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MEMORANDUM FOR THE DEVELOPMENT LOAN COMMITTEE 

SUBJECT: Colombia - Small and Medium Industry Development
 

Attached for your review are recommendations for authorization of
 
a loan to the Government of Colombia in an amount not to exceed
 
$5,000,000 to assist in financing the United States dollar and
 
local currency costs of the Borrower's prograr to stimulate employment
 
expansion and technological transfer in small and medium sized
 
industrial enterpris-es by providing funds for credit activities
 
of the Popular Finance Corporation ("CFP") and by providing funds 
to be administered by the CFP for technical assistance.
 

The DLSC reviewed and approved a proposal for a loan to Colombia
 
for Small and Medium Industry Development on June 27, 1974. The
 
original proposal provided for a $5.5 million loan, with a GOC
 
contribution of $6.1 million, to support two institutions that
 
would be assisting Colombia's small and medium entrepreneurs. Due
 
to shortage of available funds, the Agency could not authorize
 
the loan during FY 74 and the loan proposal, therefore, was carried
 
forward into FY 75.
 

In the interim, however, and in preparation for a new government
 
which recently took office in Colombia, the Colombia Mission
 
undertook a review of the activities within the Colombian economy
 
which AID had been supporting. It determined that, given changing
 
AID priorities and emerging GOC strategies, one of the two proposed
 
implementing agencies under the loan, the Industrial Finance Fund
 
(FFI), should be limited to a supporting role utilizing past AID
 
assistance available from rollovers. The Mission's judgment was that
 
FFI's target clientele, which included a number cf niedium-sized
 
industrialists, would largely be able to obtain additional rescirces
 
from other 3ources. This decision, which did not change the original
 
purpose or thrust of the approved loan, was confirmed in sonsultations
 
with both the new Colombian Government (installed in August) and
 
AID/W. The loan proposal has subsequently been modi fi ed to expand 
AID support for the more innovative of the GOC institutions, the 
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Popular Finance Corporation (CFP), while dropping the FFI
 
credit element. 
This revised DLC paper reflects these changes.
 

As noted above, the loan objectives, the project beneficiaries
 
(to a large extent), and the estimated project benefits 
 are
 
essentially unchanged. 
The amount of the original proposal

was $5.5 million with a G0C contribution of $6.1 million; the
 
revised proposal is for $5.0 million with a GOC contribution of
$5.8 million. The purpose of the lon 
remains the same: 
 to generate

employment, both primary and secondary, by making funds available
 
to overcome the critical constraints which plague labor intensive
 
small and medium industries in Colombia.
 

The revised loan will support the same CFP credit programs and
tra4nfers of technology,appropriate to the small entrepreneur as the

original proposal, except on an expanded basis. 
 The credit element

will assist a very innovative aspect of CFP's activities, the Special

Credit program, which provides "confidence," community and professional


credit.s to small entrepreneurs. The technology transfer element will
support the CFP's technical assistance programs to 
small entrepreneurs

for production, quality control and information dissemination needs.
 
A Mission analysis of the credit needs of CFP shows
 
that the increased support be availableto made Lhrough the

loan is fully justified 
and is in keeping with the economic priorilloen
of the new government. Since the continued momentum theor progrrf
depends on authorization of the loan, and since the new GOC has expressed

interest in proceeding with the program, we believe that the already

approved loan should now be authorized without delay.
 

No meeting is scheduled for this loan proposal. However, please

advise us of your concurrence or objections as 
early as possible,

but in no event later than close of business on Friday, December 6,

1974. 
 If you are a voting member, a poll sheet has been enclosed
 
for your response.
 

Development Loan Committee
 
Office of Development
 
Program Review
 

Attachments: 
Summary and Recommendations 
Project Analysis 
ANNEXIES I - V 
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SUMMARY AND RECOMMENDATIONS 

A. Borrower and Implementing Entities 

The Borrower will be the Government of the Republic of Colombia 

(GOC), represented by the Ministry of Finance. The implementing agency 

will be the Popular Finance Corporation (CFP), which will be a signatory 

to the Loan. For purposes of coordination, the Director of the National 

Planning Department (DNP) will also be a signatory of the Loan Agreement. 

The CFP may contract with other public and private entities to carry out 
portions of the loan activities. 

B. The Loan
 

1. Amount: Not to exceed $5. 0 million 

2. Terms: Interest in dollars at 2% during the first ten years; 3'%, 
thereafter. Repayment in dollars over 40 years with a 10-year grace period. 

C. Purpose
 

The proposed loan seeks to generate employment by attacking con

straints on labor-intensive small and medium industry on three fronts: 

- credit availability, particularly in geographical and functional 
areas which currently suffer discrimination; 

- development and refinement of institutions serving the small and 
medium industrialist; 

- transfer of technology appropriate to the small industrialist's 
needs.
 

Successful implementation of the proposed loan should, then, result 
in a technology transfer oriented development bank dedicated to small 

industry operating at higher absolute levels as well as answering more 
efficiently the small entrepreneur's credit needs. 

D. Background
 

AID involvement in the small and medium industry sub-sector com
menced with Urban/Regional Sector Loan 514-L-063 in August 1971, and 

contin!.ied with Urban/Regional Sector Loan 514-L-068, the operations 
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of which have not yet bee, completed. These loans made credit 
available to small and medium industry through the Industrial Financial 
Fund (FFI), and CFP -- the latter entity is involved in this loan. 
During the course of the loans, two factors became clear: 

1. While a continuing credit need existed, the limited resources
 
available to AID could not fill it, and, due to successful initiation of
 
the sectoral program, other donors were capable of and interested in 
expanding ordinary credit provision to small and medium industry; and 

2. There were a number of innovative, high-risk areas of benefit 
to small industrialists -- both in special types of credit, and in corn
plementary technical services -- in which other donors were unable to 
fill their needs. 

The GOC has requested an AID loan in the amount of $5. 0 million for 
innovative credit activities and technological transfer initiatives within 
the C FP. The Mission feels that this request represents an important 
step from the broad sectoral approach into the specific and highly
 
innovative types of assistance appropriate to Colombia's now more
 
advanced stage of development.
 

Following extensive, well conceived macro-economic measures to 
combat inflation and rationalize public finance, the new GOC adminis
tration is turning its attention to development programming. One of
 
the first activities it is seeking to support is small industry, 
as a
 
means of employmnent expansion.
 

E. Description of Loan 

The loan will provide AID assistance to the development of
 
Colombian small 
 and medium industry through the following mechanisms: 

1. Funding of innovative credit activities within the CFP; and 

2. Provision of funds to be administered by the CFP for technological 
transfer activities. 

F. Aiternative Sources of Financing 

The TBRD, TDB and Eximbank have been advised of this proposed 
loan, and havc indicated no interest in financing its components. 
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.G. Loan Administration 

1. Procurement: Local costs with the option for dollar procurement
 
of technical assistance services and training.
 

2. Disbursements: Local currency utilized under the loan shall be 
Colombian pesos obtained by AID with US dollars utilizing the same
 
mechanisms as in previous AID loans to Colombia. (See Section V-A
 
for details).
 

H. Views of the Co,'ntry Team 

This loan will be the principal instrument of FY 1975 assistance to
 
industrial development in Colombia. It will materially aid the GOC's
 
capacity to assist the poorest levels of the urban population, and set
 
them on the road to increased productivity, hence, well-being. The
 
Country Tani recommends approval of the loan.
 

J. Statutory Criteria 

All statutory criteria have been met. (See Annex I for detail. 

K. Issues 

l.The necessity of additional concessional funds for a technical
 
assistance fund within the CFP.
 

2. The adoption of bona fide employment generation criteria as the 
evaluation mechanism for credit aspects of the Loan. 

L. Recommendations 

Authorization of a loan to the Government of the Republic of Colombia 
in an amount not to exceed $5. 0 million, subject to the following terms 
and conditions prior to disbursement, in addition to normal AID loan 
conditioos: 

I. CONDITIONS PRECEDENT 

Prior to the disbursement of any AID funds to the CFH, the Borrower 
shalt furinis;. on form and substance satisfactory to AID, evidence that 
CFP has acquired muiiually agreed upon consultancy services. 
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II. COVENANT
 

Prior to any disbursement of any AID funds to the CFP for 
technological transfer activities, the Borrower shall furnish in 
form and substance satisfactory to AID evidence that CFP has prepared 
a detailed work plan and organizational framework outlining its tech
nological transfer activities to be accomplished during the first two 
years of the program. 

The 	Borrower covenants to provide assurances that CFP will use 
its own resources to continue to support the technology transfer 
technical assistance activity supported under the loan for a period 
not less aian three (3) years after the loan is disbursed, and at a 
level of activity no less than that attained in the second year. 

M. 	 SUMMARY FINANCIAL PLAN 
Financial Targets (Millions of $) 

1975 1/ 1976 2/ Total
 
Loan Elements AID GOC AID GOC AID GOC
 

A. 	 Credit Programs (2. 0) (2. 33) (2. 0) (3.13) (4.0) (5.46) 

1. Guarantee Fund - 0. 3 - 0. 70 - 1.00 
2. Confidence Credits 0. 6 0.4 0. 64 0. 50 1. 24 0. 90 
3. Community Cr-edits 1. Z 0.8 1. 12 0.88 2.32 1.68 
4. 	 Professional 

Credits 0.2 0.13 0.24 0.19 0.44 0. 32 
5. Marketing Company - 0.7 - 0.86 - 1.56 

B. 	 Technological Transfer 
Activities (0.5) (0.13) (0. 5) (0.17) (1.0) (0. 3) 

1. 	 Production-related 
Technologica l
 
Transfer 0. 5 - 0. 5 - 1.0
 

2. 	 Accountancy Centers - 0.13 - 0.17 - 0. 3 
Total 2. 5 2.46 2.5 3.3 5.00 5.76 

1/ 	 1975 ,,era 30. 0 pe:s $1. 007 	 ... 

2./ 1976 average 35. 0 pesos 	 $1. 00 
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SMALL AND MEDIUM INDUSTRY 

CAPITAL ASSISTANCE PAPER 

BACKGROUND 

A. Role of Small and Medium Industry in the Economy 

By every measure, manufacturing industry is assuming an
increasingly important role in the Colombian economy. Annual increased
value added to this sector las averaged 6.3% in real terms in the 1950-1970 
period, 9% in 1971-1973, ;.nd currently represents approximately 20% of 
Colombian GDP. Manufactured exports have grown 500%6 since 1971. 
Employment growth in manufacturing industry was estimated at 5. 5% in
1972. However. as the following table shows, small and medim industry
has not completely shared in this growth. 

Small and Medium Manufacturing Industry in Colombia 
(Col. $ million at 1958 prices) 

1963 
% of 

Amt. /No. Toal% ifg. 

169 
% of 

Amt. /No. Total Mfg. 

Average Annua:, 
crease 1963-69: 
Small and T'':' 

Medium Mfg. MJi 

Firms (No.) 
Workers (No.) 

7,314 
120,899 

93.9 
44.7 

6,528 
134,274 

91.3 
41.3 

-1.7 
1.8 

Gross Pro
duction 4,555.9 35.7 5,650.5 30.7 3.7 

Gross Value 
Added 1,476.2 26.3 1,905.8 23.7 4.4 

Small and mediurn industry -- employing 5 - 99 workers -- repre.wl. 
91% of all manufacturing firms, employs 41% of the industrial labor force,
and contributes 24% oi value added in manufacturing and approximately 33T.
of noL industrial irnvt.stment. From a developmental point of view, stnal
aad m'cliunm industry has several marked advantages over large industry.
First and foremost it .s more labor-intensive. Secondly, it utilizes a lower
proportion of shilled labor (57%6 versus about 40%) than large industry, thereiy 
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redistributing wealth to the poorer strata of the population and serving asa training ground for new members of the labor force, and 	for entrepreneuri.,Italent. Thirdly, the fragmented nature of Colombian geography has led srn;,iiand medium industry to have a wider distribution than larger industriesneeding larger markets to support them; hence, a regional developmentjustification also exists. Finally, the small entrepreneur himself generallyrepresents the middle rather than upper class 
-- often a workman made
good rather than an inheritor of wealth -- the strengthening of which can 	beexpected to have positive socio-economic effects. 

B. 	 Problems of Small Industry
 

Small and medium industry faces 
a series of obstalces in Colombia.These may be divided into four categories: 

- Financial difficulties; 

- Raw materials shortages;
 

-
 Production difficulties; and 

- Marketing difficulties. 

1. 	 Financial Difficulties
 

The small entrepreneur 
 is in 	an unfortunate position in theColombian credit market. From 1967 to 1971, GOC monetary policiesand developmental priorities caused the volume of comm,-'rcial 
bank credf
flowing to industry to drop 31% in real terms, while the ratio of new
industrial credit to industrial value added feil from 25% to 13%. 
 Simultaneously, internal generation of funds has been restricted by the failure 
of the tax systc.,n to allow for compensations justified by inflation.money supply tightened, smaller 	 As tieborrowers were inevitably forced out ofthe 	inst-itutional lending market. Not 	only does the small entrepreneur repr,sent 	a less efficient use of the banker's time per amount loaned, but hiscapacity f., provide adequate financial information -- simple accountancythat 	z larger firm would have as 	a matter of course -- often makes thebanker reluctant to clean the Augean stables of the small borrower's nooks 
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in order to obtain adequate figures to justify a relatively small loan. The libor 
intensivity of the small firm also is disadvantageous in the eyes of the banker as 
such a firm has fewer fixed assets to present as part of the very stringent -- p 
to 300% of the loan's value -- guaranty requirements of the Colombian capital 
market. His inability to compete in the commercial credit market leaves the 
small entrepeneur with two mutually inclusive alternatives: 

- the non-institutional credit market;
 
- under capitalization.
 

Over 25% of the small and medium industrialists interviewed 
in a recent World Bank survey had current ioans from the extra-bank market 
at annual rates ranging from ;6%-65%. Another 50% had loans from non-inrsti 
tutional sources such as raw materials suppliers, family and friends, at 24% 
to 60% interest. T"his degree of utilization of expensive non-institutional ( rli. 
sources provides a measure af the small incustrialist's credit needs. Illsl ,l' r, 
of under-capitaliza:con is indicated by the finding of the same survey that 4Z ,i 
the 45 small industialtists interviewed felt the pressing need for credit. The 
macro side of tho same equation is presented in the following table. 

Flowrs of Credit to Small and Medium Industry 
1973 

(million of current pesos) 

Industrial Finance Fund (FFI) through 580 
the folloviing intermc.'iiaries: 

Private banks 235
 
investment Corporations (excluding IFi and the CFP) 103
 
T~l
 

Corporacio'n -'rir,ncieraPopulat (CFP) 137
 
Agric~u~thr-. B. (Caija Agraria) 1
 
Official andc :i -,fficiaI banks (excluding
 

C1.i A r r ~ (26j 

Fortign Lai-: 
 33
 
Cunto rt-irn Ba mk: and C:,rporations 3
 

c°"}r ld.., . Popullarora n,:t.era 

ofr,)rn oJii &eoLurc".s) 51 

g,', ultur-,.l3a ,' a"i / rariai 

Sub-Tota! 'I':'. 

r ., t'' v i ::. ',.c , r~g C.,"'- and
 
A,, : 2, 'v. ':w" r 'sw.;Lr: e added to
 
;i ii tr t ox (pp a
crs ( 1 , 

Total Flow 874 
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As opposed to the 874 million peso total flow figur(,, s111,ll i ,icluISr y e,))Mil 
is estimated at 2 billion pesos. 

2. Raw Materials Shortages 

For much the same reasons that the small entrepreneur cannot 
compete in the capital market, he is also at a disadvantage in the raw
 
materials market. Raw materials common to both 
small and large industry 
are often in short supply, and consistent buyers in quantity clearly command 
better service in this scarcity situation. The problem is aggravated by
advance deposit requirements and import licensing regulations with which

the small industriaiist cannot cope. Export incentives for 
such items as
leather and fibers cause these products to leave Colombia with a minimum
 
of value added while the shoemarkers and clothing manufacturers do not
 
have materials 
with which to work. In addition, the small manufacturer
 
must often finance 
sales for more than three months to compete with big

industry while he pays cash for 
raw materials since his purchases are not 
of sufficient magnitude to demand better terms. 

3. Production Difficulties 

The small entrepreneur has already been characterized as a
successful workman come up through the ranks. He is unlikely to know of
 
the latest production techniques involving advances 
 in technology, or much
 
about plant organization and management, of quality
or control and standardi. 
zation and their relation to expanded markets. It has been stated that what
 
the small Colombian industrialist needs is the advice 
of the dirty finger
nailed engineer - of the professional with academic background and of
 
extensive practical experience who can size up a plant and make suggest:IOiS

affecting such varied production aspects 
a i efficient space utilization,

equuiprn-nt plac..Tent, and the organization of .?. quality control program.

Seventy -iive 
 percent of he [JRD interviewees indicated a nefed for tcchnie. 
assistance, and general production assistance was first priority in the type-. 
of help required. 

There are in e.ist'ence a number of C'olombian olficial and 
p.rt,.,e in3titu ;':i:, euni.ersi.ties, trade associaticns, as well as inter
national :-rai ~zaticn, , engaged in usef-ii techni,.a transfer. 
The rr,., imprcant (f rnmse are detailed in Part D. However, considoring
Coio.johia's technical .ssis :.-i.e resources in relacion to the needs of ov(,r 



10, 500 ama-l entrepreneurs an,' countle!s artisans, it: is evident that
 
a technilogical trrLsfergap exists. There 
is an acute need for more direct
 
anQ sustained technniogicai transler u)f a type specifically 
conducive to the 
individual needs of the entrepr.neurs. Thi; latter type of technological L, .. ,a or 
is difficult to intraduce on a nat: onal basts owir, to its costly and highly

skillea, labor-intenaive .
ntv..; The most comprehensive technical assistance 
prograirs are carried out by the Servicio Nacional de Api'endizaje (SENA),
 
a gove .aimeital institution c:harged with raising the skill 
levels of Colombian 
workers and increasing the ,nanver ial competence of small and large industrial 
entrepr;, neus and artisans. ,r, C4a and CFP provide some limited direct
 
techrx~ogicaj transfer coorda.,,:te
and and assist financially technol..gical transfer 
programs L'o~gL o~htcr :ganitions. There are universities that have
 
well developed -,ogi..nal tcchnov;cal trnsfer programs, such as tht Escuela
 
de Administ.:.. 
 An i*.-nar_,i., ,n , , lr , and the Ffniversidad Industrial
 
de Santander. hers -e 
 just etablh shng such p,'ograms, such -in the
 
Unive,:sidad ,u'6non del Car;b, in Barranquilla. There 'xists a nationally

known, privaL'., noii-pr(..fit cons "iinv institution, 
 the 'undaci6n Para el
 
Fornent: :- ie !a Invchtiga "or, CL, .;.Mf - v Tecnol6gica (FICITECj, that has
 
earned a i.o' ,eput ati. Lr prcvti.Rng in-,'epth managerial, marketing and
 
production assistan :(. ,- ices, 1'':.'ithstandug the limited scope of its
 
operat'ons. Despite th.s wide rang,.. of activities, it was estimated in
 
1972 that less rLar 10% of Ccorbniar small inut-ialists were obtaining
 
in-dep:h te,- . ,-,c. r.-tnsfer.
 

