared to 7,17 for real CDF, The exias: fon §s being and will continue to b.
straneiy suppovted by the expansfon of cxport- (izcluding sales to the Tealph
power complex), by a <trong foreign exchange pesition, by <table prices, and by
the rapad groweth of dome.tie savings, Vhat is needed to a:sure reaiization of
thi= grouth projecticn {s an adecuate cupply response to the expansion of ag-
cregate demand, 1t {s here that financial and tecinical assistance is sorely
needed for smsll i{ndustries and artesans (those containing less than 20 employees)
and small farmers (those with less than 20 hectares of land) who comprise two-
thirds or more of the active labor force {n these sectors, The Plan makes
explicit that it does not contemplate the installation of large new {ndustries
characterized by complex technology during the period.

Paraguay has no program and never has had a significant program
providing financial and te:hnical ass{stance to small scale firms and artesans,
USAID cfforts to provide technical assistance to small farmers i3 in the process
of formulation, Consequently, the {ntroduction of a Productive Credit Guarantce
Program {n 1977 {s not only timely as a means of supporting the Government's
industrial development strategy, but {s also an effective means of at least
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partially ({114ng a a{gni({cant gap 10 tho country's past developmmont oftorts,
In Jdofng wo thove can be Little doubt that the poor majority of the active
labor force will benefft wignificantly, 1/

If current social and political conditions remain favorsble and the
management of the Project achieves promptly the necessary competence, the
probability of achieving the results envisioned in the forecasts presented {n
previous sections {s high, resulting in a number of economic benefits, Suf-
ficient resources have been identified to assure the success of the Project,
These resources are represented in the physicai capacity of the private banks
throughout the country, the bsnking system liquidity to fund subprojects under
the guaranty, technical pergonnel to generate subprciccts for funding and to
help {nitiate them, and potentially productive small borrowers who could
profitably use credit to improve their socioeconomic conditions.

It {s felt that the Project will not be successfui {f tangible
benefits are not made possible to all the above participants, Most important,
{f through the concerted efforts of bankers, technicisns, and the Central Bank,
the financial bencfits to the Fund arc not sufficient to cover costs, the Project
will not meet the rtatutory requirement of sclf-sufficiency, Therefore, the key
to the auccess of the Project will be the competence of the human resources
dedicated to menage the guaranty system at the Central Bank and to provide
technical assistsnce to borrowers, Through the technical assistance provided .
by A.1.D., the administrative unit {s expected to develop promptly the capability
to make possible the expected economic benefits,

These benefits can be measured in terms of revenues to the Fund (vhich
will strengthen the guaranty system), employment through the subprojects funded,
interest income to thc lenders, opersting revernues to the subproject sponsors
and to the participating technicians, and new tax revenues to local and national
govermments, These benefits will have a direct impact on the quality of life at
the community level and will add dynamism to the process of integrating into the
cconomy previously neglected productive sectors that represent a majority of the
active labor force (largely the poor majority) in agriculture, i{ndustry, and
commerce, Thus, the Project clearly qualifies under the criteria of A.I1.D.'s
Congreasional Mandate,

Based on the forecast of operating results, the guaranty system {3
expected to stimulate new lending of some $3.6 million equivalent from 1977 to
1980, Without going beyond the direct beneficiaries of the Project, the
participating lenders will gross $220,000 equivalent taking into consideration
an sverage spread of 6 percent between their cost of money and their fnterest
rate, and estimating an average term of two years, The spread will result from

1/ Agustin Oscar Flecha estimates that in 1973 42.5% of the population were
poor with an average income per person of $258 and 29,5% were very poor
with an average income of $49, "Distribucibn de Ingreso y Subdesarrollo,"
1.D.I.A. Asuncibn, 1975 pp.30, 63.
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8 rediscount interest rate of 5 percent of 60 percent of the loan and .3 percent
interest to the borrower, The maximum cost of the bank's own resources, the 40
percent not rediacountable, 1s 10 percont if obtained through certificatus of
deponit, Thia can bo lowerod by deposits {n curront account whero the bank does
not pay any intereat, Theso carninga will bo posaible without an incrcase of
tho lendors' installed capacity, which will also have a direct impact on thoir
profitability,

The above new lending for subprojects under the PCGP will generate
directly some 1,800 new jobs and will generate gross profits to the borrowers
of $1,1 million equivalent per year by the fourth year, estimating $2,000
equivalent to create a new job and an average of 30 percent return on inveatment,
From the standpoint of the borrower, the PCGP will give him the opportunity to
use institutional credit for the first time., This will be csjoyed by new bor-
rovers who never used credit and by those who have been using credir obtained at
usurious intercst rates from money lenders outside of the bonafide -redi: syastem,
While the benefits to the former will solely be {n terms of the profitability of
the subprojects, the latter will also benefit from greater availability of credit
for fixed and cuirent asscts and from the savings possible as they move from the
money lender to the banking system., With some 450 productive economic units
being created or expanded, there will therefore be a series of future indirect
benefits to the macroeconomy which together with direct benefits will contribute to
raioing municipal and national tax revenues,