4. Niarl~etiji Difficuir':..9 

Marketing i!7 .,noth.r area in whichyet e, onan les of scale 
n: i t agains't. the : a alisn de.- , ,a ist, It has alre;.d7 been mentioned 
that ,mall firrns fi", it diff;. ult ' compete with larger ons on sa4!; 
ter'ms. Of c.: inviport.anc, , th- smr tl in,ustria ist oftcn r c,, not , nter 
thie most u c~i -, : ,narket4.. due to his inai ilit y to supply , buf'.,: . rtt q iantity 
and witP. suff:Ji, rzzi.,' cO,1 stent quality. N reove-', tf.v small in s. 'ali: t
 

-, pacity to p.rf',rn rr.: r ret resea r.h, parti,;larly for
 
h T) t (II xW:;e.. I. L -.:"'e L ' i,,..,- I ior ,.oope'rat '%,e .a i- eti:, fforts
 

Oil. o ni,.l] rr',-niur acture.,,; is e (lent. 

-:. Prvio,. s A .) L'...'. : .- -a:al" and Me i jrr. r ustry 

F' , " .. , ,public rediscounting a. , 
,..j . ds . . 'i public -i'i private finan -' nter

, har~es , -r. ll a-' ',dill'I F'i funds are a-Lal 1 (: I 
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manufacturing firms with at leais:t five workers, total assets below 35 millionpesos, and capital/empl.oyment ratios ranging from 75,000 - 150,000 pesosThe 	FFI provides financing for working capital, fixed assets (up to 20% ofapplicant's net worth, but no more than 	2 million pesos), and repayment

of accounts payable.
 

The 	maximum maturity of credits eligible for 	FFI rediscountingis five ':-ears. Lending rates to final borrowers range from 14 - 16% per
annum, increasing with the 
term. A 
is 	

3% spread for the financial intermediariespa 	 scd to the ultimate borrowe-r.. 7o encourage better regional creditdistritution, loans to enter:o-ises located in cities with less than 330, 	000inhabitants can be rediscounted u;. to 80/o 	as against 65% for clients inlarger c;.ties. t'inancial intermediaries finance the portion of the loan not
 
eligible for rediscounting.
 

"The FF.1 has received $7.2 rnllion (180 million pesos)
Urban Sectczr L(.an 514-1,-063, and is programmed to receive 
from
 

$4. 	 6 million(115 	 million pesos) from 	U'Trban Sf-cior Loan 514-L-068. Performance of 
this 	entity has been mixed. 

a. 	 Financial Performance
 

The FF1 appr.-ved 1,0 1. 0 
 .
 pesos worth of loansfrom August. 1971 through Decen-bur i973 represe,,ting _FFI rediscountsof 712. 2 million pesos of which 49)7. 5 million pesos were disbursed, 289.2
 
million of which 

pesos, in 1973, agb.-: a foan AgreCLn(nt target of 460i. e. , 63% of the 	 millionLoan 514- ,..063 target. Much of the 0o3 sh.irtfaflmust 	be attr bute:1 to the gee. ra] di ,'iulties C;f -,;i.s agu of AID fundsthrough Lhie 	budget which affectei virtuil''v W11,73 programs. Ir. faict,the 	FF demosZ 1tra tcd L capacity fr r apn -ovals of up to , million esos ofloai-s per -conth v'hun sufficient furnd.i wer- oDj hand to al low full operations.The 	06." siortfall has been made up ii r2it fiL-st quarte:.- f '974.has 	 ai t~'ad aut rizeci the 740 

4 he FF'
tnillion peso total p.)rt'oIjo target speci e-,in J.Ioan 51 4-.-0 68. Disibursernents to 	 nl recipients sho, ,'Y cornop Ctewithin three"months froa the 	time w e 0,068 money is 7ina'Jy re( ,-ivrd Kv 

Lhe 	FF1. 

(I) 	 Loan 06 

1 able i b-. that the FF1 nab ao 	 rovelposC* in'.rmeiscounts fo,' intermediaLe 	 '*-,',.,r, 
, asI. oUposed to the tax.,. 
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million pesos, but that "rnly 145 millicn pesos has been disbursed. Two 
hundred fifty-seven million pesos of loans to large cities have been approved, 
and 2Z1 million has been disbursed as opposed to loan target of 260 million. 
In other words, loan targets are close to being met one year after the date 
foreseen in the Loan Agreement. 

Of the 20 million pesos budgeted for regional industria 
development organizations, 10. 5 million pesos has been disbursed. This 
low rate results not so much from deficiencies in the disbursement mechanisrr 
as from a dearth of worthwhile projects within the foundations. Negotiations 
are under way to try to expand DNP involvement in the project selection 
process to new foundations where more profitable work seems to be taking 
place. 

(2) Loan 068 

Table 2 denonstrates that agaihst the Loan Agreement: 
target of 230 million pesos to intermediate cities and 230 million pesos for 
other activities, 56. "imillion and 75. 3 million have been disbursed, and 
111.4 million and 166 million pesos worth of rediscounts approved. This
 
low level of performance is largely due to the aforementioned difficulties
 
in disb-u.sement of loan funds to trhe FFI. With resolution of these problems,
 
Mission exp,cis prompt drawdowns and disbursencr.:. of remaining funds.
 

TABLE I 

Industrial Financ. Fund (FEL)
 
Loan 514-1-063
 
(CY 1972 - 19;'3)
 

(current pe';,os 000)
 

Loan Amount F F FFI ler,ding FYI 
Appoved Ret iDci..., I)isbursement Disbursem-,ent 

In e r rne,-ii at e 
C.78, 20 144. 565 33,35 f 

gz0 (.-.i, .5 :.005 256, 7 33 220, 947 35, ,06 

,
TOTAl. 618.030 435, 1 7 3 35 ,5 t2 69, 661 
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TABLE 2
 

Industrial Finance Fund (FFI)
 
Loan 514-L-068
 

(As of December 1973) 

Loan Amount FFI FFI Pending FFI 
Approved Rediscount Disbursement Disbursement 

Intermediate 
cities 139,249 111,399 56,674 54,725

Large cities 254,749 165,587 75,294 ..90,293 

TOTAL 393,998 276,986 131 968), 145,018
 

Loan 063 + 068 

TOTAL ,012, 02 712,159 497,480 214,679 

*Represents 75 million pesos BOR loans plus 57 million pesos reflows. 

(a) Extra-Loan Agreement Performance Considerations 

Tables 3 and 4 reveal that, while the FFI ray
have complied with Loan Agreement targets as to city size, activities have
been concentrated heavily -- over 40% -- around Bogota, and that another 
approximately 30% of FF1 activities took place in the other two large industr.,
concentrationc dominated by Medell,n and Cali. Although the FFI car) b(!
expected to follow industrial concentrations, there are indications that ther 
extremely heavy weighting in Cundinamarca is caused to a large degree by
FF1 procedures rather than simply greater demand. Since all FF1 
rediscountAS are reviewed in Bogota -- even automatic rediscounts under
200, 000 pesos are ultimately reviewed there -- and since Bogota bankers 
have nore direct communication links with the FFI, a type of discrimination 
exijt.s against other parts oi the country. The complexity of F forms 
and procedures exacerbates this discrimination in less developed regions
where unsophisticated bank,..rs and clients alike have difficulty coping
with FF1 requirements. A simpiiication of procedures and system of 
education would seem to be indicated to eliminate this discrimination. 
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To date, under Loans 06 1 and 068, the F17 1 a
created /200 jobs at an average cost of approximately US$3, 000 per work, i,, 

TABLE 3
 
Industrial Finance Fund (FFI)


AID 514-L-063 
Credit Lines Approved by Departments 
August 11, 1971 - June 30, 1973 

Pesos
 
Department No. %__ 000) %
 

Antioquia 234 12.0 94,837 15. 3
 
Atlantico 109 5.9 6.
39, 134 3 
Bolivar 33 1.8 9.471 1.5
 
Boyaca 51 2.7 7, 161 1.z
 
Caldas 50 2.7 13,868 2.2
 
Cauca 
 4 0.2 1,860 0. 1
 
Cesar 
 5 0. 3 760 0.1 
Cordoba 2 0.1 1,400 0.2
 
Cundinamar ca 512 
 27.5 264,417 42.7 
Choco 
 2 0.1 1,036 0.2
 
Guajira -  _
 
Huila 
 8 0.4 665 0. 1
 
Magdalena 5 
 0. 3 935 0.2 
Meta 4 0.2 417 0.1
 
Nariifo 
 lz 0.6 1,970 0 3
 
Norte de Santander 
 57 3. 1 8,515 1.4 
Quindio 
 39 2.1 4, 71 5 0.8 
Risaralda 
 172 9.2 3;, 658 5. i
 
Santander 
 212 11.4 25,801 4.2
 
Suc.re 
 2 0.1 295 0.0
 
Tolima 57 3. 1 12,813 .. i
 
Valle 
 292 15.6 97,252 15.7 

TOTAL 1,862 100.0 L 9,030 1j.( 
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TABLE 4 

Industrial Finance Fund (FFI)
AID 514-L-068 Credit Lines Approved by Departments 

July 1 Through December 31, 1973 
Pesos 

Department No. % (000) % 

Antioquia 104 14.0 46,860 12. 0
Atlantico 48 6.4 36, 188 9.3Bolivar 6 0.8 3,400 0.9 
Boyaca 
 10 1.3 7,Z34 1.9
Caldas 11 1.5 7,163 1.8
Cauca 
 3 0.4 4,090 1.1
 
Cesar 
 -

Cordoba 



1 0.1 314 
 0.1

Cundina-narqa 227 30.6 163,324 42.0 
Choco - -
Guajira _

Huila 



7 0.9 1,999 0.5 
Magdalena - -
Meta 2 0.3 307 0.1
Narifto 2 0.3 90 0.0
Norte de Santander 18 2.4 4,875 1.3 
Quindio 11 1.5 3,876 0.9
Risaralda 64 8.6 18,850 4.8
Santander 91 IZ.2 17,533 4.5
Sucre 
 1 0.1 400 0.1
Tolima 26 3.5 6,914 1.8
Valle 
 108 14.5 64,447 16.6

Caqueta 4 0. 1,000 0.2 

TOTAL 745 100.0 388,998 100.0 

2. Popular Finance Corporation (CFP) 

The CFP was created in 1967 by the Banco Popular, publi,tnkitution, to provide credit to small industry. Ir the intervening ,,'u;ii,,,it has developed a reputation for competence and dynamism which i(d to .uipporrurder Urban!/RegLonal Sector Loan 514-L-068 in 1973. initia; 
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experience with Cl,'P in Loan 068 ha., lod in turn to no: d r-Irt, J.1r of' '1k1n. 
future AID loan inputs to particular CFP programs. Support of the regular 
lending activities of the CFP that started with Loan 068 is expected to be 
assumed by the IBRD, the Germans, and perhaps the British. The Mission and 
other donors have been impressed by the capacity of the organization to 
carry out its program up to the limit of available resources, and to fight
 
within the government bureaucracy for its fair share of thc<-e resources3.
 
(For a detailed description of CFP's organization, reference is mado to the
 
IBRD small-scale industry project document). The CFP received 128 million
 
pesos of the 140 million pesos counterpart projected in 1973 but, due to the
 
AID/GOC budgetary contretemps, only 5 million pesor, of the 60 milion promised 
AID resources. Despite this shortfall, the CFP carried out an impressive 
lending program of 210 million pesos using reflows and rediscounts to make 
up the difference. (See Annex III for complete financial information. ) 

TABLE 5
 

Corooracion Financiera Popular (CFP)
 

Development of Small and Medium Industry
 
Sources and Application of Funds
 

Sources 

(pesos 000) 

1973 
9 months 

1974 

AID Loan Agreement 514-L,-068 
Credit Resources 5, 000.0 55, 00)0.0 

GOC Counteroart 127,949. 5 821284.0 

Fondo Nacional de Ahorro -
-

Line 
Bonds 

520.0 
15,000.0 

-
-

Sociedades de Capitalizaci'n 
Banco Popular - Mutual 

- Increase of 
FONADE 
IF!I 
BID - 1FI 
Proexpo 
Bonds Dec:ee 23655 
Profit 

- Bonds 

equity 

38,619.2 
42,746.8 

-
534.4 

4, 567. . 
2, 278. 4 
3,900.0 
5,400.0 

4,382.8 

13,910.6 
30,746.8 
15,000.0 

422.2 
5,422.7 

13, 562. 5 
-

3,219.2 

R6,Paym,.-, S 
Resrve f ' nad debts 
Y91[ Red:.sc'ur~is 
Oj-ier l i 1tilties 

33 028. 7 
J.'4,9 67.1C 
'7,113. 9 

4,7P3. 4 

1 F,.:(I. 
1,: 4 7.. 
77, 4'1 ;;. 
14,b41.4 

To .L :,4, 34 'Q.6 ;73, ]59.8 
(oorti 1uod) 
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TABLE 5 (Continuation)
 

9 months
 
Applioation 1973 1974
 

Loan Disbursements 210,368.9 198,932.6 l/ 
Long-term Investment 3,541.0 2,720.5 
Temporal investment 4,750.0 21,539.7 

Payment of Resources 121,706.0 159,967.0 

Yondo Financiero Industrial 39, 591.0 68,039.4
 
Banco Popular - Mutual 40,000.0 30,746.8 

- Bonds 3,000.0 17,000.0 
Fondo National de Ahorro - Line 7,414.7 7,206.9 

- Mutual 6,000.0 4,500.0 
BID - IFI 1,800.3 1,733.3 
IFI 6,546.2 -
IFI - Resolucion 88 8,469.0 10,395.4 
Bank of the Republic 2369 5,400.0 

Bonds 2369 948.1 858.1 
FONADE 262.5 192.9 
Proexpo 2,274.2 4,050.0 

Increase of Other Assets 20,915.7 20,805.9 
Surplus Reduction 3,067.0 4438.3 

Total 364,34 . 373, 159. 8 

estimated for reo:: 
and 320,000 pesos. FP has already disbursed 35,000 pesou during 0cl obe r 

I/ Total loan disbursement 2974 in lotwoc- 080,on 

The CFP now sees itself not as just a bank, but rather as the 
chief motive force of small industry in Colombia with a great deal of 
social responsibility as an integral part of this role. Short of funds as 
it was in ] 75, it still managed to make 5.7 mi]lion pesos worth of 
signature loans, 3.7 million pesos worth of cooperative loans, and nearly 
20 million po:nos worth of agro-industrial credit available. The organiz
ation simu]ltanoou:1.ly struggled to establish the legal framework for a 
Guarantee Anuxd for loans under 500,000 pesos, and for a marketing company. 
It. iF currently cunsidering approximately 50 separate programs to 
assist the small industrialist. It clearly possesses enthusiasm 
and tho oapacity for sustained 

http:simu]ltanoou:1.ly
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effort -- loan approvals increased by 65% in 1973 over 1972, and are projet,.,I
to increase at an even faster rate in the next five years -- but must avoid

fragmentation of its efforts, and assure 
that sound management accofmpaniv". 
innovation. 

The CFP has proven remarkably open to suggestions from

outside sources of expertise. It appears to be the only 
Colombian organizatioi,
that understands the implications of the Stanford Research Institute's
 
findings concerning the necessity of 
a mix of technological transfer and credit
The World Bank team was surprised to find improvements its members had

suggested as possible conditions precedent 
on their first visit already
 
implemented on their second.
 

The CFP has proved even more efficient than the FF injob creation. Despite the low reception of AID resources, 5,700 jobs were
 
created in 1973 at an average cost of US$2, 000 per worker.
 

D. Other Entities Involved in the Small and Medium Industry 

Sector
 

A variety of organizations, both public and private, provide

financial, 
 technical, mnagerial, and promotional assistance to small

industry. Some are decentra;.ized in their operations (e.g. SENA,

INCOLDA) and have branches 
 in major cities where they are more accessible
 
to adjacent industrial centers.
 

1. The National Apprentice Service (SENA) 

Colombia puts a high priority on technical training of the
labor force, hence SENA receives an autorn,'tic allocation of 2% of all
private sector payrolls. Its 1973 program expenditures are estimated in 
excess off $20 rni llon. SENA operates 17 covercenterj which all industrial 
and commercial areas adequately. In addition to its regular tra;.ning
activities, SENA has organized a !mited program cf managerial andtechnical assistan-ce to small and nredium industry. Thi., prograrr will be
e,:onsiderably,' strengthened by other donor participation as detailed in 
Section Ill C. 
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2. The National Association of Industrialists (ANDI) 

This organization is composed of the management of the 
largest industrial firms. The staff of ANDI studies such subjects as 
factors affecting location of Colombian industrial firms, Its orientation 
is towards the interests of its membership. There is also close collaboration 
between ANDI, IFI, and the other large financial institutions. ANDI has 
expressed some interest in collaborating with INCOLDA on a big brother 
program of assLstance to small industry. 

3. Colombian Association of Small Industrialists (ACOPI) 

Although very limited in financial resources and having only
a small staff, ACOPI has been successful in representing the interests of
smaller firms. The organization now has 14 regional offices loosely
federated under a national office i.n Bogota. Two of these offices, Bogota
and Medellin, have entered the raw materials supply area, the former with 
a finance scheme, the latter with a cooperative buying program. 

4. Colombian Institute for Administration (INCOLDA) 

As a non-governmental institution INCOLDA enjoys a great
deal of flexibility in defining its roles. So far this A'D-assisted version
of our AMA has sponsored seminars on a variety of issues of national 
importance, promoted 
techniques, and offer-d 

use of modern accounting, 
mid-career training 

pro
courses 

duc
for 

tion and marketing 
business and 

government executives. Thus, it has a much broader scope than its name 
would imply. 

5. 'TocI;-oloaical Investigation Institute (UT) 

lni.,3 Institution receives principal ,uppor'L frorn donations 
by the Bank of -epulbic and thc' Coffee Bank, but also has a rnodest 
govern-rent su)sidy, it charge, fees for investigative services amounti,-,g
to 60 - 70% of costs. Itsactiviti-s nave to date princz;pally seen c(.ncernidj
with metallur,-y and food orou,:cts. It has not yet broadene its scop(e nrr
doe;. it have- the capacity ycc cu meet the more extensivt,nct-,s of the:
Coloroi. n economr y (n "'..nsfe.rini technology. [IfT has recei v', .-,Wsf;ntidit
n)OoiLOica transfe- stupport from U'NIDO and other mut lateral age.i.., 
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Institute has a Department of EconomLc Investigations which has helped 
the technical departments prepare feasibility studies. These studies have 
sometimes been criticized as being weak in their business and economic 
content. Moreover, it has suffered some loss of competent personnel. 
IIT bccupies a unique position in Colombia. If its technical potential can 

be channeled into small industry's needs, it represents the only national 

institution capable of dealing with difficult hard-science technological 
probleme. 

6. Foundation for Assistance to Small and Medium Industry([l(i'i .¢ 

The Cofifee Bank, the Agricultural Insurance Company, arid 

the Bank of the Republic have subsidized the formation of this Foundation 
which offers both managerial and technblogica.l transfer to small and medim
sized industrial firms. It has attracted highly talentcd le-adership including 
professional engineers, and management consultants. It has di eloped 

contacts with ioreign sources of technical information such as Georgia Teh. 
Its contract fees cover about 50% of actual costs. Although its technical 
transfer operarions are currently limitcd to about 25 companies per year, 

FICITEC would seem to be a promising source of future assistance to small 
and medium industry. The Foundation sees itself mainly as providing help 
to entities already having intimate contacts with small industrialists -- such 

as CFP and ACOPI -- rather than greatly increasing the scope of its own 

such cor; tac!.s. 
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IH. DESCRIPTION O1, PRO,[E( 

Urban/Re gional Sec, an ; 4-L-0(.l n irled the beginning of r c .nt 
AID involv(:r,'it with tho :.- ilA industry . ,cl r in Colombia. In that loan it. 
was recogni/,.,. thti, with ,ver half the p, .: z.:. tion of the country alr,.adV in the 
cities, .nd with a cont nued high rate of i; .1;, -ization, economic de,: lupment 
in Colombia was inextricably linked with ii':astry. Secding to a: :atl che 
greatest bottleneck to industrial developn. nt within the -ontext ,," rh' sectoral 
approach, tlhe loan made funds availablcfor credit activities. Scckir, i to put 
this money whe'c it was most needed and to assist the poorer elernents of the 
population, Nie loan restricted its credit activities to small, labor-intensiv,. 
Industries. 'he correctness of this approach may be measirc,! by the fact 
that two otio..r major donor nations-- the Germans and the Briti,-- as well as 
the IBRD plan their own credit programs to small industry within a year. 

However as Stanford Research "nstitut pointed out,credit is not the only 
need of the siall industrialist. SRI insisted that he also required t echn cal 

:issistance, and the recent World Bank survey has prov,.d that his need is 
strongly feid by small entrepeneurs. Technological transfer represents a 
much more diffi,'ult area to deal wits than credit. Ordinary credit acti -i'ics 
can be run through the formal banking system with a mininium of disruptii, 
but technological transfer require high-risk, innovative projects which otht r 
donors find it difficult to finance. This CAP proposes several such proje:cts 
to attack the aforementioned bottleneck areas of finance, raw materials, 
production and marketing. 

Participation in the credit aspect of the small industry sid)-s,.ct..r *,n,4 , r 
hxan 068 revealed Reveral other problem areas. Institutions wer' ,..c td 
to perforrn task;; in which they had little prior experienco. !'c (Ed(, (. 

always ac iji,.twell would to duties. pc fpi.,.is as one like theii- new :1 
loan include.-: i, elerr,,ie t of institution building to strengthn-1.e -. 
roust be reli.i upon to carry out activities in the small i s , d ,, 

It wa_ notted tlhat c' rtaiin groups uf people which r'p,'.eJ J!ed ,'. 'f 
t:11'getq osta', to s;mall industry--the very small iid :. i -> 
such labor intensive plants that they could offer little in th, wa ,,f g"uaAY ,. .. : 

the geographically isolated; tLe cooperatives; thost trying . tbi;-. 1), 
fore unknown enterprises in backward art,,s--were at a di,.alta1c. n poit,
cipating in the new credit opprtunities made available, inJI ,ian 068 a,,d r,, 
conLnued by other donors' loans. Th, propoed loan -el" .,) redre s 
disadvantages. 

http:r'p,'.eJ
http:sid)-s,.ct
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'171e f1rTOposOd loan, then, cooks to advance i stop from tie ,r, 

confstraint of small. industry attacked in proviou:s ]eans 1,o ;i:.sviato 

complimentary problems that plague the small industrialist. 

The Popular Finance Corporation (CFP)
 

The CFP is a small industry development bank of great dynamism.
 

It has reached the point where other donors can satisfy much of its
 

capital needs for normal small industry credits (see Section III-C),
 

but is embarking on several new projects and expanding others of
 

special benefit to the very small industrialists which reinforce its
 

and the FFI's credit activities and which require equity capitalization.
 

A recent IBRD loan paper contains a full analysis of CFF organization
 

and financial structure.
 

1. 	Crouit Activities - Within its 1.1 Bi:!Thon peso ($7,P. million) 

the CYP i, projecting creditlending program for the 1975-76 period, 

activities of spocial impact on very small entreproneurs"; of :','M n ] i ;on
 

pesos ($9.46 million). 

7lir; pro,p2Wa, called the Spocial Credit Irogriun, Pddre:so-':t 

speciiical'y the issue of income redistribution. Small indu.;trio l 

usually localod in poor neighborhoods, where land and services arc 

cheap, open now jobs for low-income people. 

The CYP already has s3omo experience with the Special Credit 

Program. Tt has: allocated over 22 million pesos for three of the 

proramns (0:: ,,hown in Table 5-A) of interest to this loan request. In 

spite of the relaxation of guarantee requirements for those credit 

line:, only io/,f the loan repayments to CFP for this credit program 

are outstandi. is.11 slowness rate compares favorably with the rate
 

for the regular credit prorrams (around 15%o).
 

Both ,1CC; and the CPT now general manriLer havF, expros:-od great 

in-toest in Jer::<rng "confidoncq" "community, " aci "'roief:3,ional" 

,.r its (sco , . , i}iis end, CITY is plannint' i,ctits i n roase 
;t.ti s:-' jhh' t .: , :'o ,ionaJ office wil.] hr:vo ,,nft 1'uI -t i r prJr:;( 

, , ', ' 'pe ,ron:.t Pro ,.i'i tr iton,ro, o ocial 	 l. tLPJ i .; 

S.0u.lr " .;)Or t! .LeW srnll] rgi nrial offioo::, orir iil Pe to arid ori, 

il Nei'iii c'G'i s: 0.1j Co bli.'s impvi:'hdo L'A of oi mos. prvina,',), 

' ,re , '. ' :'r!i, potontLA. ,ioel:rid [ror this /,,,of credit. 

n:] iali.omtJ.[ sty, mentioned ' uow, s expeotod to 

" ' ; bi ;t F,.Su : .
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TABLE 5- A
 

Corporaoion Financiera Popular (CFP)
 

Special Credit Pro~ram
 

Credits Approved up to September 31, 1974
 

Cost per
 
Lines of Credit 
 Pesos No. of New Job %reated
 

(000) Jobs Created (Pesos)
 

"Confidence" 
 8,781 267 32,900
 
Community 
 13, 536 349 38, 800
 
Professionals 
 95 6 151600
 

Total 22,412 622 36,000
 

a. Guaranteo Fund: The utility of a guarantee fund has been
 
stressed in the Urban Sector Analysis and the Loan 063 CAP. 
CFP plans
 
to capitalize such a fund with 35 million pesos which is sufficient to
 
guaranteoj up to 350 million pesos worth of loans 
(maximum size, 500,000
 
pesos) to small industry. The fund, which any bank or fiancial corpora
 
tion may utilize, represents an important element in the integration of
 
small industrialists into the financial system leading not only to more
 
efficient utilization of installed capacity, but also to expansion of
 
that capacity where desirable, and finally to increased employment. The 
guarantee fund may also serve a typo of insurance function in not
 
demanding re*rymont if its participants default due to natural did;aster
 
or other unforoseeable circumstances.
 

)PTC Hs considering a 90 million por;o LuLrantoe Fund in the 
BaiLk oi the F public in which any private bank or Clnanco company could 
participate on payinont of L 2 , annual charge. There Is no limit on the 
size of en,erprioc which might utilize this fund, and the only limit on 
the IZOe of individual transactions -- of which a bank may finance up to 

-- is %I/of 11., total porti.on o,' the fund held by the bank involvd. 
Si.co OP-C officials expect ba;sk: suib.;riptions -in i,e 20 - 40 million 
nec(, ran ro, :ean.; of' 2.7 - 5,, il o.,o loso,; onir be guaranteed by the 
.....! it.it coin,)s .. ,o being.. Coorbian banking proli cos make it 
_ iko.. th,.i ±ho f-uzr wl heh Lsod mainly for the largo modium-'size firms, 
hence it o"c....] the Fund ,hichocimplomont (CFPGuarantee will concentrate 
on s ill.r ont02',ri'ses. in addition, the OPIC fund contomplatos no 
ohango:s !.n tihe long.[hly guarintce procedure currently being utilized 

(J. .i,• ,. 0 I .y-sIo:" this process. 

http:porti.on
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b. "Confidence" Credits: Credits ospoc Jai:ly dOs ignod it) 
reach the industrialists who doo:o not have ra] guar'ntooe, who:o ,,d
ministrativo systems are very poor, and who in Ioc'Ltecd in smail and 
medium cities or marginal areas of big cities. J'io great majority of 
these funds are expected to go to artesians. CFP plans to allocate 
70 million pesos in the ]975-76 period for this typo of credit which 
should generate around 1700 new jobs. The CFP las learned by ,,xperi
once that this type of program requires close supervision. The 
availability of oxtensivo and unaccustomed resourcs ,h',. beon known to 
go to the head of the small industrialist and to rsu3t in uiwvio in
vestment. For this reason, CFP expects to dovolop close I iks with a 
number of institutions (like SENA and privatn d-volopment foundations) 
working in the geographical areas and with tie type of industrialist 
mentioned above. This joint action will allow UP a maximum utiliz
ation of its hum-n resoureos, and the i',duction of bad case. duo to 
poor studios, poor technical assistanco and supervision. Special 
attention will be given to assistanco in the administrativG areas, 
particularly through the accountancy centers (oo below). 

c. Co.minit, Crodit:: Loans, somotimn:a without guarantees, 
to cooperai uTis and other units for acquisition of ,-aw materials, 
manufacturing, mining, and agricultural activitio:'. CFP is placing 
greater priority on associations located in rural aruas or in marginal 
areas of big cities. Allocations for this program have boon sot at 130 
million poses for the 1975-76 period, which should generate around 2500 
jobs. Hore again, CFP is planning to carry out joint actions with 
institutions involved in this type of projects. The now CFP general
manager's background in the cooperative movument in making it easier for 
CFP to contact the necessary institutions. Preliminary contacts have 
been made with Superintendencia de Cooperativas, SENA, TCA, and Centre 
do Invoti,gcion y Aocion Social.. The central office has already been 
promotin, the project in regions such as Nariic and Hluila. The CUP is 
also receiv.lnF the assistance of 10 - 12 MBA Peace Corps Volunteers to 
assist in thi' program. 

--- r sicnal. Credits: Loans to qualified professionals, 
n;o noc, '.:vi- with a university .ackground, to found or expand manu
acluryn' ourpntioa; which either involve tech cclorial procossor now 

to tLh ,ra in wi ch they are roquosted, or are located in very poor 
'az. W',, roquiesites and polides for approval of this type of credits 

art.- r.h m'-, M:Mile than for anly other typo. CP expects to all ocato
25 million psoi:: n the I'-;t; poriod for a generation of 300 jobs. 
(Not ,. th., l averago cost :c'oatingo a ncw joi - Tin,, 5-A has Weo: 
considuroa ,ci] l'w and atTlocal s.ince tih expori onc, .i: :nt very gro't). 

o. .Mr.ing Co:pany The smaijl indutrial;is], s Vc, wii,hf.'v 
a eoubLe Problom when he m,'arket: his goods. Not, only in h olt,tni ignrmIt. 
of demand hanoLgO, standards for oxport, and g.eicerail mark, 1, codr] iurm:, 
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but he often cannot produce in sufficient qualtity or with ,tloqualte 
quality control to justify his entrance into tie more lucrativo market:;. 
The CFP will create a marketing company to assis, the ::m:Ii Indusirejlist 
in efforts to produce and market products on a scale possible only if 
resources are combined. The company will also assist industria.isrit; with
 
production techniques and quality control programs.
 

The company will start activities with manufacturing sectors in
 
which necessities have already been identified. They include textiles,
 
leather, wood; others will be chosen later. It is expected that the
 
company will work with all interested industrialists, not only CFP clients.
 
The program will be supported by an investment of 50 iillion pesos for the
 
1975-76 period.
 

2. Technological Transfer Activities - There is universal agreement 
among academics (SRI and Georgia Tech) and foreign a:'s;is:tanco entitios 
(IBRD, UNDP, ILO, UNIDO, German, British and USATD)that small industry 
in Colombia requires transfer of management and prod tLu.1 ctn tochno.ogy. 
'lhe CFP is sponsoring one program in this area w~ii 1t;: own ros.Jurc,:: 
accountancy centers. Accountancy has bon a botf .*Inok lritii, oxp,,.rj::ion 
and improvement of small industry in Colombia. WHliout, aldequato hook.
keeping, a firm can neither obtain credit, nor expuLsd Ieyond a limmit-,od 
size. Avoidable losses continue because the numrjbfT'; Ll' not aid Jilt wiLlh 
suffieiont clarity for effective examination. Tho CP proposes to creat, 
accountancy centers aimed at small industry to help alleviate those pro
blems. Tho program will establish ten centers in ton different cities 
which will counsel 1,600 clients in the first two years of operation. 
Since some of the firms which most need this service cannot afford to pay 
commercial rates, the CFP projects 9 million pesos worth of finance on 
liberal terms to 300 clients in this period. Another 1 million pesos for
 
financial advisory services to instruct businessmen on the uses of this
 
new management tool is projected.
 

In addition to accountancy, technological transfer is required
 
in the areas of production, quality control, information dissemination, 
and raw,materials. The study presented in Annex II suggests the provi3ion 
of trained porsonnoL to CFP, ITT, SENDhA, and FICITEC in a program ,dmir.is
tered by CYP to arssist in these areas. Since thai; 1,noz w,'.- prep:-,red, 
consider~aV.o work has gone into planning the propo::,1 d ,;ohnio:1;,':0; ".r':.Xf,;. 
activity. Agreement in principle ha. ben roached til. CWI will '::,. : 
Core staff of technical porsosnel to supervise ide Fiigr,,rr, LO //!1'I) ,:rr
tract with ,NA, TIT and FICIT',C to porform con:sul,irf :;rvi 005"feril, 
client:-. 'D:, Loan program would p'ty training cost:: of CfYP arr cons:ulrtng 
por.onr.el and would subsidize the cost of conslultancy :ervices on a 
rapidly deeliniL, proportionate basis during the first two year:: of' the 

s operation. A.: small industrit-lists become acquaInted with 
technical consultuoan they would be expected to p,.y for services with 
financing provided 1,,CfUP loans for technical 'Msistance.TBRD pro-The is 
vidlr'n up to $500,000 dollars -to CFP'for a revolving fund for T.A. loans. 

http:por.onr.el
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On the basis of the projected level and cost of technological
 
transfer consultanoy which are outlined below, the IBRD provided funds
 
would be drawn down by the end of the third year of the program':: operation, 
the interest earned by CFP on T.A. loans would cover most (over 75%) or
 
their personnel costs of administering and promotintg tochnological tr.,i.':ror 
activities, and CFP client; would be paying tho ru:1* markot co::t, of T. A. 
services (about an estimated $600 dollars per oon:m]1.Atucy). Tho projre. Lr 
cost is based on liberal salary assumptions (averrgo s:alaries hog:irin rq at 
300, 000 pesos per year, growing at about 20%. p,)r yUFrw, al though reduced by 
10% during training), overhead charges of !0G/ of .alario. by tho consutl.at.:; 
(the CFP, however, is expected to absorb overhead costs of its. own por:onnol), 
an average of only 37. 5 consultancies per consultant per year, a ;ix-monthl 
recruitment and training period, fully subsidized operations during the 
first semester of actual operations, 75%o subsidy during the :socond ;emestor, 
50%1 during; the third semester, 25% durinr the fourth ;omester and a self
supporting program thereafter. In the evont that carnings on the revolving 
fund do not cover CFP's expenses for administering the program, the CFP will 
covenant to maintain their activities at the loan-financed level for at
 
least five years.
 

The CFP will also carry out a program of promotional activities 
which they call a "motivational" program, that is a series of motivational 
training seminars designed to spark a,'arenoss of' thoir tochnical assistance 
need: areni entroeproneurs. Limited funding ma. a::u 1go 1,C ANDT Itand/or 
TNCOLID)] ;'or a "big brother" program with large indu. try. 'Th .1if'o tln 
dismrination aspect of the program will ho fundoi ly (Cl,', and prtYoh):1y 
,Jo'YilKl. admini.iterod by ACOPI, which ha; the coil aanad.,,i C['I'i,0, which 
has; the toohnnlogic. know-how and has contracted with ",HA to rocoive more. 
FICI'YEC project.-s 3,000 clients of this program by the end of 1976. 

Ann e.." 1 armes; for guidance of the trairingaspets and start-up 
of [h.: .,}olcgica] transfer program via foreign technical assistance. 
An UHiO co;:-:u.1tant curronlly assigned to CFP, othor UtYAID consultants, the 
,ission, and the CFP itself all agree that such assistance should be 
acquir,;d. 'l.~~ ;CC i,.: rejected loan funding for foroign technical assistance 
in lir.. ".itL. : 'oneral policy and hoecaus. i-t; expcots to receive additional 
ssi5:itanc , -roi:l i}ALDc in supporL of tile program %nd because it may draw on 

the AI7 Blouk (VLr t. 