Onc ~f the important indirect benefits is the encouragement of savings
through bank deposits of small farmers and businessmen who have not previously
had bank accounts but will be cncouraged to do so after receiving a loan for the
first time from a commercial bank, During discussions with USAID, cocmercial
bankers were quick to recognize this as an important potential benefit to them,
while the Central Bank officfais considered this to be significant from the
viewpoint of encouraging domestic savings. Another important indirect benecfit
will be to increase the number of able entrepreneurs and managers as small scale
firms gradually grow into medium scale enterprises with the acsistance of PCGP,
The direct increase in real income resulting from the program may also be
expected to have a multiplicative cffect on aggregate {ncome that {s 2 to 3
times the {nitisl {increase, 1/

One other economic benefit is that after the self-sustaining capability
of the guaranty system is cstablished, it can be vicwed as a generator of excel-
lent {nvestment opportunities for those individuals seeking alternatives to the
savings account. It is a known fact that the .imi{ted success of the concepts of
underwriting stock {ssucs and investment banking in countries where these concepts
arc least known is caused by the re'luctance of investors to acquire paper when
the profit {s 3uaranticd only by the often dubfous potential success of the
management of the cnterprise funded, Therefore, for those secking safe and
profitable investment opportunities, PCGP paper will be attractive because {t
vill be 75 percent guarantiecd by the Fund and 25 percent by the seller, An

1/ Por calculation of the multiplier, see Agustin Oscar Plecha. Op, cit,, p.68,

LAY
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cxample of the need for this type of investment alternative can be seen in the
unexpected success of the Savings and Loan System created for housing, which has
captured savings many times beyond the most optimistic cstimates,

Laatly, development of the anticipated number of rubprojects will
result {n approximately $180,00G in vroveaucs to the technicians providing pre-
inveatment and follow-on technical assistance, It {s diffticult to quantify
all the cconomic benefits from the Project, such as {ndirect employment created,
new taxes to the local and national govermment ({rom credit uaers, lenders, and
technicians), and strengthening of the commnities of the Leneficiaries, However,
given rhe modest magnitude of the inputs from A.1.D. and the Central Bank, the
Troject app:ars highly desirable froe an economic viewpoint,

1V, 1mplementstion Arrangements

The implementation arrangements have been made in accordance with the
existing strength and capabilities of the proposed subsystems, The incorporation
of ecligible lenders and technicians {s expected to be lengthy but relatively
casy. The most difficult task, becausc of the thoroughness required, will
likely be the training of the admintstrative staff and organization of the
adwministrative unit at the Central Bank,

A, Administrative Arrangements

l, Conduit - The Central Bank as Administrator of the guaranty system
will be the administrator of the A.1.). guarsnty that shall flow through the
Cuaranty Fund to the participating .cnders, The technical strength of the Bsnk
and its suthority in meonctary matters make it the most feasible institution in
the country to implement and operate the Project, The administrative unit will
be ataffed, {n accordance with the perceived nceds of the Project, by two full-
time professionals and a secretary, As discussed carlicr, they will reccive
from A.1.D, the necessovy training and assistance to carry out effectively the
development, implementstion, and operation of the guaranty system, Development
of operating handbooks wili be an cssential part of the training,

2. Lenders - All cligible lenders will be invited to participate,
Those interested will receive training on how to operate in accordance with
Project policies and procedures, and portfolio quotas will be assigned in
accordance with their relative strength before they are authorized to start
lending operations under the system,

3, Tcchnicians - All qualified technicians available in Paraguay
will be invited to participate, Fees will be negotiated with those interested
on the basis of reasonable rates plus direct and {ndirect expenses, Training
sessions will also be held to familiarize them with the contents of the
operating handbooks before they are authorized to start operations under the
system,

4, A.1.D, - USAID will have the capscity to monitor the Project
sfter participating in the ecarly design and implementation of the guaranty
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aystem, The officer assigned to maintain contact with the Central Bank will
receive a thorough briefing on project objectives, operating policies and
procedures, and desirable results,

B, lmplementation Ti{matable

The following calendar of events applics to the {mplementation of the
project, It has been established by USAID with the cooperation of the Central
Bank.

Date

1. Approval by DAEC Feb, 25
2, Guaranty Authorization Mar, 11
3., Negotiation of Project Agreement Apr, 15
4, Signature of Project Agreement Apr, 30
S. Technical Adviaor on board May 15
6, Training of Central Bank staff and completion of

Operating Handbooks June 30
7. System promotion with lenders and technicians July 15
8, Analysis and classification of lenders July 20
9. Analysis and classification of technicians July 20
10, Training of lcnders and techniclans August 10
11, Start of opecrations Auguat 15

C. LHEvaluation Plan

The flow of information from the Central Dank to USAID will perwit a
quarterly review of the Project's operatinons, The review will cover statistics
on borrowers, subprojects, geographic coverage, economic activities supported,
technicsl assistance services, credit volumes, losn amounts, lenders' activities,
portfolio status, dclinquencies, financial condition of the Pund, and other
information., This information will not cnly factlitate A.1.D.'s monitoring of
operations but will permit a quarterly assessment of progress toward achieving
the purpose and contributing toward the goal of thc Project, A formal evalua-
tion of progress toward these objectives will be held annually, as a result of
which the Cantral Bank will publigh an annual PCGP report,

AN
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Section 222A - Agricultural and Productive Credit and Self-Help
Community Development Programs

(a) It is the sense of the cengress that in order to stimulate the par-
ticlpation of the private sector in the economic development of less-
developed countries in atin America, the authority conrferred by this
section should be used to estnblish: pilot programs in :ot more than five
latin Americanr cow:trics o encourage private banks, credit institutions,
slmilar private lending organizations, cooperatives, and private nonprofit
developent orpaniraticns to make ioans on reasonable terms to orpani :ed
group: and dndividuals residing in o community ror the purpose of crabling
ouch groups and individuals to carry oul agricultural credit wid self-help
community developmenl projects for which they are usable to ottaln finan-
clul nzaistance on rensonable terms,  Apricuitural credit and nssistance for
self-holp commuity development pro, cots showld inciude, btut not be limited
to, material and suci: projects as wells, puwps, farm machirery, improved
secd, fertiliser, pesticides, vocaticnal training, food industry development,
nutrition projects, improved Lreedirg stock for farm animals, sanitation
facilities, andé locms and other handicraft aids,

(L) To carry out tie purvoses of Sutscetion {a), the agercy prirmarily
responsible for administering ¥art I is euthorized to issue guaranties, on
Such terms and conditicns us it shal: determine, to private lending institu-
ticns, cooperatives, and private nouprofit development organizations in not
morce than five latin American ccuntrics assuring against loss of not to
exceed D0 percent of the perifolio of such loans made bty ary lender to
orgmaired groups cr indiviluals residing in a community to cnable such groups
or Individugis carry out agricultural credit and self-help cammunity devel-
opmenl projiccts for which they arc wnubvle to obtain financial assistance on
reasonable terms., In no event shall ti:e liadility of the United States
exceed 1y percent ol any one loan.

(¢)  The totad face woount of guarantles issued wsder this section outstandiny
at any one time shall not exceed $19,000,C03. lict more than ten percent of
suck sum shall be prcvided for any one institution, cooperative, or organization.

(d) The Inter-American Foundaticn shall be consulted in developing criteria
for making loans eligible for guararty coverage in Latin America under this
section.

(e) Mot to exceed 3,000,000 of the guiaranty reserve cstablished under
Section 223(b) shall te avaiieble to mare such payment as may be necessary
to discharge liabilitics under guaranties issued under this section or any
guaranties previously issued under Secticn 2L of this Act.

(f) PFunds held by the Overseas irivate Investment Corporation ;ursuant to

Section 256 may be available for meeting necessary administratire and operating
expenses for carrying out the provisions of *his section through .June 30, 1976.

/.
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(g) The Overseas Private Investment corporation shall, upon enactment of
this subsection, transfer to the agency primarily responsible for admin-
istering Part I all obligations, assets and related rights and responsibil-
ities arising out of, or related to, %he predecessor progran provided for
in Section 2U0 of this Act.

(h) The authority of this section shall continue until December 31, 1977.

(1) Notwithstanding the limitations in Subsection (c) of this section,
foreign currencies owned by the United States and determined by the Secre-
tary of the Treasury to be excess to the needs of the United States ray be
utilized to carry out the purposes of this section, including the discharge
of liabilities under this subsection. The authority conferred by this sub-
section shall be in addition to authority conferred by any other provision
of' law to implement guaranty programs utilizing excess local currency.

(i) The President shall, on or before January 15, 1976, make a detailed
rcport to the Congress on the results of the program established under this
section, together with such recomrendations as he may deem appropriate.

section 223 - General Provisions

(a) A fee shall te charged for each guaranty issued under Section 221, 222,
or 222A in an amount to be determined by the President. In the event the
fee to be charged for such type guaranty is reduced, fees to be paid under
existing contracts for the same type of guaranty may be similarly reduced.