.Tne olii.ng t.blo :;ummarizes the projected loan-financed costs 

of te-:r L activitios for which $ 1 million havelo;:i:" s:'for dollars 
bon rcpuostod: 

http:consutl.at
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Loan 	Funded Teohnological Transfer Activitios (000 Pesos)
 

1975 1976 1977
 
1st Sam 2nd Sem 1st Sem 2nd Sam Ist Ser
 

CFP T.A. Staff - 825 1, 410 1,800 1,920 
CFP Train6es 675 325 29 5 180 

Consultant' s Trainees 2,700 1, 190 ,i35 54' -

Consultants Staff inc. Overhead - 4,950 4, 86( ,050 2, 225 
Training Expenses 1,000 400 500 200 
Motivation Program 150 200 200 150 10 
Pub I.Io'ati on,: Program 	 100 100 100 100 100 
Big 	 :r,jtler Progrm 50 5U bi 50 50 

To',.Ll 	 4,675 7, 470 , "o 7,070 4, ")5 

Total Loan Funding: 32, 240 

Momo 	 Items 

T.A. 	 Revolvin, Fund Loan:
(000 pe0os) - - .,-650 4,050 6,675
 
Expecto(d I-o. of Consultanoios 0 375 450 [50 550
 
CFP Tra i:oo 5 4 2 1 -

CFP S... - 5 9 
Coni:s .'", Tra£rino:s20 6 7 3-
C,,n::u!,Lf ta.' - 20 n27 

.i: , .1 A,;-c:i.:I .u:, to tio OFP - As has boon)i,,pr i.n"',d j (w ,1
::,d .a : 	 , },. 1,'; $1o ;" t, :i ,rlctr.-- not alwa'ys kept, ptOU t i ij ,,llt i'Ji 

Y " ..' to :trcrjthc.. . orf,aL ,i , rit..on tLo s iairi .' , o '., 
,nnr v' o(W troii w, iL. of, ;r 'itL..:: ,a . 9,:'rtfO2 ic, an! t'; Lt I'''l 1 ,0tI 

I.L n 	 ' 'v " ,u ' L o Ui. ,; of it.- 1t onl, 
e : 1it.A n i navI .. r1 :' . 'i ] ,l " U t''}' 'd L 

At t1' L', =.; con;Lt:r,.vor'ctwg iiiu!.': . i"i' 
' 	 i ,1: o':ing Lrk) . ich i. 1, j,' ,, i ms of 

... . Io1.4* troC ruOiulr the". ,o , , ) U AID and [ P0 n, 
CP, a , umo6tas1. tcance a o loan-,.to '.*:.!:"c m &s;:; as cond-i Ir 
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II. FINANCIAL ASPECTS 

A. Borrower.
 

The Borrower will be the Government of the Republic of Colombia,which will be authorized, after approval by its Economic and Social PolicyCouncil and its Interparliamentary Committee, to enter into the Loan Agreement without further Congressional ratification. 

B. Terms of the Loan 

The terms recommended for the proposed loan are 40-years repayment by the Borrower, including a 10 year grace period, at an interestrate of 2% per annum during the grace period and 3/ per annum thereafter.The Lcan Committee isof 	the opinion that the terms recommended are
reasonable for this project. 

C. 	 Othet. International Donor Participatin 

The IBRD, IDB and Exim-Bank have been advised of this proposedloan, and have indicated that they are not interested in financing its activities. 

in thi.s 	area, 
The Mission is in touch with the other two national donors interestedthe British and the Germans, with 	the ILO Mission and withIBRD 	study groups. Programs have been closely coord;nated and data shartc.
 

The British will continue to assist SENA v.ith short visits of consuiltants during at least the next year. The ILO plans to have 	six full-tim ..
ld three imnporaly consultants here starting this year for a twv. 	to thre.year 	period. ILO and tiNDP officials have expresse,-d teros.l yes eagerto coordinate their assistance to SENA with proposed AID tecr:nrologicaltransfer activitiec. The Germans plan two to three years 	of t.-clnIal ,ssistance involving two to three people at a time 	to assist SENA in its wo-kwv'h 	industrial organizations, perhaps in the cooperative field, p,'rhaps
in the Barranquilia area.
 

Tie Germans calso plan 
a $2. 	 5million loan tro :iince 	in 197.). the ..2iF, to corn-Th-- british vdsh to make $500, 000 available to C1,P Lurtiod machine1y intports in the same 	time frame. Tw,-, UP-4IDO experts
.,I:s, 	

a.e

txpecteff tu assist CFP. 
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An IBRD loan for $5.5 million to the CFP will probabl.y besijnned iefore the end of 1974. Up to $500,000 of this loan may be spent on 
the CFP's technological most it in thetransfer program, of form of a fund 
to contract cons'iltant services for CFP clients on the open market:, and part
of it to finnce a foreign expert to assist the CFP in its technological
transfer activities. The fund and the expert obviously complement the 'r.ro
vision of trained zechnological transfer personnel to work in this 
area
 
,..".n the C71 as proposed in Annex II, just as AID funding of the more in
novativ:e anrd higher-risk credit programs is complemented by World Bank 
resources :or CFP's ordinary credit lines.
 

The IBRD $5 million lending program will be used by CP for 
relendin, to finance fixed asse s, including construction costs of industr:ivL 
buildi,,s, of a wiJe range of small industrial firms. Financing will be 
restricted to small manufacturing firms with total assets not in excess of 
10 :'illior pesos a, the time of subloan approval. tL the low end, cottage

- 'inrdusti (1firms with less than 5 employees) while not exchlieJ, is 
(:'.e.t,.L to use oni" a small part of the loan. Maximum assistancc to o.,-y 
cne firm would be limited to 2.5 million pesos. The IBRD expert working wiLI 
the CFP woil, revi-.d all subloan proposals involing Bank financing in excess 
t f 200,000 pesos, make specific recorvncdations on each stibloan proposa' sub 
mritted f,,-- :tpp..-,val to the Loan Comtmittee or Board of 1)rertor.,,, and as; for 
improvenont of less t.an satisfactory appraisals. Subloans approved against
the cxpert:'s advice would be sent for ex post review to the IBRD. All sub
loans over 1.5 million pesos will require prior IBRD approval. Furthermore,
the TBRD will closely supervise the project and review ex post a sufficieut 
sample of subpr-TJects. This procedure is designed to ,g'ade CFP's appraisal
•:nd dc.,:sion-mniiug. 1 fore releasing the second US q2.5 million tranche of
 
uhe IBRD ioan., the adec:uacy of this arrangment woild be reviewed.
 

D. Prospects for Repaynent 

The prospects for repaymewt. oil the proposed loan are &:

cellent, 'hc Go-,-reminent of Colombia will undertake the obligatioo and 
assure th, e chau.ce -rate. Colombia's debt serv-cr burden is lowq connartJ 
to other Latin 'x-rian countries experiencing similar ecnum.c ct..ncd-,i,...s. 
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E. FINANCIAL PLAN
 

TABLE 6
 

FINANCIAL TARON'T IBY ACTi V ITY 
(pesos millions, commingl od ftul:i) 

1975 1976 Total
Activity 


A. Credit Programs
 

1. Guarantee Fund 10.0 25.0 35.0
 
2. Confidence Credits 30.0 40.0 70.0
 
3. Community Credits 60.0 70.0 130.0
 

4. Professional Credits 10.0 15.0 25.0
 
5. Marketing Company 20.0 30.0 50.0
 

B. Technological Transfer Activities
 

1. Production-related technological transfer 15.0 17.5 32.5 
2. Accountancy Centers 1/ 4.0 6.(0 10.0 

149.0 1'03.h 352. 15 

Total ( J81i (Uf:$ (11S$ 
4,966.7 5,814.3 10,781 

3/ min ln)million)2/ _Mn) 

1/ Not receiving AID funds
 

2/ 1975 average 30.0 pesos = $ 1.00
 

3/ 1976 average 35.0 pesos = $ 1.00
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TABLE 7
 

SUMMARY FINANCIAL PLAN
 

Financial Targotr
 

Millions of ) 

1975 l/ 1976 2/ Total 

Loan Elements AID GOC AID GOC AID GOC 

A. 	Credit Programs (2.0) (2.33) (2.0) (3.13) (4.00) (5.46)
 

1. Guarantee Fund 	 - 0.3 - 0.70 - 1.00 
2. Confidence Credits 0.6 0.4 0.64 0.50 1.24 0.90
 
3. Community Credits 	 1.2 0.8 1.12 0.88 2.32 1.68
 
4. Professional Credits 0.2 0.13 0.24 0.19 0.44 0.32
 
5. Marketing Company 	 - 0.7 - 0.86 - 1.56 

B. 	Technological Transfer (0.5) (0.13) (0.5) (0.17) (1.0) (0.3)
 
Activities
 

1. Production-related
 

Technological Transfer 0.5 - 0.5 - 1.0 

2. Accountancy Centers - 0.13 - 0.17 - 0.3 

Total 2.5 2.46 2.5 3.3 5.00 5.76 

1/ 1975 average 30.0 pesos = $1.00
 
/ 1976 average 35.0 pesos = $1.00
 

Disbursement of the loan is expected to start in the first semester of 1975. 
Disbursement for the credit activities should be completed by the end of 1976. 
In that the technology transfer activity being financed by the loan is con
sidered to be a two-year pilot program, following a six-month start up 
period, it is probable that disbursement for the activity -ill reqir'e twr 
and a half years after its initiation, i.e., until mid ]97'. 

GOC counterpart will come from general CFP resource:, tho oy.pectod n'orco):: 
of which are similar to those cited on Table 5, page 11. No counterpart R; 
attributed to the technological transfer activity, although CFP will he
 
financing its own overhead, and CFP clients will be paying most of the
 
cost of the program after the initial start-up.
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IV ECONOMIC AND SOCIAL ASPECTS 

A. Present Status of the Colombian Economy 

Performance of the Colombian economy currently presents a vi t/mixed picture. On one hand, economic growth performance has been quit(good, with GDP growing by more than 7% annually for the last two years,and with exports growing at spectacular rates. On the other hand, inflationhas become a serious problem during the past two years, and prices arecurrently rising at an annual rate of around 30% -- far above the rates thathave been usual .n Colombia. In addition, the government has been facedwith serious fiscal problems limiting its ability to carry out the investment program in social sectors that has been a basic tenet of its policy. 

The growth of total production during 1973 is currently estimatedat 7. 3%, up slightly from 1972 and considerably above the historical averag,.Growth was fastest in the industrial and construction sectors in 1973, thelatter sector benefitting heavily from the establishment of a savings and loansystem with -adjustment of savings for inflation in 1972. This new savingsinstrument, the UPAC, was mainly responsible for a massive increase infinancial savings in 1973 by the private sector. The agricultural sector performed poorly, with prt)duction of crops other than coffee declining slightl'from 1972 levels. This decline, due largely to bad weather conditions dur '1gthe year, was a major cause of the accelerated inflation of 1973. A substantial improvement in agricultural production is expected in 1974. 

Inflation has become mattera of serious concern during the pasttwo years. The cost of living rose by 23% during 1973, and the rate of inflation during the first four months of 1974 is several points higher than the
1973 rate for the same period. This acceleration 
of tihe rate of inflation isdue principally to the rapi.d growth of the money supply, and to the rathrfpoor performance of the agricultural sector. This growth in rnone7 suppr.was in turn due principally to the accumulation of int,-!rrnational reser,'.sresulting both frcm good export performance and large foreign borr,w.iri,by the GOC. Sincc government borrowing went into 1nternation.i r, -serves rather than into increased imports, the net effect of the borrowilngwas inflationary. The i-ole of government during 1974 is expccted to be it..,expansionary than in the several previous years, and the leveling off ofinternational reserves should allow monetary growth to be restricted.Nevertheless, ;nflation can be expected to continue to be a se.-ious conct'l-rr 
to the GOC during the next two years. 
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As a consequence of both th. fiscal problems and tihe govern
rnent's dusire to reduce inflationary pressures by c ,irtailing spenditig,
 
government investment expenditures in 1973 were cut substantially from
 
p,'ogrammed levels, 
 and declined in real terms, Prospects for 1974 are 
for a continuation of restrictions on government investment, with nominal 
expenditures expected to increase by about 20%. austerityThis need for 
during the 1973-74 period is the result of shift in government financing from 
a heavy dependence on foreign commercial borrowing to a situation where 
such borrowing is used little or not at all. This shift will be completed in 
1974, consequently investment expenditures in 1974 should again begin to 
rise Ln real terms. Nevertheless, it seems clear that major expansionno 

of governr-ent investment (sulch as occurred during the 1969-72 
period,
 
when government investment increased by 52% in real terms) is 
 likely un
le8s some s:gnificant new tax measures are enacted by the government.
 
The incoming government seems aware 
of the reed for such additional
 
taxation, but legislative approval for such 
measures is always uncertain. 

The balance of payments position of the country has improved
 
very substantially 
during the past several years, largely as the ri:Jult of
 
high commodity prices and a vigorous export promotion effort. 
 On ,. regis
tration basis, exports increased by 87% between 1971 and 1973. First 
quarter figures for 1974 indicate a further 6)% increase over the correspond. 
ing figure for 1973. Until recantly, this export boom had been acc.ompantcI 
by a relatively restrictive import policy, and international reserves con
sequently rose rapidly, increasing from $170 million at the end of 197, to 

$515 rnillloii ,t the end of 1973. Nat reserves rose another $40 million j.l 
Jaruars , 1974, stabilized during the following quarter, apparently as the
 
re ;ult .f a ntk.h more libeial import policy. This liberalization :a. '.,,
 
the for"it of rcdu .d import duties on a w'de range 
of commodities a'i h
 
lifting (, admnistive approval require.ments f,-i many comrn,-dtie, 'I h.
 
shai, ,' import. requiring prior admin .strative approval hail been re ;.:ccd
 
frorn abou 70% ";, about 
 50%. At the current rate of registration < ..,.-f,. 
tho .:ountry'.; -,LL.v-national reserves represent slightly less than .. r "cn.
irnpor ts. 

In vxicw of the rmcroeconomic situat:on currently fact-, 
Co~or. ::,L - - a'i uate levels .Nf international reserves and significoi t 
demand -n.iuccd inflation - he question of the need ard apprrpriatenf. 
of foreign . sistance must b,3 addressed The ,IsFAoO feelq that the! ,ci. 
-nary justificaoic:i, of the loan lies in its programmatic imp,-,ct. A .1,.it :,1:.i,, 
the magnitude of the loan is sufficiently small .,s I. have vc%r in'c, 
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macrooconomic implications. The loan support:; imjIOrt?,III, I ni t;l,I,-i u,: (if 
the 0G0, and ii appears probhlob l 1 1n:;oi()I 11 IM i, Uhah I a o 'i (fl fd] (I,.11 

to a bubsteniial reduction in (]OG activity In tlhi:. ;;,fn.oTr. Tf'.: reodun l.i en 

would be a necessary oonoomitant of t,1he',. :JOrO ,, ,0',11 110h0, LI, g"OvO,'1
mont is takinL; concerning credit oxpanslon. I'dVLiu.'y, It J;: nxtrijirnly 
difficult for the govornment to place seveo limitations on londing to 
powerful interests in large industry while exoanding credit for sml] 
industry. The effect of the loan would be to allow this to occur. 
Additionally, the loan would, of course, sunpport continued expans:ion of 
a very dynamic entity, the CFP, create innovative possibilities for 
transfer of technology to small industry, and improve oerations of the 
FFI.
 

Since the above analysis was prepared, Colombia ha:: elected a 
new Administration pledged to control inflation and redress income in
equality. The new Administration has just completed a series of wide
ranging. maro-economic reforms in connection with . 45-day S0tatu of 
Economic &iorgency (a constitutional device whoreA)y the Rxecutive may 
legislato on oconomic matters). Those reforms includ, budglo dorio.i I, 
roductio through reduced ;ubsidios on wheat and 'in oeX rl.::, L1nn,,,11:Olin 
taxes Ia'id oxperiditure limitations; oapittl inark, I,:; roformi i noi.ud 1ir, 
higher minimuim wage.s. The mea;u-'o.- are ininnd oor:L Ion, overdue the 
should !,,-wc a cidoi anti- iflie.:ory . npact. 'Thoy rlay al.o, un
fortuna1oly, have a damaging offect on rol growt!. 'h.us, as the 
oicrieron"t', policy makers are turning thoir attei ,ioi to dovelormont 

pro,-rams, they are especially concerned with .-timula tixcg ,mpi oymont and 
production. 'fhL small industry progr,ram of Iho CFP, wh oh a:: boon urnder 
r o, w by both AiD ,and TPRD for sveral months, ha:: booore thu focus of 
intosu interet: i thc- part of policy makers. Rho program i:; one of the 
firt vostmontk initiatives of the now Government. 

P;. fIrrae on the U. S. Ec onomy 

Thu projuct does not compote with U. S. onterprioe and is not 

oxpeteld to have a-ny adverse offects on the U.S. economy. Tn addition, 
theoloan will :i.ornice foreign h ,Vai],%Mi -1,1(1, Vi hd 
to arn ii cr)a.;: in IJ.S. exports to Colombia4. ,ii2 arA y, the oxroorc, mi
pact oi thu rrOr-.m. of contributing to the orr(aio -nd ';oolotlcoci r.ovoloprint 

of Colombia sould in the long-run provide a larger market, for Il.'2. 
exports. 

C. Penofits of the Proposed Loan 

The proposed lcan would attempt to L;thmuiA' -L, rowth and 

developmint of small and mod-Ium industrial firms, throughi Iwo principal 

not;h'.: sis: orcdit av,-.ilability and technological transr.oJ'. In both 

http:transr.oJ
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cit-oo, tho proposoti assi sotnooj would att,om pt, to t'',,.. r x ii1,o l' 
dih-orimi1nritiion utagi:,sL firui:;. iiOt, in 00;,r , I,:;mall A:: i(rj 

firm has oonuidor bi.y Ions aco s orud ti i I; 'so to i; Itu lI'11 :'(m. III 
part, this i:s simply a result of t0ho faoL W11i,h. "Io 1iIti it i.LI i 
are rolativoly lowor for largo loan.:;. liowevor, L].u i'mi-vtl, fili'tioi:i, 
structure of Colombia provides an additional irnont-i v(I to lrid to I:n.m o, 
established firms. Sinco interest ratos in tho bankng :ystom aro ad-
ministratively controlled at below market level s;,thoro !: o.::s a,!mani 
for orodit. Panks tend to handlo this excess demajnd 1,y londii' f1irst to 
the larigor customers. Wore interest rato. highor', ],'i iiin.i ovo 
find it in their intorest to borrow significantly To.,-_, 1](,'t!1 1.:igher 
orodit availabil tios for the borrowor of last r: (. 11ho :r'jP]iri'l. 
By making Additional crodit available p.ciLiJ rp'- :m.'all indu±:stry, 
tho loan is ablo to countoract the disorimination ii±heroA, initho 
oxisting system of credit rationing. 
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Discrimination against small firms in the area of technical 
and administrative know-how results primarily from the lack of an 
adequate delivery system for such information and concepts to the small 
firms. Ccnsequently, firms that are too small be be able to afford full
time specialists for these types of activities tend to obtain too little
 
assistance, both because of high 
cost and the difficulty in locating an
 
appropriate source. 
 The proposed loan attempts to establish mechanisms 
necessary t6 provide a delivery system for at least portion of the sector.a 

Given the purpose of the loan--stimiiating cd small industry throuiwi 
the elimination of sources of discrimination against such firms -- the 
question arises reasonsas to the why promotion of the development of
small and m .,dium industry is itself justified. A number of reasons. exist 
to indicate that this is an area where assistance is highly desirable.
 
First, small 
 .nd medium industry tends to be considerably more labor
intensive thar 
 reasons are not 

clear, but it 


large industry. The for this completely 
appears to be related to a significant degree to both dis

crimination 
in favor of large firms by the import-lincensing system and
 
substantially higher wages 
paid by large firms which encourage them to
 
use capital-intensive methods. The higher wages 
in turn appear to be r 
lated to monopoly power by large firms and strong unionism among work(.I-: 
of large firms. 