Z7
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GUARANTY AUTHORIZATION

Provided From: FAA Section 222A

Paraguay: Productive Credit Cuaranty Program

Pursuant to thc authority vested in me as Deputy U.S. Coordinator,

Allinnce for l'rogress, by the Foreign Assistance Act of 1961, as amended
("the Act™). and the delegntions of authority issued therew:der, I hereby
authorize the {szsuance ol a guarnantec to eligible private lenders in the
Republic of I'araguny (“eligible lenders™) purcuant to Section 22h of the
Act In o turtherance of the Allinnce Tor Progress for an aggregatc amount
not to exceed one million five hundred thousand United States dollers

G 900 000) (Meanranty™ ). The Ranco Jentral Jel Daraguay (UAdministrator')
shall establish a Sreductive Credit Naranty Mwd (PMusd”) pursuant to the
roluctive Jredit Juaranty pProgrum (UIUGP") for the purpose of repaying
clicible loans ("loans™) made by any cligible lender on which a default has
occurrcd. The guaranty shall be subject to the following terms and conditions:

I. leriod of Eligibility

‘The guaranty provided herein shall be applicable to loans made by any
cligible lender subsequent to the date on which the Agency for International
Development ("A.I.D.") rotifies the Administrator that all applicable con-
ditions precedent have Leen satisfied with respect to the FMund ("Commencement
datc"), but shnll not be applicable to loans maie after December 31, 1977.

IT. Amount of Guaranty

Upon a showing by the Adrdnistrator that the resources of the Fund have
been totnlly depleted, ALLD, shall pry to ecach eligible lender pursunnt to

the (maranty. anoamownt cqual te seventy-Tive percent 759%) of the ontstanding
principal balance of ecach loan on which a defnudt has occurred; previded,
however, that in o event shall A L0, pay Lo any cligivle lender an amount

which represents more than £ifty percent (507, of the outstanding dbalance of
principal of loans made by ¢the lernders in any discrete calender ycar; provided
further, that the aggregate ~.I1.2. liability under this guarenty shall in no
event exceed one million five hundred thousard United States dollars ($1,500,00C).

III. Commission and Fees

Each borrower shall pay tc the cligitle lender & guaranty commission in
an amount that shall not exceed five rpercent (5%) of the amount of each loan
made by such cligidle lender under the IC3P (“guaranty commission”), which
guaranty ccrmission shall be paid irmediately into the Pund by such eligible
lender. The Administrator shall pay <o A.I.D. in Paraguayan currency on a
quarterly btesis a guuranty fee in an wmount equal to .25 percent (1/L%) of
the arount of each loan guarantead during such period !“"guaranty fee").
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Iv. Conditions Precedent

A. l'rlor to the issuance of the first guaranty under the IVGP., the
Aiminiztrator shall submit to A.I.D. in form and substance satisfactory
Lo ALLLD.:

(1) a time-phased implementation plan for the PCGP;

(2) a roster of the Administrator's personnel responsible for
the implementation of the PCGP;

(3) a standard guaranty agreement form to be executed by and
between the Adaministrator and cach eligible lender;

(4) an agreement tetween the Administrator and the entities
which shall provide technical assistance pursuant to the PCGP;

(5) a sample of the PUGP operating handbooks which shall be
distributed to each eligible lender and to each eligible
participating technician; and

(6) evidenee that programs for training personnel of the Admin-
istrator arnd of cligibic lenders, and for training eligible
technicians have been established,

. lrior to the commencarent date for each eligible lender. the
Administrator shall submit to A.I.D., in form and substance satisfactory
to A.I.D.:

(1) a copy of the guranty agreerent between the Administrator
and such eligible lender; and

(2) evidence that such eligible lender has completed the required
training pursuant to the PCGP.

V. Covenants

The Administrator shall covenant and agree to:

A. pay to the eligible lender an amount equal to seventy-five percent
(75%) of the outstanding principal balance of each defaulted loan less the
aggregate amounts paid to such eligible lender by the Fund or by A.I.D.
pursuant to the guaranty;

B. pay the administrative expenses of the guaranty system until
such time as A.I.D. may determine that PCGP is self-sufficient;

C. negotiate agreements with the lenders for the purpose of re-
discounting loans made by such lenders under the PCGP; and

N\
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D. obtain A.I.D. approval prior to effecting any change in plans,

procedures, policies, and handbooks previously approved by the Administrator
and A.I.D,

VvI. Other Conditions

his guaranty shall Ve subject to such other terms and conditions as
A.1.D. and the Administrator deem advisable.



ANNEX III

CERTLMICATION PURSUANL TV SECTION 611 (e) OF MIE
FOREIGN ASSISTANCE ACT

I, Abe M. I'cnia, the principal officer of the Agency for
International Development ir laraguay, having taken into
account among other factors the maintenance and utilization
of projects in Paraguay previously financed or assisted by
the Urited States, do hereby certify that in my judgment
Paraguay has the technical capability and physical and
human resources to develcp and maintain the administrative
system required to utilize tne proposed $1,500,000-Qf loan
guaranty authority under the Productive Credit GuAran
Program, Section 222A, FAA of 197k.

\ - S A—

Ave M\\lena
USAID Mission Director

February 1L, 1977
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Abe M, Peils

Director de la

HISION ECOMOMICA DE LOS EE.UU,
D& AMERICA EN EL PARAGUAY

a/c. Babajads Americana
Cluded

De nuestra consideracién,

Teoemos @l agrado de dirigimoe a Ud., pars referimos a
loe adelantos que, coojuntenente esa Miaibn de USAID y el Banco Cen
tral del Paragusy, vienen realizando deade el mea do marzo del aito
pasado, en relacibn a la ejecucibn del Programs de Caran:f{as de Pro
duccibn, pars el financiaziento de pequcias actividades producti-
vVas, cuyos eapresarios, no tienen acceso nomal a los criéditos en
los bancoa del pafs, por rarén de carencia de parant§a.

Congidera=os que, una mayor activacién de lon sequeiios o=
presarios por medio de ayudas crediticias en base a proycctos basa
doa en criterios cefinicos, y debida=ente canalizadas hacis las ac
tividades agrficols, artcsanal e industrial pueden irfluir favorable
®ente en el desarrolln econdaico y social del pafs.

Por otro lado, la bSanca privada, al reducir su- cxigen-
a8 do carantfs al prestatario, por estar asepurads por AID y el
nco Central del Paraguay, inicisra su participacidn efcctiva en
J programas de desarrollo del pafs, con la concesién de créditos de

jo costo y a aediano rlazo y con la consiguiente venta a para la
anca privada de poder atraer nucvos clientes en el futu:o.

Por la presente solicitazos s eca “isién la formulacidn
final del proyecto, para luero pasar a las etapas de {mnlantaciédn
y ejecucibn del Programa de Carantf{as de Crédito do Produccidn,que
esa Misidn ofrecicra al Janco Central cel Parsguav. Fnterdemos que
durante la nepociacidn del respectivo Convenio, se delincarfn los
téminos de participacién del Banco Central; asiris=o, nquc durante
su implantacién ae definiran las caracteriaticas operativas del ais
tems.

Deseacos adelantar que, de aer favorsble la deteraminacisn
de USAID sobre el presente progrens, el Banco Central eatd diapues
to a spoysr adniniatrativarente el funcionamiento del sistema,nien
tras alcance el punto de equilibrio.

Asimiseo, el Banco podrd asuair una obligscibn contingen
te igusl al 25% de la carters garantizads por el Fondo,pars cubrir
les obligaciones energentes del mismo, en ¢l caso de que el Pondo
carezca aGn de ljuidez y AlD haya cyud.dof cubrir el 50X de las -
obligaciones del Fondo.

1.2
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Por otro lado, el Banco Central del Paraguay estarfa dis
puesto, en base a una tasa del 5% anual y una eventual comisién de
garant{a, a cubrir con 1{neas de redescuento hasta el 60X de cada -
crédito para estimular 1la participacién de la banca privada, cuando
ella sea necesaria.

También, el Banco Central estd dispuesto a establecer la
unidad administrativa del Programa, dentro de su propia estructura
organica.

Para la ejecucion del Programa esperamos contar con la -
coordinacidn y cooperacibén de otros organismos nacionales vinculados
con los respectivos sectores promovidos.

Finalmente, estamos en la conviccidn de que, con la apli
cacién de un sistema de créditos garantizado, canalizado hacia los
pequenios empresarios dedicados a actividades economicas mencionadas,
que habitualmente son cubiertas con créditos costosos y a corto pla
zo, lograremos acompanar el esfuerzo del Gobierno en alentar parale
lamente scctores insuficientemente asistidos por la banca privada -
del pafs.

Con tal motivo, hacemos propicia la ocasidon para saludar
le con nuestra consideracidén mas dj ada.

Wy X
AUGUSTO COWMAN VILJAMAYOR il (3¢
ente VOGS
]
"\

' ' : .'L—-

AR ROMEO ACOSTA //
Presidente

(.
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Asuredbn, I7 dec merzo de 1976

Seilon

Oliver L. Sause

Cinecton

ISTON EQUNCMICA DE LOS EE,UU.EN EL PARAGUAY
a/c Erbajada Arericara

Cludad

D¢ 1uestra consideracitn,

Tenores el ogrado de diniaimics a Ud. cen ¢f ob 2jete
de regerinics al Prcoscra de Carantlas de Crédites de Facdue
cibn que eda “U3ifn a su disno cargo carecdlé &l Cebdlerne Trre
guyo ror conducke de esie Bance,v @ £o3 CCilvehIRELOres que 4¢

bre ef particulen se han LLevado a cabe a nivel tlordice.