The firm keeps its unionized workers content by paying wages

substantially higher than market 
requirements. This increased co:st is
 
passed on to the consumer because of the firm's market 
power, and the
 
firm economizes on labor because of its high cost, 
 Because of the large

amount of capital per employee, workers in this sector tend to be quite

productive, and consequently give a productivity justification for the (;,(Jc

that their wages are 
much higher than the market. The consquence of this
 
situation is a distortion of the market for both goods 
and labor. As. ist
 
ance to small industry wo(Ad tend 
to diminish the importance of sulch dLs
tortions both tbrough assistance to firms whose production relati ,'Ishio.i 
are not distorted by such problems and additionally by increa.,ing the 
level of competitiveness within the economy. 

A second reason for promoting small and medium industry is
that it appears that the potential for increased productivity through izput;
of technical and managerial assistance is highest among this segn'cent or 
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industry. It appears to be generally the case that ',here is a wider gap

in technology and management between 
small fLrms and "arge firms in

Colombia than there is between large Colombian firms and large firms
 
in the developed countries.
 

Finally, it is felt that stimulation to small industry has d.'sirable
social implicationa. Opportunities are created for individual entrepreneurs
with limited resources, and new possibilit.es are made available to people
from poor backgrounds. In addition, the existence o' a healthy small
industry se, :or contributes to the democratization and decentralization of 
industrial Iecision-making.
 

D. Environmental Aspects
 

The proposed loan isnot expected to have any significari impact
on environmental quality. Though the loan is directed at industry, the type
of firm to be ansisted is generally involved in light manufacturing, con
sequently has no detrimental environmental impact. The sectoral distri
bution of sub-loans is expected to be similar to that of previous AIDexperience with FFI and CFP. If this is the case, then the largest share

of lending activity -- close to one-third of the total -. will be to firms
 
engaged in production of shoes, 
 clothing and textiles. The remainder would
then be spread widely among the whole range of industry, with very littleconcentration in any individual sector. About 10-15% of sub-loans can beexpected to be made to firms in sectors often characterized as potentialpolluters - - e. g. , chemical firms and minerals processors. Nevertheless, 
even these firms would tend to be small and widely dispersed, makLng any
detrimental impact on the environment min;-na]. The Loan Agreement will
include a covenant regarding environmental question8. 

E. The Role of Women 

The propotied loan is expected to have a positive impac.
opportunities Vr woirien in Colornba, 

on 
mainly through the creatiol, of new

job possibilitie., for women. Sniall and mediurn industry tends to ase 
women .nel3Li ,:>/ rore than large industry, with 30% of the labor force
being fenale compared with 24% for large industry. In addition, in thespecific induatrk,i that are expected t6'be the largest recipients of credit.
and technoickgical transfer assistance under the loan (textiles and t'loin,ng).
women ma.--,7.p a strong majority (67%) of the work force. 

http:possibilit.es
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The question of job-creation, especially in un::;killed categories.,
 
represents a much more important contribution to improved status for
 
women in Colombia than it would in developed countries. Lower-class
 
women have traditionally had no alternative to working as domestic
 
servants, usually on a live-in basis. Jobs in industry provide an alter
native to this dismal situation, and represent a major improvement in
 
the woman's status, in that she receives much higher pay, has fixed and
 
shorter working hours, the freedom to choose vhere she will live, and is
 
integrated into the productive aspect of the economy.
 

While the principal thrust of the loan is to improve the status
 
of lower-class women, women will play an important role as professional
 
workers in the institutions that administer the loan. For example, the
 
head of small lending at the second-largest branch of CFP is a woman.
 

V. CONDITIONS AND COVENANTS 

A. Prior to any AID disbursement for technology tran.;fer acti':ities, 
the CFF will submit for AID approval an organizational scheme and work 
plan for those activities. All contracts between CFP and entities providing 
technical assistance to small industry and between CFP and consultants 
related to tho technology transfer activities will be submitted to AID for 
approval.
 

B. Prior to disbursement of AID funds to the CFP, that organiz
ation will acquire management consultant services informal substance
 
mutually agreed upon by the CFP, AID and IBRD.
 

VI. LOAN ADMINISTRATION 

A. Disbursement Procedures 

1. Credit Activities - Disbursement for CFF credit activities
 
will take pla,-e in a form similar to that implemented for sector lending
 
in Colombia. AID will deposit pesos purchast.d with loan funds in a
 
special account in the Bank of the Ropuolis -hich the Treasurer of the
 
Republi- will pay to CFP through normal GOC procedures. The amount of
 
any AID disursemerit will depend on the pro', ectod needs of (!rdit
 
disbursement by the CFP during the proximate quarter', arid prior oxpondi
ture of GOC funds -.,i amounts greater than the requesteld rishir'moril
 
prior to the release of AID funds. That ik, disbursemrient will b, rwdo
 
on a p,-wi paJsu basis,but wilth AID always in tho po:;i tion of "watoih rig up"
 
with GOC expendituros. No advance will be made for crodit, activ.ti'.
 

http:activ.ti
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2. Technology Activities TheTransfer - Loan Agreement and 
Implementation Letters will specify the particular actiidtieS and item.r: 
to be loan financed. Most of these activities will ho (,arried out by the 
CFP or contracted by them. AID may reimburse CFP directly for such ez
penditures or funding will be provided through the GOC budget process ,j,:, 
indicated above.
 

Part of the funds authorized for technology transfer activ
ities may be needed 
to finance dollar costs of consultant services and
 
participant training. Expenditures for consultants and foreign training
will be paid by AID directly from loan funds on the basis of loan-financed 
PIO/Ts and PIO/f's3 or similar documentation. 

B. Loan Monitoring 

Primary responsibility for monitoring the loan implementation will 
rest with the USAID/C Urban Development Division, a::.istid by the Capital
Development and Controller -taffs. Disbursoment request will be accompuniud
by detailed reports of program activities which shall serve a.: tho hasi,: 
managemunt review tool. Qualitative progress will 1e reviewed through 
periodic field inspections. 

C. Evaluation
 

This project shall be evaluated at least annually during the dis
bursement period (;reforrably at or near the anniversary date of the loan)
plus at le3,ft one follow-up evaluation approximately 2 years subsequent to 

ev-Ucation endeavor measure overallthe TDD. The will to in terms progress
toward -uit, otojectivos of the loan. The evaluation will be based on a group
of pr.reSS and e.nd of project indicators, properly targeted, similar to
t'ose provided below. Such targets will be developed during the negotiation
stage of the loan and will be incorporatod in t he Loan Agreement and/or4s,ubs~~u~o~t . inrii. mtation Letters. In addition, it will probably be desir
ble to d,ovei'j, t survey or other appropriate means to ascertain the
 

aemcptanc,e ,and value of the technological transfer organization and
 

icontemplated thoset ]. that evalunti ons will K. arried out
 
.Jainci..7 by tho Governm'ent of Coi ombia 
 and the Mi, sion, plus such out:Irl, 
expert s:sista nce a: the evaluation team may eon,.idfdr neso:.sary ard 
appropri:.tto . Th, 'ovornment of Colombia ,c,.epts r',ponsibhl ,:/ 1'er Ilio
 
coi.taction )f the .';itanec-en:,sary to rormilt 
 the arnnIial rv iw o ' thoi roirl::e:
 
ind iators.
 

The flow ing are repre:sentative indicators of the typo which
might be utillizo for the annual evaluation exercise. 
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1. CFP Institutional Development
 

Average administrative costs X pescs or less per loan.
 
Average administrative costs X pesos per 100,000 pesos loaned.
 
Loan delinquency rate 
(X days or less) not exceeding Xo of
 

regular portfolio.
 
Loan delinquency rate (X days less) not exceeding Xo of
or 

loan-financed special portfolio. 
Loan default rate (over X days) not exceeding XIo of regular 

portfolio.
Loan default rate (over X days) riot oxcoe.dir,g X%. o' Ioan

financed special portfolio. 
Avorage processing timo (roqu ::,/a ripi,, arid ',I,'v I/1 1 ii r: ,,

mont) for regular portfol i not oxoiodinig X dy:'.
Avor,age processing time (request/approva I. 'tidpov, I/dl:;bur::o

ment) for loan-financed portfolio not exceeding X days. 

2. CFP Employment Creation
 

New CFP loans totalling X pesos in CY 1975.
 
New CFP loans totalling Y pesos in CY 1976.
 
One new job created per Y pesos loaned under CFP program.
 
Confidence Credits totalling 10 million pesos in CY 1975.
 
Confidence credits totalling 20 million pesos in CY 1976.
 
Confidonco Credits result in 270 jobsnew in CY 1975.
 
Confidence Credits result in 500 new jobs in CY 1976.
 
Community Credits totalling 15 million pesos 
in CY 1975. 
Community Credits totalling 30 million pesos in CY 1976. 
Community Credits resulting in 300 new jobs in CY 1975. 
Community Credits resulting in 550 now jobs in CY 1976. 
ProfossionalCredits totalling million in5 pesos CY W1.5.
Pr,jssional Credits totalling 7 mi Iio po:;oz in CY 1')76.
Profe.:sional Credits resulting in 100 new ,Job,; in CY 9/7!,. 
Professional Credits resulting in 120 now jobs in CY 19'76. 
Marketing Company has X clients by end CY 1975
 
MarKeting Company hias Y clients by end CY 1976. 

3. Teohnological Transfer 

x% of TT activity (Production Technology, Accountancy Center, 
Marketing Company) financed by proposed loan independent of 
OFF productioni credit activities 

Accountancy Center, has X ,A.ients by end CY 1975
 
Accountancy Cente:' haL; Y clients by 
 ejn. CY 1976.
 
Production 'TechnoJ.ogy Or-. has X ,'lient:; by end CY 
 1975.
 
Production, Tochnology 
 Org. has Y rlients by end CY 1976. 
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VII. ISSUES 

A. Technical Assistance Fund 

AID has considered including capitalization of a fulni in th,

CFP for loans for technical assistance purchased by small and medium
 
industry. Such a fund is nocessary (see consultants coport, Ariex I1).

Tho IBRD is Including $500,000 for such a fund 
 in th, loan it is cur'ontl v 
disoussing with the CFP, thereby raking AID ft -irls for thi:.; purpose unneces
sary at this time. 

P, Evaluation Criteria 

The criteria for sub-loans used by CFP cur.reLtly ussr, the:
 
omployment generation effects of the sub-loan-. ONi ,ri tor]i, will be
 
maintainad. The evaluation of effectiveness of oredit will A, based oil
 
examination of social security records 
 before and after londing. 
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CHECKLIST OF STATUTORY CRITERIA 
(Alliance for Progress)
 

The following abbreviations are used:
 

FAA - Foreign Assistance Act of 1961, as amended.
 

FAA, 1973 - Foreign Assistance Aot-of 1973
 

App. - Foreign Assistance and Related Programs Appropriation Act, 2974
 

MMA - Merchant Marine Act of 1936, as amended.
 

BASIC AUTHORITY 

I 	 FAA 8 103; 8 104; 8 105; 
8 106; 8 107. Is loan being made 

(d) to solve economic and social development problems in the field
 
of small and medium industry.
 

COUNTRY PERFORMANCE 

Progress Towaras Country Goals
 

"AA :.f iA. 8 8 ;!h] (b) 

A. 	 hi,,;oribi ox trnl. to whloh country is: 

(I) Making appropriate efforts
 
to inorgase food production and
 
improve means for food storage
 
and distribution.
 

Colombia is making appropriate efforts through its Office f 
Agricultural Planning, Institute of Agricultural Marketing, 
Institute for Development of Natural Renewable Resources, and 
the Colombian Agricultural Institute. These efforts are more 
fully described in Parts One and Two of the FY 1972 Agricultural
 
Sector Loan Paper.
 

UNCLASSIFIED 
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(2) Creating a favorable climate
 
for foreign domestic private
 
enterprise and investment.
 

With respect to domestic private investment a favorable
 
climate has been maintained and investment continues at a
 
respectable rate. With respect to foreign private invest
ment, some enterprises, which might possibly fall within
 
the restrictive provisions of the Andean Code, may have
 
been deterred by the uncertain legal status of the Treaty of
 
Cartagena and the Andean Code from investing in Colombia:
 
but the amount of investment, if any, so deterred is a matter
 
of speculation.
 

(3) Increasing the public's role
 
in thE developmental process.
 

The public's role in the development process is clearly
 
being increased, as witnessed by the programs instituted by
 
the Colombian Government under this loan and other programs
 

also assisted by A.I.D. loans, entailing substantial increases
 
in the financing of eduoatiuiand of credit to small and medium

sized farmers.
 

(4) (e) Allocating available budgetary
 

resources to development.
 

Iho Ml.slon has concluded that Colombia's investment in the
 
four orucial sectors of the economy concerned with overall
 
development is both 'reasonable and feasibla"
 

(b) Diverting such resources for
 

unnecessary military expenditure and
 
interver.tion in affairs of other free and
 
independent nations (See Item 10).
 

It is considered that some expenditure for modernization of 
Colombia's armed forces is justifiable. 

Colombia is not intervening in the affairs of other free and 
independent nations. 

UNCLASSIFIED
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(5) Making economic, social, and
 
political reforms such as tax collection
 
improvements and change in land tenure
 
arrangements, and making progress toward
 
respect for the ful. of law, freedom of
 
expression and of the press, and recog
nizing the importance of individual
 
freedom, initiativa, and private enter
prise.
 

Colombia, with the assistance of the Mission, has embarked
 
on a program of substantially improving tax collection pro
oedur s, which has resulted in increased fiscal revenues
 
(see Sect. III A). Colombia's program of land reform is
 
di.3cussed in detail in Parts One and Two of the 1972
 
Amicultural Sector Loan Paper. The developmeitt plans of the
 
GJC recognize the importance of individual ini iative and
 
private enterprise. Individual freedom of press, speech and
 
religion oontinue.
 

(6) Adhering to the principles
 
of the Act of Bogota and
 
Charter of Punta del Este.
 

Colombia is adhering to the principles of the Act of Bogota
 
and the Charter of Punta del Este.
 

(7) Attempting to repatriate capital
 
invosnt.d in other countries by its
 
own c.iti:cons.
 

Und,,r tho 1!967 Foreign Exchange Statute, Colombian nationalr 
were to repatriate demand and time deposits.by mid-1967, upr. 
their sale, and no Colombian national was to invest abroad 
without the prior approval of the Department of Planning. 
During 1967 it is estimated that up to $50 million was re
patriated. No data are available for later periods. 

(8) Otherwise responding to the vital
 
economic, political, and social concerns
 
of its people, and demonstrating a clear
 
determination to take effective self
help measures.
 

UNC LASSIFIED
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The GO is undertaking effective self-help inmeasures resDorv'e" 
to vital concerns of its people.
 

B. 	Are above factors taken into account in
 
the furnishing of the sbbject assistance?
 

Yes.
 

Treatment of U.S. Citizens by Recipient Country
 

3. 	FAA 8 620 (c). If assistance is to
 
government, is the government liable
 
as debtor or unconditional guarantor on
 
any debt to a U.S. citizen for goods or
 
servious furnished or ordered where (a)
 
such citizen has exhausted available legal
 
remedies and 
(b) debt is not denied or
 
contested by such government?
 

Acocrding to the best information available, Colombia is not known
 
to be so indebted.
 

4. 	FAA 0 620 (e) (1). If assistance is to 
a government, has it (including government
 
agencies or subdivisions) taken any action
 
which has the effect of nationalizing, ex
propriaLing, or otherwise seizing-ownership
 
or nontrol of property of U.S. citizens or
 
ont.tin:- bonefioially owned by them without
 
taking steps to discharge its obligations
 
toward such citizens or entities?
 

No such action is known to have been taken.
 

5. 	FAA 6 620 'o). Fishermen's Protective
 
Act. S@c. 5. if country has seized, or
 
imposed any penailty or sanction against,
 
any U.S. fishing vessel on account of its
 
fishing activities in international waters.
 

Apart f.'om 
an incident which occurred in 1967, which was satisfac
torily resolved, no such seizure, penalty or sanction has vi*iurrcd.
 

UNCLASSIFIED
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a) Has any deduction required by
 

Fishermen's Protective Act been made?
 

N.A.
 

b) Has complete denial of assistance
 
been considered by A.I.D. Administrator?
 

11. A. 

Relations with U.S. Government and Other Nations
 

6. 	FAA 8 620 (a). Does recipient country
 
furnish assistance to Cuba or fail to
 
take appropriate steps to prevent ships
 
or. aircraft under its flage from carrying
 
cargoes to or from Cuba?
 

Colombia does not furnish assistance to Cuba and has taken appro
priate steps to prevent its flag carviera from oarrying cargoes
 
to or from Cuba.
 

7. 	FAA 8 620 (b). If assistance is to a
 
government, has the Secretary of State
 
determined that it is not controlled by
 
the international Cbmunist movement?
 

Yo;. 

8. 	 F'AA N 3) , f assLtanoo i! for any 
prvluo'dt.1vo tit.orpri3e which will compete 
In tie Ullited Statds with United States 
enterprise, is there an agreement by the 
recipient country to prevent export to 
the United States of more than 20% of the 
enterprise's annual production during the 
life of the loan? 

Loan funds will not finance any production enterprise whlch w?;*,
 
directly compete.
 

9. 	FAA 8 620 (f). Is recipient country a
 

Communist country? 

No.
 

UNCLASSIFIED 
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10. 	 FAA 8 620 (i). Is recipient country
 
3n any way involved in (a) subversion
 
of, or military aggression against, the
 
United States or any country receiving
 
U.S. assistance, or (b) the planning of
 
such subversion or aggression?
 

No.
 

11. 	FAA 9 620 (j). Has the country per
mitted, or failed to take adequate 
measures to prevent, the damage or
 
destruction, by mob action, of U.S.
 
property?
 

Colombia is taking adequate measures to prevent such damage or 
destruction.
 

12. 	FAA 8 620 (1). If the country has
 
failed to institute the investment
 
guaranty program for the specific
 
risks of expropriation, in convert
ibility or confiscation, has the A.I.D.
 
administration within the past year con
sidered denying assistance to such
 
government for this reason?
 

'ho C00
signed an investment guaranty bilateral agreement
 
19i;3, and has cooperated in implementing the guaranty progr::: 'o 
date. However, the agreement has not been ratified by the
 
Colombian Congress. For this reason, the "Administrator's
 
Determination" under which the program has operated was not re
newed upon its expiration on December 31, 1970. OPIC currently
 
is studying the question of whether to continue the program in
 
Colo-bia. Pending this study, the Mission recommends aeain;:t
 
denying assistance.
 

13. 	 FAA 8 620 (n). Does recipient country
 
furnish goods to North Viet-Nam or permit
 
ships or aircraft under its flag to carry
 
cargoes to or from North Viet-Nam?
 

No.
 

UNCLASSIFIED
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14. 	 FAA 8 OP¢ (q), Is the government of
 
the recipient nountry in default on
 
interest or principal of any A.I.D.
 
;oan to the country?
 

No.
 

15. 	FAA 3 620 (t). Has the country severed
 
diplomatio relations with the United
 
States? If so, have they been resumed
 
and have new bilateral assistance agree-

M3nts been negotiated and entered into
 
since such resumption?
 

No.
 

16. 	 FAA d 620 (u). What is the payment
 
status of the country's U.N. obligations?
 
If the country is in arrears, were such
 
arrearages taken into account by the A.I.D.
 
Administrator in detormining the current
 
A.I.D. Operational Year Budget?
 

Colombia is not delinquent.
 

17. 	 FAA 8 481. Has the government of
 
recipient country failed to take
 
adequate steps to prevent narcotic drugs
 
and other controlled substances (as de
fined by the Comprehensive Drug Abuse
 
Prevention and Control Act of 1970) pro
duced or processed, in whole or in part,
 
in such country, or transported through
 
such country, from being sold illegally

within the jurisdiction of such country
 
to U.S. Government personnel or their
 
dependents, or from entering the U.S. un
lawfully?
 

rbe Government of Colombia has been made aware of the problcm n
 
narootic drug trafficking and has initiated measures deo;gnod t
1,

inhibit snuch trafficking. fhe President has designated Lh,:
 
Ministor of Justice as overall coordinator. The Pro;urioi.
 

UNCLASSIFIED
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General also has oversight responsibility through the Judicial
 
Police. Seizures of narcotic drugs in the past twelve months
 

have been substantially above earlier periods. The GOC has
 
sponsored or participated in a number of inter-governmental,
 
intragovernmental and public/private seminars, which have
 

served to increase awarenes- generally and improve technical
 

capacity of law enforcement officials. Staff of control
 
agencies are being trained in narcotics interdiction. Assist

ance and advice of the USG in these respects has been solicited,
 

provided and utilized.
 

18. FAA, 1973 5 29. Tf (a) military base is 

located in recipient country, and was con
structed or is being maintained or operated
 
with funds furnished by U.S., and (b) U.S.
 

personnel carry out military operations from
 

such base, has the President determined that
 

the government of recipient country has
 
authorized regular access to U.S. correspond

ents to such base? 

N.A.
 

Military Expenditures
 

19. FAA 5 620 (s). What percantage of country 
budget is for military expenditures? How 

much of foreign exchange resources spent on 

military equipment? How much spent for the 
purchase of sophisticated weapons systems? 
(Consideration of these points is to be co

ordinated with the Bureau for Program and 
Policy Coordination, Regional Coordinators 
and 'ilitary Assistanoe Staff (PP/RC). 

(a) Military Expenditures as percentage of total budget: In CY 

197l, 10.4 percent of appropriated funds. In CY 1972, 11.1 per
cent of approved budgot; actual expenditures 10.5% of appro
priated funds. ln CY 1973 it has been proposed that 9.21 of 
thq budget go to the Ministry of Defense (including police 
forces). 

UNCLASSIFTED 



ANNFX I
 
t'xhibit 1 P'age 9 of .!
 

(b)Foreign Ihxchange Expenditures for Military Equipment: Tn
 
CY 1971 the G4OC assumed commitments for foreign exchange ex

peditures of US$91 million. Given that most of the acquisition::
 

are being financed with credit over 8 to 10 years. actual appro

priations for foreign exchange expenditures in 1971 were U.'. 

million. In 1972, foreign exchange expenditures did not exceed 

$10 million dollars, a figure which is expected to be repeated 

in 1973. 

(c) Foreign Exchange Expenditures for Sophisticated Weapons: 

Of the foreign exchange totals above, the following ere the 

amounts ralttud to purchase of sophisticated weapons, i.e., 

Mirage jets; 1971-commitments of US$41 million and actual ex

penditures of US$8 million; 1972 no new commitments and actual 

expenditures of US$8 million. In 1973 the Mission anticipates 

no new commitments and estimated actual expenditures of US$7 

mill on. 

CONDITIONS OF THE LOAN
 

General Soundness
 

20. 	 FAA 6 201 (d). Information and
 
conclusion on reasonableness and
 

legality (under laws of country and
 

the United States) of lending and
 

relending terms of the loan.
 

11t,Lun of tLh proposed loan are consistent with the laws of 

Colombla and the United States and are not excessive or 'in

rasonable for the Borrower (See Section III). 

21 	 FAA 8 251 (b)(2); 8 251 (e). 
Information and conclusion on 

activity's economic and technical 
soundness. If loan is not made Pur
suant to a multilateral plan, and the 

amount of the loan exceeds $100,000,
 

has country submitted to A.I.D. an
 
applioation for such funds together with
 
assurances to indicate that funds will
 

be used in an economically and technically
 
sound manner?
 

UNCLASSIFIED
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The project is economically and technically sound. The OC
 
has submitted an application for the proposed loan and the
 
Miosicn has been provided sufficient information and assurances
 

to indicate reasonably that the funds will be used in an
 

economically and technically sound manner.
 

22. 	 FAA 8 251 (b). Information and
 
conclusion on capacity of the
 
country to repay the loan, in
cluding reasonableness of repay
ment prospects.
 

The terms of the proposed loan are such that there are reason

able 	prospects for its repayment. (Section III)
 

23. 	FAA 8 251 (b). Information and
 
conclusion on availability of
 
financing from other free-world
 
sources, including private sources
 

within the United States.
 

The IBRD, IDB and Eximbank have been advised of this proposed
 

loan and have indicated that they are not interested in financ
ing the program (see Section III). The sector loan is not
 

suitable for financing by private financial institutions.
 

"14. 	 I-AA 0 OL, i)( ). Prior to 
,divning of tLLI, w1*11 there be 
(n) 3n I i or Ig, f tIrnnOifil, 1d
 

ut,hir plans neooonnry to carry
 
out the assistance and (b) a
 
reasonably firm estimate of the
 

cost to the United States of the
 
assistance?
 

Yes. This loan is of the intermediate credit institution ty:re.
 

Previous experience with tho implementing agencies permit.,
 
confidence that the cost estimates are accurate.
 

25. 	 FAA 8 611 (a)(2). If further
 
legislative action is required within
 
recipient country, what is the basis
 
for reasonable expectation that such
 
cotion will be completed in time to
 

permit orderly aocomplishment of
 

purpose of loan?
 

UNCLASSIFIED
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No further legislation is required except for the yearly
 
Budget Law which is normally approved by the end of each CY. 
Based upon past performance, there are reasonable ex;-ectatioi 
that the necessary Budget Laws will be enacted and that the 
law or amendments thereto will contain the amounts scheduled 
'to be contributed by the CGOC.
 

26. 	 FAA 8 611 (e). If loan is for Capital
 
Asslstanc4 and all U.S. assistance to
 

project now exceeds $1 million, has Mission
 
Director certified the country's capability
 

effectively to maintain and utilize the
 
project?
 

Yes. See Director's certific.ate.
 

Loan'li Relationship to Achievement of Country and Regional Goals
 

27. 	FAA J 2Q7; 6 251 (a); 8 113
 
Extent to which assistance reflects
 

a-ppropriato emphasis on; (a) encouraging
 
development of democratic, economic,
 
political, and social institutions:
 
(b) self-help in meeting the oountry's
 

food needs; (o) improving availability of
 
trained manpower in the oountry4 (;,)rro
grams desigfned to ineet tl:e country's ;iealth
 
needs; (u) other important areas of economic,
 
politioal, and social development, including
 
'ndustry; free labor unions, oooperat~ves,
 
and Voluntary Agencies; transportatioi, and
 
communication; planning and public adminis
tration; urban development, and modernization
 
of existing laws; or (,) in'egrating women
 
into the recipient country's national economy.
 

a) T ho devoloTrent of t'ie smrall aid medium .,ndustr, bpc,.(:" 
in Colombiu is clearly a reflection of Cc2ombla's de,en. . ." 
smphasis on building economic, democrati- ana social .ns2,.-'... 
tions (see also Sectiomi III C) 

UNC LASS IFIED 
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b) N.A. 

a) Training of small and medium industry entrepreneurs ic 
a
 
component of the loan (see Section II A)
 

d) N.A. 

e) One of the purposes of the loan is improved planning and
 
administration of industry.
 

f) Section IV E of this paper covers this topic.
 

28. 	 FAA 8 209. Is project susooptibel of
 
Gxeoution as 
part of regional project?

If so why is project not so executed?
 

No.
 

29. 	 FAA 8 251 (b)(3). Information and
 
conclusion on activity's relationship
 
to, and consistency with, other de
velopment activities, and its contri
bution to realizable long-range ob
jsotives.
 

The loan activities relate directly to and are consistent with
other seotoral and specific development activities contained In
the overall Colombia 1972-74 Social and Economic Development
)')an. Tho loan program is consistent with recommendations of
tho Consultative Group for Colombia as 
expressed most recently 
on February 29, 1972. 

30. 	 FAA 0 251 (b)(7). Information and 
conclusion on whether or not 
the
 
activity to be financed will contri
bute to the achievement of self
sustaining growth.
 

See comment under Item 29 above.
 

31. 	 FAA 8 209; 0 251 (b)(8). Information
 
and conclusion whether assistance will
 
enoourage regional development programs,

and contribute to the economic and
 
politioal integration of Latin America.
 

UNCLASSIFIED 
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Loan has no direct bearing on achieving such integration.
 

32. 	 FAA 8 251 (g); 8 ill. Information
 
and conclusion on use of loan to
 
assist in promoting the cooperative
 
movement in Latin America.
 

N.A.
 

33. 	 FAA 6 .251 (h). Information and
 
conclusion on whether the activity
 
is consistent with the findings
 
and recommendations of the Inter-

Amorican Committee for the Alliance
 
for Progress in its annual review of
 
national development activities.
 

This 	loan is consistent therewith.
 

34. 	 FAA 8 281 (.). Describe extent to 
which the loan will contribute to 
the objective of assuring maximum 
participation in the task of economic 
development on the part of the people
 
of the country, through the encourage
mont of donmocratio, private, and local
 

n ,,,~'r,.II iI on::.,, nn ti tut 

:'si. lo, iV it,,,,,, ' oitl nl,:: ithe oxpeoted impaot of' th.h)l' ,ri, 
oin t.let peil,]o of (&:oomnlh a, ittd oonol.udes that it wi l 1 
ittJoi)patlon by the populace in the development prccos.. 

35. 	 FAA 8 281 (b). Describe extent to 
which program recognizes the particular 
needs, desires, and capacities of the 
people of the country; utilizes the 
country''s intelectual resources to 
ercourage institutional developmenA;
 
and supports civic education and train
ing in skills required for effective
 
Darmicipation in govern,ental and
 
political processes essential to self
go';ernment. 

UNCLASSIFIED
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Section I A of this loan paper describes the need for

assisting small and medium industry in Colombia. 
A portion

of the funds made available under the loan will be used to
train personnel concrned with management and planning,

which will serve 
to encourage institutional development.
 

36. 	 FAA 8 601 (a). Information and
 
conclusions whether loan will
 
encourage efforts of the country
 
to (a) increase the flow of inter
national trade; 
(b) foster private
 
initiative and competition; (o) en
courage development and use of 
co
operatives, credit unions, and
 
savings and loan associations; (d)
 
discourage monopolistic practices;
 
(e) improve technical efficiency of
 
industry, agriculture, and commerce;
 
and (f) strengthen free labor unions.
 

a) The loan will inoreasp the flow of international trade b.,

making froe dollars available tO the G0C with which it can
continue a substantial importation of necessary goods. 
 (See

Section TV)
 

h) The loan will foster private initiative and competitior

materially helping the small and medium industry seotor'.r:
 
pt'odictLi vi .1y. 

u) N.A. 

d) N.A. 

e) One of the purposes of the loan is to strengthen the
technical efficiency of small and medium-size industry.
 

f) N.A. 

37. 	FAA 8 619. If assistance is for newly
 
independent country; 
is it furnished
 
through multilateral organizations or
 
plans to the maximum extent appropriate?
 

N. A. 

UNCLASSIFIED
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Loan's Effect on U.S. and A.I.D. Program
 

38. 	 FAA 8 251 (b)(4) 8 102. Infoymation
 
and conclusion on possible effects of
 
loan on U.S. economy, with special
 
reference to areas of substantial labor
 
surpns, and extent to which U.S. com
modities and assistance are furnished
 
in a manner consistent with improving
 
the U.S. balance of payments position.
 

The Mission does not contemplate any adverse effect on U.S.
 
economy.
 

39. 	 FAA 8 252 (a . Total amount of money
 
under loan which is going directly to
 
private enterprise, is going to
 
intermediate credit institutions or
 
other borrowers for use by private
 
enterprise, is being used to finance
 
imports from private sources, or is
 
otherwise being used to finance pro
curements from private sources.
 

For all practical purposes all of the loan funds will go to 
intermediate credit institutions for use by private borrowers. 
No procurement is anticipated. 

40. 	 FAA8 601 (b). Information and con
elusion on how the loan will encourage
 
U.S. private trade and investment
 
abroad and how it will encourage private
 
U.S. participation in foreign assistance
 
programs (including use of private trade
 
channels and the services of U.S. private
 
enterprise). (see 11tem 39 above.)
 

(See 	Section IIrB)
 

41. 	 FAA 8 601 (d). If a capital project, are 
engineering and pi-ofessional services of 
U.S. firms and their affiliates used to
 
the maximum extent consistent with the
 
national interest?
 

UNCLASSIFIED
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Not a capital project.
 

42. 	FAA 8 602. Information and conclusion
 
whether U.S. small business will parti

cipate equitably in the furnishing of
 
goods and services financed by the loan.
 

See item 39 above.
 

43. 	 FAA 8 620 (h). Will the loan promote
 
or assist the foreign aid projects or
 
activities of the Communist-Bloc
 
countries?
 

No.
 

44 	 FAA 8 621. If Technical Assistance is
 

financed by the loan, information and
 

conclusion whether such assistance will
 
be furnished to the fullest extent
 

practicable as goods and professional
 
and other services from private enter

prise on a contract basis. If the
 
facilities of other Federal agencies will
 
be utilized, information and conce.,sion
 

on whether they are particularly suitable,
 

nro not competitive with private enter
pri::e, and can be made available without
 
,,rdid I ntorference with domestic programs.
 

';,oi i tomn ') above. 

Loan's Compliance with Specific Requirements
 

45. 	 FAA 8 110 (a); 8 208 (e). Has the
 

recipient country provided assurance
 
that it will provido at least 25% of
 

the cost of the program project, or
 
activity with respect to which the Loan
 

is to be made?
 

Yes. See Section III.
 

UNCLASSIFIED
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46. 	 FAA 8 112. Will loan be used
 
to finance police training or
 
related program in recipient
 
country?
 

No.
 

47. 	 FAA 0 114. Will loan be used to
 
pay for performance of abortions
 
or to motivate or coerce persons
 
to practice abortions?
 

No.
 

48. 	FAA 8 201 (d). Is interest rate
 
of loan at least 2% per annum
 
during grace period and at least
 
3% per annum thereafter?
 

Yes.
 

49. 	 FAA 8 604 (a). Will all commodity
 
procurement financed under the loan
 
be from the United States except as
 
otherwise determined by the President?
 

No commodity procurement is anticipated.
 

50. 	 FAA 8 604 (b). What provision is made
 
to prevent financing commodity procure
ment in bulk at prices higher than ad
justed U.S. market price?
 

N.f..
 

51. 	 FAA 8 604 (d). If the cooperating
 
country discriminates against U.S.
 
marine insurance companies, will loan
 
agreement require that marine insurance
 
be placed in the United States on com
modities financed by the loan?
 

Goods to be financed under the proposed loan will be 1.uechasod 
on a CIF basis with the responsibility for the purchase of 

UNCLASSIFIED
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marine insurance being left to the exporter. 
The loan aproe
mont 	will contain such a clause.
 

52. 	 FAA 5 604 (e). If offshore procurement

of agricultural commodity or product is
 
to be financed, is there provision

against such procurement when the domes
tic price of such commodity is less than
 
parity?
 

N.A.
 

53. 	 FAA 6 604 (f). If loan finances a
 
commodity import program, will
 
arrangements be made for suppier
 
certification to 
A.I.D. and A.I.D.
 
approval of commodity as eligible
 
and suitable?
 

N..A.
 

54. 	 FAA 8 608 (a). Information on
 
measures to be taken to utilize U.S.
 
Government excess 
personal property in
 
]ieu of the procurement of new items.
 

Tho loan agreement will contain a provision enjoining Iorrowor.Iom 	11... oxoous property under appropriate ciroumsi.a,c,,g:. 

bb,. 	 WAAI'I. (9;Ap. 8 101. I loan
 
1.1l1ft oi or
WfLI.ul, whter-related land 
re'jouroe construction project or pro
gram, is there a benefit-cost comput
ation made, insofar as practicable, in
 
accordance with the procedures set
 
forth in the Memorandum of the
 
President dated May 15, 1962?
 

N.A. 

56. 	 FAA 8 611 (q). If contract for con
struction are to be financed, what
 
provision will be made that they be

let on a competitive basis to maximum
 
extent practicable?
 

UNCLASSIFIED
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Colombian law so requires.
 

57, 	 FAA 8 612 (b); 0 636 (h). Describe
 
steps taken to assure that, to the
 
maximum extent possible, the country
 
is contributing local currencies to
 
meet the cost of contractual and other
 
ser'vices, and foreign currencies owned
 
by the United States are utilized to
 
meet the cost of contractual and other
 
servioes.
 

The GOC is financing over half of the cost of the program for
 
which this loan is made; this financing includes the cost of
 
contracting and other services. No.U.S.-owned foreign excess
 
currency is available for these purposes.
 

58. 	 App. 8 113. Will any of loan funds be used
 
to acquire currency of recipient country
 
from non-U.S. Treasury sources when excess
 
currency of that country is on deposit in
 
U.S. 	Treasury?
 

No. 

59. 	 FAI 8 612 (d). Does the United States own
 
excess foreign currency and, if so, what
 
arrangements have been made for its release?
 

No.
 

60. 	 FAA 0 620 (g). What provision is there
 
against use of subject assistance to
 
compensate owners for expropriated or
 
nationalized property?
 

Loan 	Agreement will not permit such use.
 

61. 	 FAA 8 620 (k). If construction of 
productive entorprise, will aggregate
 
value of assistance to be furnished by
 
the United States ezeed $100 million?
 

N. A. 

UNCLASSIFIED
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62. 	FAA 6 636 i). Will any loan funds
 
be used to finance purchase, long
term lease, or exchange of motor
 
vehicle manufactured outside the
 
United States, or any guaranty of
 
such a transaction?
 

No.
 

63. 	 App. 8 103. 
 Will any loan funds be
 
used to pay pensions, etc., for
 
military personnel?
 

No.
 

64. 	 App. 8 105. 
 If loan is for capital
 
project, is there provision for A.I.D.
 
approval of all contractors and con
tract terms?
 

Yes.
 

65. 	A P. 8 107. Will any loan funds be
 
used to pay U.N. assessments?
 

No.
 

66. 	 App. 8 109. Compliance with
 
regulations on employment of U.S.
 
and local personnel. (A.I.D.
 

Regulation 7).
 

N.A.
 