Teacmrod exreser en painedpie ef irtensds cue tlene
el Bautco Central rel Taiaguay eir esiudizy con Los Lloaices de
{a Msdbn Eecndrden Lo viah (ididad de dic'ic Treerera en L Para
auay, coi mres a su LrafardGedlin, ura vez Crlirddles Loy Afwud
nos de nues e Cantiedracderes v Lad cosaelord Z¢ees ael 348
{ora cpewrtive. Fara o citade esfudio cota Institucdb desqn
we el TR, OJULIC SAUALRTA @ Lod electes ce coesdin alene 2o
bajo.
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PROJECT CHECKLIST
for
PRODUCTIVE CREDIT GUARANTY PROJECT
1. keetlon SUUA): WILL the Project encourage private banks, credit

Inatitutions, similar private lending organizations, cooperatives or
private nonprorit development organizations to make loans for agricultural
credit und gelf-help cammunity development projects?

Yes. The Project is specifically designed to achieve this objective.
Gce statements of goal and purpose for the Project.

2. dection 200A(a): Will the Project loans be made on reasonable terms
to organized grcups or individuals residing in a community to enable them
to carry out agricultural credit and self-help cammunity development
projects for which they are unable to obtain financial assistance on
reasonable terms?

Yes. Project loans will be made only to such individualg and
groups, and only for their agricultural and s21f-help comrunity
development projects for which they are unable to obtain credit
O reasonable terms. Lloan terms will be those prevailing in the
Ulnancial market for ajl traditional credit customers of the par-
Licipating finmcial institutions. plus a chnrge for the loan
vunranty.

3. vectlon SolA(B): Will the agricultural credit and self-help cummunity
development projects inelude Such projects as wells, pumps. farm machinery,
improved seed, Yertilizer, pesticides, vocational training, food indusiry
development, nutrition projects, improved breeding stock for farm animals,
sanitation facilities and looms and other handicraft aids?

Yes. All such projects will he cligible for credit under this
progran.

h, Section 222A(c): Will the total face amount of guarenties, including
the one for this Project, exceed $15,000, 0007

lo. If this Projcct is approved at the level of guaranty

requested ($1.5 million), a total face azount of $13.5 million

in guarantics will have veen approved. (The others are Honduras -
3.0 million, Colombia - 6.0 million, and Nicaragua - $3.0 million.)

5. Sectiorn 202A(b): Will the total number of latin American countries
rcceiving guaranties under Section 2224, including the one for thig
project, exceed five?

llo. With approval of this Project, four countries will have
received this guaranty program.

LU
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tection 222A(b): Will the guaranty assure against the loss of more

tha 50 percent ot the portfolio of eligible loans made by my lender:

v,
5

9.

Koo The guaranly ngreement shall so state.

section DRCA(L): Wil the liability of the United States exceed
percent of any one loan®

No. The guaranty agreement shall so state.

Section 227A(c): Will more than §1,500,000 in face amount of guaranties
provided for any one institution, cooperative or organization?

No. The total amount requested is only $1,500,000.

Section 222A(d): lias the Inter-American Foundation been consulted in

developing criteria for making loans eligible for guaranty coverage?

l().

Yes. The official guidelines for borrower and project eligibil-
ity established by AID/W for Secction P22A prograxs were developed
in consultntion with the Inter-American Foundation. Those guide-
lines will be incorporated into the official operating manual for
this program.

vection DMCA(L): Do the participating institutions understand that

A.L.D. cannot issuc any guaranties after Decermber 31, 1977

1—10

Mscussions on this topic hLave been carried on with the Paraguayan
Central Bank, the co-guaranter and in-country administrator for
the Project. After the guaranty agreement is signed, eligible
participating institutions will be incorporated into the program
and informed of this fact as welli as &ll other operating
regulations.

vection 223(a): will a fee be charged for each guaranty issued under

Section 222A in an amount to be determined by the President?

12.

Yes. A guaranty fee of 0.C025 (one-fourth of one percent) for
each loan has been estabiished by AIDM for all programs approved
under Section 222A. This fee will be paid to A.I.D. for the
guaranty.

Section 2235(h): Will appropriate steps be taken to assure that no

payment will be made under the guaranty for any loss arising out of
fraud or misrepresentation for which the party seeking payment is
responsible?

Yes. The guaranty agreement will so state.

Y-,



ARNEX VI
PROJECT DESIGN SUMMARY
LOGICAL FRAMEWORK

10 1000301t '

cxtcr.d'cd)
L FY197TT (1980 sr/
Tetel U $ Funding uaranty of

Life of Project:
Fiom FY 1977

Preject Title & Nuader. _ TRODUCTIVE CREDIT GUARANTY 5’501320?__5&)—9_1116

NARRATIVE SUMMARY

Oete Prepoved: _Fotronry

OBJECTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMP TIONS

Progrem or Secrer Gonl: The brooder obiective to
which this project contnintos: (A1)

increase opportunities for profitadble
and productive irnvest=ent by incor-
poreticg into the institutionalized
crcdit systea szall entrepreneurs
vho have not previcusly been abdle

to obtain such credit.