67. 	 App. 0 110. Will any of loan 
funds be used to carry out pro
visions of FAA Seas. 209 (d)and 251 (h)?
 

Such 	is not anticipated.
 

68. 	App. 8 114. Describe how the Committee
 
on Appropriations of the Senate and
 
House have been 
or will be notified
 
concerning the activity, program, pro
ject, country, or other operation to be
 
financed by the Loan.
 

UNCLASSIFIED
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By the congressional prosentatio, - Fiscal Year 1974, ]ago 1:8,, 
and by letter February, 1974. 

69. 	 App. 5 601. 
 Will 	any loan funds be
 
used for publicity or propaganda
 
purposes within the United States
 
not authorized by the Congress?
 

No.
 

70. 	 MMA 8 901 (b); FAA 6 640 (o). 
!a) Compliance with requirement that 
at least 50 per centum of the gross 
tonnage of commodities (computed 
separately for dry bulk carriers, dry
 
cargo liners, and tankers) financed with
 
funds made available under this loan
 
shall be transported on privately owziud
 
U.S. 	flag commercial vessels to the ex
tent that such vessels are available at
 
fair and reasonable rates.
 

Loan agreement will contain a provision in compliance with thf,
requirement.
 

(b) Will grant be made to loan recipi,!.t
 
to pay all or any portion of such differ
ential as may exist between U.S. and
 
foreign-flag vessel rates?
 

No.
 

UNCLASS IFIhED
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CERTIFICATION PURSUANT TO SECTION 611 (e) OF THE 
FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED 

SUBJECT: COLOMBIA - Capital Assistance - Small and Medium Industry 
Development Loan 

Having taken into account, among other things, the maintenance and 
utilization of projects in Colombia previously financed or assisted 
by the United States, I certify hereby that in my judgment Colombia 
has the financial capability and the human resources (when supple
mented by the specific external technical assistance to be required 
under the proposed loan) to maintain and utilize effectively the 
proposed Small and Medium Industry Development Loan. 

This judgment is based primarily on the facts developed in the 
Capital Assistance Paper for the proposed loan of $5. 0 million, and 
the manner in which the various Colombian government agencies 
scheduled to receive funds under the loan have utilized resources 
provided by the United States Government on prior occasions. 

William A. Ellis 

Date 
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BA CKGROUND 

The basic concept for the Small and Medium Industry Development Loan 

has been described in the Intensive Reyiew Request dated April, 1974. 

As a follow-on to an earlier Georgia Tech. study, the 

purpose of this report is to recommend an organizition and implementa

tion plan which will facilitate the administration of technical assistance 

services as an adjunct to the loan program. In addition, recommenda

tions are included regarding organizational relationships, particular 

areas of program emphasis, special factors affecting technical services 

in the field, staffing requiremlents, functional responsibilities of the 

various organizations, and an initial cost estimate for the program. 

A brief statement is appropriate to describe the rationale for the 

recommendations contained within the report. The team membership 

itself is an obvious factor. The four-man group is composed of a 

representative of the Office of Science and Technology/TA/OST (AID/W); 

a representative of Georgia Institute of Technology; a special consultant 

experienced in the field of both finance and industry; and a special 

consultant whose background includes the development of technical 

assistance service and current responsibilities in banking and related 

financial activities. The orientation of the-team has therefore been 

one of practical experience in the administration of field technical 

assistance - and a particular concern for developing a program which 

will in fact leave maximum impact. 

In shaping its Tecommendations, the team has been understandably 

sensitive to the current roles of the various organizations now operating 

both in the lending and technical assistance areas. The mix of industry 

in Colombia, its geographical distribution, and the level of technical 

sophistication are also factors affecting the design of the proposed 

program. Clearly, a major difficulty in any such effort inoLves the 

staffing and training of qualified personnel. There are operational 

controls to be established, efficient procedures to be defined, and, as 

a pivotal factor, realistc policy guidelines which provide for effective 

loan administration and loan protection. In the last analysis, the 

program concept described within the Report is intended to represent 

a mechanism which will involve all appropriate organizations in their 

most effective roles. 

RECOMMENDATIONS 

The basic organizational structure is illustrated on page 3. In summary 

form with details contained in subsequent portions of the report, the 
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,ollowing activities are key elementsin the recommended structure: 

1. 	 FFI should continue its basic rediscount function but improvements 
in its internal operational procedures are essential. 

2. 	 CFP is given a pivotal role in the structure. The organization has 
established credibility as an aggressive, imaginative agency with 
a history of support for technical assistance. Its past history
and future potential have attracted the attention of the World Bank 
and other organizations. It is the logical vehicle for the coordina
tion of the lotal program. By any other name, it is a develop
ment bank. The propos*l, does not preclude the later involvement 
of other banks, but at least as a starting point, CFP should be 
the primary agency for the program administration. 

3. 	 The Marketing Development Company already contemplated by the 
CFP is included as a means of improving the marketing effective
ne,,s of small to medium industry. 

4. 	 The concept envisions that the loan funds will be distributed (on a 
basis determined) pools: to be into two Base loans for operat
ing capital and other purposes and technical assistance loans 
which can be drawn down on as appropriate for the specific tech
nical assistance required and which will gertrate incomxe 'o 
compensate ultimately the offor administration technical assistance 
services. 

5. 	 The technical assistance loan fund be of the twowill one functions 
which will be supervised by a new official to be added to the 
organization. His other responisibility will be that of directing
the work of the technical assistance staff and monitoring relation
ships and activities of associated organizations. 

6. 	 Contained within the total technical assistance function are three 
primary activities: 

a. 	 A smLll group of technical specialists (perhaps four) in the 
office of the director who will have direct line responsibilities 
for both diagnostic and occasionally generalist services in the 
field. 

b. 	 The accounting center operations (and related activities) already 
proposed by the CFP. 

c. 	 The special resource personnel which will be developed ,within, 
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for immediate purposes, FICITEC, SENA, and IIT.
 

7. As auxiliary functions, ACOPI is recommended as the agency res
ponsible for publication, in cooperation with FICITEC, of special
newsletters and technical material. might also the( ACOPI become 
vehicle through which a non-profit, separate cooperative could be 
established. This activity should operate as an effective purchas
ing co-op. with the goal of consolidating the raw material 
requirements of small and medium industry, negotiating f'or con
solidated buying contracts, and insuring protection for its stock
holders both against major price andfluctuations unpredictable 
delivery schedule). 

8. The International Consultant role appears essential as a ofmeans 
providing the broad range of professional guidance necessary for 
total program implementation. 

9. The specialist resource groups of FICITEC, SENA, and IIT have 
been selected from a number of organizations now active in the 
broad field of management and advisory services. Each theof 
three represents a particular areas of relative specialization
and competrence, from which should be developed those capabilities 
necessary to attack specialized industrial problems. 

In practice, the work flow is expected to follow a basically standard
 
pattern:
 

I. The representative of the strall industry would approach the lending
officer of CFP with a loan proposal. As a part of the overall 
review of the project's feasibility, the loan applicant would provide
certain basic information for review by the Technical Service 
Staff. Where feasible, a plant visit by the TA representative
would be in order; but in no case should this review delay the 
processing of the loan. Depending upon the findings oi the TA
representative, the lending officer might flag the loan for possible
future service by the TA staff. In sucb cases, it would be 
appropriate to in addition to actualestablish, the operating loan 
being granted, an additional line of credit tentatively committed 
against TA Loan Pool. 

2. Upon approval and disbursement of the operating loan, the TA staff 
would be reeponsible for providing appropriate forms of follow-up 
support. This could originate in several ways. loanThe ofhcer
could observe that the c ompany is falling behind its originally
anticipated growth  in which case he would request the TA staff 
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to investigate the situation. The investigation would initially be a
 
problem diagnosis effort; if the problem were such that the TA
 
representative or an Accounting Specialist 
 could resolve the difficulty 
himself, the appropriate solution would be applied. If tht; problem 
were more specialized, and outside the range of competence of the 
immediate staff, a request for specialized service would be directed 
to FICITEC, SENA, or lIT - depending upon the character of the
 
problem. in such cases, the 
actual cost of the s ervices would be
 
financed by implementing a separate line of credit granted to the
 
company from the TA Loan Pool.
 

From another standpoint, to the degree practical,TA staff personnel 
should initiate periodic visits to the firms and observe any potential 
problem areas. If operating difficulties are apparent, or if operat
ing improvements are achievable, the company tould again draw 
down on a TA loan line of credit to finance the necessary technical
 
services.
 

In addition to these approaches, it is also probable that requests for 
technical .-ervice would originate through ACOPI's operations in the 
field. Further, there is no barrier per se to prohibit a firm from
 
going directly to the TA function (or its resource group) to request
 
services.
 

In no case should a TA staff recommendation involving a significat
 
expenditure of funds by the company be implemented without prior
 
approval of the senior TA bfficial. It is also c. . essential that tl 
responsible loan officer be informed of the alternative consequencr s
 
possible from such recommendations..... in the sense that the
 
consequence3 could affect the firm's requrenients for additio!
 
debt. 

The net effect of this approach is four-.foid. First, there is
 
established an additional dimension 
 of protection on the c.pe.rating
 
loan itself; the availability of technical se-vices becomes a. irorm
 
of insurance for CFP's small loan portfolio. Se,:ond, the individual 
firm profits through access to sound counse on areas of tecluical 
improvement - and an increase in both profit and growth potert;ai. 
Third, there will be established a nev, sensitivity .rnong sma'it 
industry as to the potential impact of improved t.chnology -:an 
awareness which is essential to tie effective deveinpme,- ind 
Finally, and as something of a by-product, it is antic ipz'.td ' t 
the proceeds of interest income from TA loans will grad'.a:iy inake 
TA services self-supporting, thereby contributing to t.e r.,veltpneint 
of more diversified and more effective technical assistance renources 
for Colombia. 
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A DEFINITION OF FUNTIONAL RESPONSIBILITIES 

FFI 

The rediscount function of FFi is essential to the continued flow cf capital 
to the. small industries and the technical assistance function. However, 
the institutional character and staffing of FFI are not appropriate to the 
management of a TA system. The subject of the interaction between FFI 
CFP and local banks is being studied separately in terms of improved 
administrative procedures. team feel someThe does that mechanism is 
desirable to improve the understanding of FFI with regard to the TA func
tion and to involve them in the dissemination of project information. 
Based on a letter from INCOLDA to AID 23 APRIL, 1974, we recommend 
that FFI be.: direced to engage INCOLDA for the services neccessary to 
conduct a series of seminars for local bankers on the purposes of the
 
project, the adminstrative features of the loans and the advantages of
 
TA to all concern-d.
 

INTERNATIONAL CONSULTANT 

Successful design and prosecution of the technical assistance project requires 
a number of specialized inputs and services' that would appear to be 
available only through an international consultant arrangement. There are a 
number of qualified U.S. organizations and the tear- recommends that steps
be taken to engage the services of such an organization at the inception of 
the project. Indeed, initiation of the recruiting phase of project activities 
is 'u ial to the timing of all subsequent steps and it would be desirable 
to ' i with recruiting prior to finalization of the loan if at all possible. 

The rn jersonnel requirements are different from most other industrial
 
and governmental activities and have been discussed in 
 other sections of
 
this report. A clear understanding of the technical and functional require
ments is essential to the selection and training of the staff for CFP,
 
FICITEC, SENA, and lIT. This training should be done abroad as well
 
as on the job in Colombia which necessitates that the consultant have both 
a formal training capability and connections wi:h U.S. industry. Tre train
ing should include direct experience in technical assistance as well as 
short term courses in appropriate financial and management subjecls. 

The consultant will be required to assist in the design of the contr c, al 
and administrative features of the TA loan fund and the technicl conabult
ing services. Simplicity with adequate control are key to the utilit. rX the 
service to industry. Since the functions and arrangements are somxewhat 
unusual, previous experience on the part of the internationai consulant 
will be important. 
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It : aanti"i p,ttreI !h- the great roajority of techl, al assistance requests 

fv,.ni smal'. indi.sir'* can tatisfactorily handled by the Colombian staff. 

Howvever, it se.ms likely that some sittations will arise in which 

advanced tchn::4ogy may play a. ttrportant role. Thus the consultant 

shou'* be' able 1z p:ovide sr procure special technical assistance as 

requ.rr-d. The. consultant's role in guiding, reviewing and appraising 

tl1!( -,rforrnance of the TA specialists is obvious. 

The ..on.. Itant should be capable of assisting the AID/C project officer 

in :hc ,I: (.a, coordination or the project. As the project progresses 

e in'-; sho:ald be made of tnst?'uitions and t',.ha s:. for the expan
sion it t.>:hn cal a-sistaricc beyond the .-. itial frarnrewor't of the pilot 

project. rhis z, ,v;ty caii be coupled with the ongoing task of ensuring 

w.ii.espr,'ac disser.ination of informs.tion aYJ,:.t h-. project and its features 
to i:'4i.t es and local barikers. It i; expect,.! that the international 

ronsUatar. sho,,' p ay an adviso y role in both of these :tu'ctibns. 

-he teain fct r.tt the consult-an. should be highly 'e1 ,ipl:,;ive to AID/C 

and scr,.," as aiu to the project officer. We reco,nized the desirability 

of maximu-n Cotombian involvement however, After re:viewing the 

variou, r'bltionships involved, it R recomr..eio'.d that Pianeacion 

participate in the selection of the international ,onsultant and that the 

pro:et b: orgaaized to include a reporhing re rio,nsibility to Planeacion 

by the ccnsit,.ta.. This will imtpose sonie conr.'.. :nts on the consultant 

and r -u' i rspecio, capabililies of their resident staff but it is deemed 

wo r thwh i e. 

LOAN AND SERVICE 

This activity has rwo dimensions: Administrati',n of the TA loan pool 

and management of th ,echnical assistancr functic,. One senior 
official should be selected to direct both activities. The specifications, 

duties and resoon.si',tlities of the position are outlined in Exhibit A. 

The loav; pool itself should be establhshed at such a level as to insure 

an ample supply of funds for rA purposes. TA loans will most probably 

O>e short term (rarely over 3 years in length) and sbhoid be crieed at 

A percentage rate 1clwer than operatii~g tians. I - e xarl.ple. ore 
approach might 'et involve a six to eighl. pt.rcent annual rale. Asst; 

ing the latter ate, the interest procr-.ui wo'l. , ','' to approx. ,ately 
$80,000 annually if .. TA toan pocl "' $1,000."' ere .:;t! itted 
More likely, demand the will modeqt .,rst, "chthe on (r,an pool bc at 
i, a substantia' level near ,he end nf tHe .hii-d 'ear ,t the :roe ;"life, 

TA Ia sns should e rarely t.xceed 10/, ,1 arn-'o,,,:, o1v averge, ofti, 
the operating Io:A-a granted The exact ainount .. ill oerp1 i-f cc r-.-, 

on the complexty and subsequent staff costs necessar y to resoLve a 

particular problem; Under any circumstances, it is .esirable that 

http:procr-.ui
http:ccnsit,.ta
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administration of the TA loan po-)l fall within the responsibility of the TA 
adiministrator. 

Coni iined also within this office aihould be up to four technical ausistance
 
spoc liIts. Initiall,., it would be reasonable to consider the assignment
 
of at least three to specific geographic areas of Colombia. Depending 
upo:n demand, they could reside in these areas, but a more practical 
starting -.oint would have them operate from Bogota. In any case, they 
should ',.,e responsibility specific areas of the country - probablygiven for 

those area.s surrounding Bogota, Medelli'n, and Cali, cach of which
 
contains atn industry mix likely to respond to technology transfer. As
 
demand for service increases, additional staff personnel should be added.
 
The specifications, duties and responsibilities of these individuals are
 
outlined in Exhibit B
 

PURCHASING COOPERATIVE 

The initial concept of the purchasing cooperi.tive included, as one aspect, 
organization of a pilot operation in Medellin, TIL; f-cility would presumably 
include warehousing iervices, cooperative buying, and allied services for 
small industry groups with common raw material requirements. It was
 
further proposed that, assuming success of the dilot project, the effort
 
would be duplicated in other cities -. conceivablv -companied by govern
ment action for selective price controls and ail0 , icoa schemes. 

The team recommendations do not conflict with th - 1:ktsic objectives oi the 
,.ooperative, However, there is a question a,- '.-)thc nature of its .rgaaiza-
Lion and administration. It is recommended that :'o, cooperative be formed 
as a separate non-profit organization, founded initialty by the sub.ec.t loan, 
but so designed as to become self-supporting at au early date. The team 
concept envisions that shares of the coopeative would be sole to member 
firms, thereby strengthening the initial injecticr, of f,_ods from AID. !n 
all probability, the co-op's initial efforts will be di-ccted t-,ward such 
areas as textile fibers and leather - reportedly key shortage areas. 
large scale contract buying which should result (r'T'..-- combin.d i.u-'chase 
orders should produce significant cost savings for th.e rnembershii pius 
assure more reliable deliveries. A small overr .:, :,n the value ;f the 
purchase orders is expected to gradually cover ai:, strative cot's and 
hopefully, with time generate dividends for the slireholders. 

The cooperative could stand alone as an entity %.: 'hirn the CFP fra"....rk, 
or it could operate as an aliied function of ACOP!. In the latter ,.&,e, it 
should be clearly un;erstood that membership i: %!'OPT was not a 
pre-requisite to participation in the r'.optrative, 
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MARKET DEVELOPMENT COMPANY 

The team concurs in the concept of the Market Development Company as 

a parallel effort to the purchasing cooperative. The net effect of the 

two organizations should produce savings on raw materials and increased 

sales of finished goods. 

ACOPI
 

ACOPI has an established role in representing a broad range of small to 

medium-sized industry (See Exhibit D). The organization could fill several 

roles. It should clearly be a participant in the publication of technical 

newsletters in cooperation with the current efforts of FICITEC. Reports 

of this type should include summariec of technological innovations appro

priate to the Colombian industry mix new service programs, announcements 

of training programs and conferences, and news of related activities in 

the field of technical assistance. It could be argued that ACOPI might 

well be involved in the organization and of the purchasing cooperative. 

[n one sense, the affiliation could provide an initial core of shareholders 

fro.r, ACOPI membership; from another standpoint, the appearances of 

the relationship Might suggest that the cooperative is a captive of ACOPI. 

ACCOUNTING CENTERS 

'Tlhe tc.im ,:oncmms in the concept of the accounting centers, and the allied 

informational in nature, as strengthening!r'rV('9"! which ;ire essential 

i- mllmrt.mnt f. or of orderly bookkeeping and cost accounting system in
 

• I.. I .l ,1 i ii influntry. 

''ECIINICAL CONSULTANTS 

Specified technical assistance etudies of in1,istrial problems must be 

performed on a business-like basis if technical assistance (TA) is to 

become an accepted, cost-effective service. Solutions must be prcvided 

on a time scale consistent with changing business conditions; often the 

timing of assistance is as important as the nature of the solution itself. 

The personnel providing the TA field service nust have a urique b -,ck

ground and special training. A broad technical training, industria . 

experience, and an understanding of the many constraints imposed on 

proposed solutions by the small industry environment are essential to 

the TA specialist; The available institutions were reviewed by team 

with these conditions in mind. 