Mosswres of Goal Achievement: (A.D)

1977 1978 1979 1960
Creddt
Approved ($000) 200 60O 1,000 1,700

(]
ntroduced
credit

stea 2 75 125

(88,000 av. proJj. size)

213

(A.3)

CGP Annual Report, based on Central
Bark records. A system will de
catablished in which the Central
Bank will receive information on
every loan =ade.

Avsumprions for achisving goel tergets: (A.4)

Effective de=and for credit among
target group can te generated using
this Irolect’'s unique method of
providing asd controlling technicsl
assistance lor sudproject irnvest=ent
analysies and i=ple=cntation.

Project Purpese: (B-1)

Develop a self-sustalning credit
guaranty sechanien that will
ocutralize the recal or icegined risk
ia tke sudprojects proposed by
potentially productive individuals
outside of the donafide credit
system.

Conditians thet will mdicere porpese hes beon

ochioved: End-of.Project sretvs. (B.2)

1. Ket capital in Mund froa guar-
anty fees exceeds claixzs on
Fund fr~a defeaults and opcrating
expenses.

2. GOP adopts sysiem and continmues
it beyood life of Project.

8-3)
Ceatral Bank records.

Avsemprions b achioving purpese: (8-4)

Loan default reates will not
excoed expected levels of 4 percent
of partfolio.

Preject Outpurs: (C-1)

A visdle, ld!-wm Credit
Cuaranty Pund.

Mognitude of Outputs: (C.2)
1977 1978 1979 19680
Net Capitald-
zation of
Pund
( $000) n 1 19

cy

Central Bank records.

Assumptions for ocheaving eutpwts: (C.4)

There vill be adequate support
for Project from Central Bank
and private lenders.

Project lngwts: (D-1)
1. A.I1.D.

8. Agﬁnﬂyotnottocmnd
.5 =illiom.
b. Technical support of $50,000.

2. Central Bank
s. A guaranty of not to exceed
$750, 000,
. $37,000 dbudget support for
Guaranty Pund.

Ay

—_
) 2.

_

laplementetion Terger (Type end Quennty) (D-2)

1. A.I.D. technical support will
fund a U-wveek training progrem
for Central Bank staff plus an
sdvisor to Central Bank for
18 moaths.

2. Central Bank support vill pay
for staff and other expenscs of
Pund for first year until {t is
self-gsupparting.

(o]

A.I.D. records.

Central Bank recards.

Assvaptions lor praviding ingwts: (D),

Section 222A suthority is extended
by U.S. Congress.
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ENVIRONMENTAL ASSESSMENT

Projlect Location:
MNroject Title:
Funding:

Lif'e of Project:

I'repared by:

hate:

¥nvironmental Action Recommended:

Concurrence;

Datc:

Asgistant Administrator's
Decisian:

e M, Pe
/Dii)rector R\

Paraguay
Productive Credit Guaranty Program

- $1.5 million guaranty

Guaranties muy be issued under current
authority until December 31, 1977.
Guarantics will cover loans of varying
terms; issued guaranties will run for
the life of each loan.

Michael Il. iirsh, Assistant Capital

Development Officer Af kel # W'

February 2q, 1977

terminat jon

Negapive De

e

Nl

February 11, 1977

Approved

Disapproved

Date:

Signature
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INIULAL ENVIROEKMENTAL =NAMLIRAT 10N

1. Fxyndnation ot Nature, tcope wnd Magnitude ol Environmental Lmpacts

A. Description of Project

The proposed Project will enable loans to be made to small borrowers (indivi-
duals and groups) without access to traditional sources of credit because
they lack sufficient collateral for agricultural credit and self-help com-
muiity developaent projects. Examples of activities to be financed include
wells, pumps, farm machinery, improved seed, fertilizer, pesticides, food
Indusiry development, improved breeding stock for farr anirals, sanitation
Unellities, looms. other hwndicrars alds, and machinery fer small industries
in vural areas and small towns, leans will te made by eligible private
Flivwicial intermediarics with a cuaranly of collection of 7: percent of each
lonn offered to ecack lender as an irncentive to participate in the progran.

I, ldertification and rvaluation cf Environmental Impacts

The propoced roject will establish a guaranty tund which will issue guaranties
Lo enconrage private banks and olhier private lending organirations to make
Torns Uor agricultwral credit and scl’-help comnunity development projects.

The loans will Le made on reasonable terms to organized groups or individuals
residing in a community Lo enatle then to carry out those projects for which
they wre unable to obiain other Tinancial assistance on reasorable terms,
~liritle loans made are expected to Le rediscounted up to 60 percent through
the Uentral iank, In these and other respects, the proposed Project can be
considered an intermedinte credit institution activity,

It is possible to identify the gencral nature of the loans which will be made
wader the Iroject. Investments in artisan activities will include small-scalc
itting, hat making, and metal cralts. It is cxpected that no significent
cravironmental impact will derive from these activities. Srmall rural enterprises
will primarily irclude commercial ard service activities. The ernvironmental
Lmpact of these activities are expecied also to be negligitle. Agridbusiness
nctivities are expected to include smell-scale industries established for the
ussembly, processirg, marketing, and distribution of small farmer-produced
agricultural products, or for the production and distrivutiorn of factor inputs.
bome of the small industries cestatlished in this category rmay have minor
environmental Lmplications, but they are likely to Le regligible. Firally,
perhaps a majority of the projects will te small-scale agricultural credit
activities inv-'ving more intensive cuativation of existing lards, expansion
of land areas being cultivated, or the w:dertaking of new agricultural or
livestock activities, all on a srall scale by farmers working less than 20
hectares of land. The envirormental effects are also expected Lo be negli-
gible. The above activities fall in%o the genecral class of activities which

U(,
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will not normally require the filing of an Environmental Iwpact statement
or the preparation of mn “nvironmental Assessment, according to dection
SLOL(E) off Appendin 0 of Handbook 3, entltled, Environmental !'Yocedures,
slnee aoinrnety prolect is not for the purpose of carryjng out a specific-
ally Jdentiftable subprofect,

n addition, the cuzsentinlly intermediate-credit-institution nature of
the IProject would appear to qualify {t to the third category for which a
Negative Declaration is recommended ty the IEE Guidelines. In this
repurd, the proposed activities represent a programmatic approach which
includes a variety of activities, and which have been, and will continue
to be, applied by the sgency on a national basis in Latin American

countries under the experimental prcgram of small loan guaranties authorized
by Section 222A of the FAA of 147k,

[1. gdecommendation for eEnvirornmental Action

N Regatlve Determination is recomnended.
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IMPACT IDENTIPICATION AND EVALUATION PORM

Inpact Areas and Sub-sreas 1/

A, LAND USE

Impact
Identi{fication
and
Bvaluation 2/

Changing the character of the land throughs

8. Incressing the population =-eecccaceceocccacanan

b. Extracting natural resources c-eccecccrcccnconcs

Co Land clearing ~-ccca-. cccccean ceccceccncncccnnan L
do Changing soil character -eeeeeceececevoccacnao.. N
2. Altering natural defenses =--ccceeeeccoeoooo. ccenees L
3. Foreclosing important uBes =-e-ee-eccmeececcooomoon. N
4, Jeopardizing man or his works ----- ceeeccccncecannan N

5, Other factors

B, WATER QUALITY

l. Physical state of water ---ceecaeco-. cemecccececncnne N
2, Chemical and biological states ----ca-- crecons cevman N
3. Bcological balance =--eee- Seeeccccsccncennacecnn cemwa N

4, Other factors

1/ See Explanatory Notes for this form,

2/ Use the following symbols: N -

ST X

No envirommental impact

Little environmental impact
Moderate environmental impact
High enviromental impact

Unknown erv’:oiaental impact

11X
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IMPACT IDENTIFICATION AND EVALUATION FORM Fese 2
C. ATMOSPHERIC
l. Afir additives -~------ cececcecacea ccecccccacea concea N
2, Alr pollutfon ------ R cececceccccoccnccccne. - N
3. Noine pollution eecececemccccccacaaaaa. ccescccccncnne N
4, Other factors
N
D. NATURAL RESOURCES
l. Diversion, altered use of water --ecececcccnacaccacan N
2, 1Irreversible, inefficient commitments =---evcecece- .- N
3, Other factors
N
E. CULTURAL
l, Altering physical symbols e--ccccacccccaamunacaaas .- N
2, Dflution of cultural traditions ----- e - N
3. Other factors
- N
F. SOCIOECONOMIC
1. Changes in economic/employment patterns =----ee-c- .- M
2, Changes in population ---ceececccrccceccccnccannan - N
3. Changes in cultural pstterns e---c----- cecececnes —- L
4, Other factors
Changes {n traditional agriculture
Cultivation practices L

(e



ANNEX V)1

INPACT 1DENTIFICATION AND EVALUATION FORY Fage 6
C. HEALTH
l. Changing & natural environment =--eeeececceeecoooe o N
2. Eliminating an ecosystem element =--eeeeececcccaeoo.. N
3. Othor factors
1
H. GENERAL
l. Intermational {mpacty <-cecaceccacoa.. cecececccaan .- N
2. Controversisl {mpacts ---eeccecccoeeececeo. ommmeenee N
3. Larger prcgrem {mpACtS =--e-ccecaccamcaao. ceccccnaas N
4. Other factors
N
1. OTIER POSSIBLE IMPACTS (not listed above)
_ N

Sco attached Discussion of Impacts,

/