Private consultants, universities, peace corps, ANDI, regional iou. "lations 

FICITEC, ACOPI, SENA, INCOLDA, IIT, engineering societies we:.e 

all discussed. One member of the team made a brief survey of the 
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iioturc and capabilities of private engineering consulting firms in the Boc)tl area (See Exhibit E). The conclusion was reached that although
:.,onC technical assistance was being provided to small industry, trained 
p.r-.,,mrefl for a professional service did not exist and that loanWo ld have the project.to undertake recruiting and training of specialists for the
institution(s) selected to provide TA. However, it did appear that careful
recruiting combined with a pay scale competitive with industry could
 
g'vncrate anadequate supply of candidates.
 

The process of selecting institutions in which to place the new TA staff 
was complicated by a number of competing factors. It was agreed

from the outset that the creation of new entities was to be avoided

wherever possible. Administrative efficiency would be best 
served by

placing all of the specialists in a single organization; indeed the idea

of putting the TA function entirely in CFP was debated at 
length. A

major goal of the overall project 
is to bring TA to all small industries

in Colombia and to institutionalize 
 the function by interweaving it with

credit assistance. This argues a
for geographical distribution of

activities choice ACOPI a
and tne of or group of universities for example.
After much discussion, the team concluded that the optimum approach
would be to select a small number of institutions which would provide
hospitable environment for the TA specialists, which had the administrative
and managerial to operatestrength an effective contracted service and

which could ultimately expand to service a broader 
 portion of small
industry. FICI'EC, SENA and lIT were chosen as having a complemen
tary set of interests and the desired institutional characteristics. 

Considerable attention will have to be paid to the contractual, informa
tional and interactive mechanisms 
 between the consulting organizations,

CFP and the industrial clientele during the detailed project design

phase. The team recommends that a task order type of contract be
employed with a minirmal task initiation mechanism for each TA
activity. During formative
the stages of the project and in the second
and third year, the salaries and overhead for the new TA personnel
should be guaranteed but with some quality control mechanism to ensure

that ineffective staff 
 can be eliminated if necerisary. If a fully operation
.*l made, the funds for these 
 services would be provided directly by
industry or through the TA loan mechanism. 

Industries requiring assistance would identified thebe by CFP TA
loan office and in most cases a preliminary diagnosis would be made
the CFP TA staff. They would select the ororganization organizations
best qualified to provide detailed assitance. A task would be initiated
and staff from the cosulting institutes would visit the company tt,
work directly wiht-eentepreneur in analysing the problems and explor.ng 

http:explor.ng
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solutions. In most situations it is expected that the process will require 
two visits. I.n any event, it is unlikely that an absolutely accurate estimate 
of the time and cost for TA will be possible at the time of CFP diagno
sis. Threfore, some methods for adjusting task scope while in progress 
will probably be necessary. The ,pocialists at FICITEC, SENA and lIT 
wiil be called upon to travel extensively if a diverse set of small businesses 
, to be served but this is preferable to a widely scattered operation in
 

the formc.":ve s:ages of the project. As demand grows and as the per
sonncl and institutions become more experienced, regional offices staffed
 
with technical consultants are possible. 

U. S. experience has shown that, on the average, a qualified TA consultant 
can study, analy-e and recommend one or more solutions to a problem with 
an expenditure of 40 man hours spread over a period of two to three 
weeks; Thus an -stimated average cost for a TA case is approximately 
$400 U.S. includi-ig overhead, travel, and miscellaneous expenses. These 
costs may vary from a low of $200 to as much an $1500 depending upon
 
the nature of the specific problem. Clearly efliciencies will be low in
 
the early stages ol the project and a part of the guaranteed salaries will
 
be a form of subsidy for this inefficiency. The incentives of guaranteed
 
salaries overhead on this activity and the prospects for continued growth
 
of industrial technical assistance should be sufficient to encourage expan
stun by the participating institutions: Their perfor.nance and attitude3
 
shotild be closely monitored during the first 18 months of the project to
 
ei.stire that the prospects for continuation beyond the term of the .,-o.c;.,
 
.ire matilfactorv.
 

COST ANALYSIS 

A life-of project cost analyois has been developed and is detailed on page 
12. 

In calculating these costs, the Team has based its projection on tL,;. 
most reliable available information as to salaries, prrbable expen-- requ. rc
ments, and incidental costs all as they relate to both the size aid 
character of the function to he fulf:llt-d. 

As indicated earlier, the ultimate objective of the progra!-n design !e to 
create a technical assistance loan and service progrrm which w:', 
within reasonable period, be self-supporting. It w'ould be faKia o how
ever not to recognize that start-up cos.& for this program are , ial, 
Their order of magnitude can be more than justifiec' i,: terrms of ir.j 
range impact. 
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COST ANALYSIS US$ 

CFP 	S:.affing 

Gerente General and 4 assistants 	 171,600 

Assoc'iate Organizations 

FICITEC, lIT, SENA (5 Tech Assts.) 117,000 

Tr'avel (CFP and Associates) 50,000 

Training (Overseas and Local) 50,000 

Consulting Firms 300,000 

36 man months: Recruiting, technical 
service design, implementation., coor
dination, purchasing co-op support, 
report and evaluation 

ACOPI 30,000 

Non-pirofit Purchasing co-op 150,000 

Market Development Company 	 40,000 

TOTAL 908,600 

CONCLUSIONS 

The objective of the proposed program design is to create a closed
loop system of technical assistanct. services, staffed by competent 
personnel with both generalist and specialist capabilities who are 
capable of responding effectively tc the practical problems of smatl 
industry. Ultimately, the progra-n should become self-supporting 
from proceeds generated by income from the TA Loan Pool. 

Several points deserve a concluding emphasis: 

1. 	 The key to the success of the project lies in the quality of tech
nical personnel involved. They must bring to their positions that 
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unique comibination of engineering competence, practical know-how, 
a. sensitivl'y to the financial implications of their recommendations, 
and the capacity to work effectively with small industry officials. 

2. The dissemination cf technical information must parallel, in terms 
of practical utility, the orientation of the technical staff. The tech
nical rcferenceb must be relevant to the needs of Colombian industry; 
high technology has little or no application for most small industry 
at the current stages of development. As a corollary effort, the 
Team reco~mmends that consideration be given to assigning an 
appropriate agency the task of building a reference library of 
catalogs on equipment and machinery. This library should be 
stocked by catalogs of suppliers who can meet Colombian needs and 
contain not only descriptive materials but also current price lists. 

3. It is self-evident that the total program coordination must be 
administered with a strong sensitivity to the organizational
 
personalities 
 of all the groups involved. Each of the affiliated 
agencies 'ACOPI, SENA, FICITEC, lIT, etc) has a concept of its 
existing and potential capabilities. In the d.velopment of this 
total program, they must be convinced that by their participation 
their individual resources are strengthened and their impact 
magnified. 

cag 
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EXHIBIT A
 

Po;its on: I)jrootor, T.A. Loan and Servioes 

SpECIFICATIONS: 

Suc.-sful conpletion of academic traindng in indu'strial management or a
 
ivelaied field of eo'gineering plus supplementary studies in business and
 
fi-anco. At least ten years of progressively responsible experience in

ii~dunvtry. L.;st have a h3,<hly praotical orientation toward problem solving 

in the field, a general knowledge of industrial processes, and the ability
 
.s-at,. curr-nt teohnologioa]. developments into practical application
 

in tha; Colc-::ban onvironmont. Should have a general knowledge of banking
 
practic-z .d operations. Must be effective in both written and oral com
munication and capable of establishing sound working relationships with key
 
figures in government, business, technical and trade organization. Must
 
be fluent in Spanish and ideally, a Colombian national.
 

DUTIES AND RESPCISIBILITIES:
 

1. 	Plans and directs an effective program of technical assistance services.
 
Identifies priorities, establishes operating goals, and monitors all work
 
progress. Selects, trains and supervises the work of his immediate
 
staff of TA specialists. Oversees the activities of the Accounting
 
Centers. Establishes standard operating policies and procedures.
 

.o. Develcos c37so working rapport with affiliated organizations (ACOPI,
 
FICITiXC, SW.WA, IIT and other groups) and negoti..tes contract agreements 
l'or t-i ',tivices. Monitors the work of specia.ists provided by these 
:rc,,. ,.I L.'Iv ins on areas of special competence which appear needed. 

A,; n,,-,'.vry, tvnl ryp addItIonal renouroe capabilities. 

',.l,,:vI.,." i t1ration tho I oan Ptivl,w: roque:At!:imfl of TA pool. f10 
I-ILni, dot.ei'mrie appropriate terms and oonditio, and authorize., 
disburserronts. Maintains close working lidison with Loan officials 
administering the base loan pool. 

4. 	As a key staff member of CFP, participates in pol]',y planning and 
implementation. Advises on changing needs in the f'eJd of' tothnal. 
assistance and their implications for broad CFP policy. 

5. 	Exercises general supervi;;ion over the operations of the Market
 
Developme.t Company and the Purchasing Cooperative. Ad,rses or .,ro
blem areas and on new program potentials.
 

6. 	Maintains close working rapport with officials of ACOPI :in tne ,.'.:F. 
ning and implementation of allied programs - especially in soleh areas 
as the publication of technical newsletters, administration of' s-,ir .rs 
and 	related public affairs projects.
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EXHIBIT B
 

Position: Technical Assistance Specialist
 

SPECIFICATIONS:
 

Successffl com!iation of co!1lege academic training industrial managementin 
or a related field of engineering. Should have at least three years of 
progressively responsible industry experience, including work assignments
 
or, operriling production prch.ems. Must have an understanding of basic
 
industr_.1 systems and industrial technology in broad terms. Must have 
de:oLroIt:'ated analytical skinls and capacity to communicate effectively.

Should have basic understand'-g of principles of banking and the capanity
 
to evaluate oconomic oonsequences of teohnological changes. Must be
 
capable of deali;., effrsctivzly with a wide variety of individuals at different
 
economic and official levels. 
Must be fluent in Spanish and ideally, a
 
Colombian national.
 

DUTIES AND RF-WPONSIBILITIES:
 

1. 	Under the general super-.-ision of the Director, Til 
Loan and Services,
 
develops a thorough knowledge of the industry mix in a specific

geographic 
area and builds close working rapport with industry repre
sentatives in that section. 
Receives requests for review of loan
 
proposals arnd 
evaluates technical aspects of the planned expenditure

of funds. Evaluates feasibility either by review of documents 
or by

direct plent visits and advises loan offioer of any potential problem
 
areas.
 

2. 	 Within his assigned gecgra,hio area, monitors status of loan customer 
operations, either by direct recuest from the loan officer, by
personal visits to the plants, or at the request ef the customers
 
themselves. Makes a pre'iinary diagnosis of prcbom areas and 
 takes 
action to resolve those within his area oC oomoetenoe. Provides
 
appropriate reports to the Director, TA 1.oan arid Seireios. 

3. 	 Keeps informed of tech bn.czical develofpLent rcro;,ant to his ,ndustr,
as.._i .ont.; and provides cn-site advioa To lorn -istomers. Work,
 
c2osely with FICITEC 
 -d other ,egonoies involved in. thu Ai1--.:minaticn 
and publication of techrical newsletters and information. 

4. 	 As necessary, conducts s-e.i a~ignw ents, such 'isstudies of n6
 
industrial potentials, po.fential al plication of tech:;ological in
novations, and training - seminar needs.
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AC 0 PI
 

PRESIDENOIA 
NACIONAL
 

BOGOTA, D.E.
 

Fogota Mayo 10 do 1.974 
 AC.384
 

Soijor Dr.
 
"5tevonSinger
 
A.I.D.
 
BOGOTOA
 

Muy apreciado '3efor:
 

En atenoion a s-' solioitud, nos es grato po:ner 
 en su oonocimignto lossiguientes porcontajes do composioi6n do Aoopi, por Seotores do produc
ci6n, sobre el total do afiliados en el pefs y sus modalidades de 
soc iedad, 

1. COMPOSICION PORCENTUAL POR SECTOR DE PRODUCCION. 

a- Alimentos y bebidas 9, 51 
b- Art!.,7nfas 1 0% 
a- Cml:zrdo oueros y pieles 7, 3%
d- Caucho y sus manufaoturas 
 7, 5% 
e- iE'Z0cticos 2, 5% 
f- Joyer'a y Bisutorla 
 2,5%
 
g- Materiaies ae oonstruooi6n 3,O%
h- Metammeognioa 18,1%

i- Muebles y Maderas 
j- Pl1sticoes 
k- Quimioos y Farmactutioos 
I- Sorvioios 
m- Tipograffa y Arteo Grfioas 
n- Textiles y Corifecojones 
F"- Otros 

8, 0o 
5,0% 
6, 2% 
3, 0 

10, 4% 
18,04 
I, Ot 

2. MODAIJDADES DE SOCIEDAD, PORCENTAJIM. 

a- Anionimas 
b- De paroonas 

0. ,-% 
78.5% 

Disoriminadas asf: 
I- Limitadac 
2- Co.ectivas 
3- En Comandita 

4(0, 
30.0% 
1.0% 

4- Heoho 
c- PERSONAS Naturales 20. 
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3. No existon afiliados quo sean solamente oomeroiantes, hay algunos
 
quo tienen objetivos mixtos, as deoir, empresas de Industria y
 
Comeroio, quo oonstituyen menos del 10% del total.
 

Sin otro partioular nos raiteramos servidores y amigos,
 

LIIS IVAN RINCON IABON 
GERENTE ADMINISTRATIVO
 

IR/mrm.
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BRIEF SURVEY OF CONSULTANT 

SFRVICES AVAILABLE IN 

BOGOTA-COLOMBIA 

NELSON C. WALL 
Georgia Institute of Teohnology 

May 11, 1974 
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BRIFY SURVEY OF CONSULTANT 

SERVICES AVAILABLE IN 

BOGOTA- COLOMBIA 

As part of the INTENSIVE REVIEW REQUEST SMALL AND MEDIUM INDUSTRY 
DEVELOPMENT LOAN it was declded by Mr. S. Singer and the author that
 
a brief survey be carried out to determine the "consultant services" 
available to small industries.
 

In view of the fact that only one or two days could be given to this
task, it was further decided to only contact firms in Bogota and to carry
out the survey by random choice of names, telephone oontacts and maybe a 
few 	personal contacts.
 

The 	 author would pretend to be a potentiel client seeking information as 
to services available.
 

This task was carried out during May 8-9, 1974.
 

No forms were prepared and no set of questions were established, the
 
survey was 
very informal and the only objective was to get a "febling"for 	the available services in this field. The 	following firms were contacted by personal visit, telephone or general information was obtained
 
from persons that knew the company.
 

1. 	ASESO3IA INDUSTRIAL - Carrara 7 # 21-65;

Management Consultants; established in 1965; prinoipals OCTAVIO
 
FREYDEL. (engineer) and 
GILBERTO RIOS (engineer). Indicated as
 
references having worked with: Cfa. Gaseosas Lux, Empresa de Aoue
duoto y Aloantarillado 49 BogotA, Envases Metglioos Litograf.ados

"Litometal", Produotos Metalisos American, Plastioos Internao:,on&ae, 
and 	Ergon S.A.
 

2. 	 ASESORIAS ECONOMICAS D3 COLOMBIA - Ave. Timenez No. 9-43,
General Pbnnn:r.g, Feasibility STudies; established .954;in principals
HUMBERTO SANCHEZ CASTRO (civil engineer and oconomist), FRANCISCO 
HERNANDEZ (attorney). Indicated having worked with: Banco Ganadero,
Frigorffino San Martfn de Porra, Frigorffioo Guadalupe, Croydon del
 
Paoftioo, Bayer do Colombia and 	Ferraterfas Americanas. 

3. 	 ASESORES ANDINOS ASOCIADOS - Cale 16 No. 9-64;
Market Analysis, Company Development, Financial PLanning- prinipals:
Alberto Leon, Anibal Palacio, Cainilo Santander. Indicated hav.1.uiworked with: Adelateo; Caterpillir, Fondc do i.)mocion do E
ciones, Dupont, Worthington Colombiana, Celanese de Colombi 
aUi
 
Corn Products.
 

http:hav.1.ui
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4. 	 ARTHUR A,-SEN & C0.- Carrera 10 No. 15-39; 
Aooounting Systems; establish' "- - . '
 
Michael Z. Thn'-n (aceounta.t-Zngland), Wayne H. Aper (accountant),
 
R.J. Parker (acoountant).
 

5. 	 CO __SU!_ - ?arrera 9 k 16-51; 
-" - '":'- .:.o : usoar Lombana. 

Indicatet .:*f worked with: Colgate Palmolive, Gillette de Colombia,
Cla. Coloz'tInra de Tabaco, Laboratories Miles, France Hermanos, 
Warner eert and Ya:'dley de Colombia. 

6. 	 CONSUL'CF-E F'-'--_RALES ASCr'_O l*'_ T"TDA. - Ca era 10 No. 16-39; 
,Ints; os1eablished in 3.963; prinoipals: Jorge


-z..cal
Galvis r - & industrial engineer), Emilio Londo-o (economist), 
Gustavo -ri.s de Greiff (mech. engineer). Indicated having worked
 
with: C ... m Colombiana de Cditidos, Nacion.'de Seguros, Textiles 
Ego 	 S.A., zn.-.id Ltda. Autofil Ltda., Covaplo Ltd. 

7. C0LSIS...- - Carrera 7 No 17-01; 
Management -4- Accounting Systmi,; ujtablishod in 1968; principals: 
Eduardo a. Tech),- i:..,at Ernesto Torres (eleotrioal

'eng-': .. , Fabio Roberto Gonzlez (civil engineer - MIT).
Indicates z g worked with: Grupo Colseguros, %ingerSewing Mahine 
Co., Bancc Ca'fetero, Banoo de Colombia, Colombia Gulf Oil Co., and 
e 	 e.. -' -- 'la.n n S.A. 

1.-	 -.8. 	 CIA. - SUL.TORES 7 '^r .. .. 3 LTDA. - Edifioio 
Se2ur .-. :. .- a;
 
Financial *ues; established in 1922; principals: Jorge N. Pinz6
n
 
%economist', -Iba. Restrepo (economist), Omar P~ramo (economist).
:ndicate - worked with: Empresa Colombiana de Niquel, Indus

cs '7 -- a Ld., Construandina Ltd., Industrias de Concreto 
Cc .-. rifu -, C&-rpo Ci[uentes and Coempaques. 

S 	 -- - Carrera F No. 15-32; Economic lAralysis, Market 
: e3; -r-n:-- al , Anih-i Tjilo (clv -.. :.eer,"e:-a:. o Lopez

,ci,. e::zer, £nd Aristides Paris (accountant). :ndicated navlng,.o.... .. .. ... .. ... es orales, Inst;it t. .. ".- -" - - i o al 
Caj'. A,'z:. ties de Madera I=A, Colseguros .r-. 

S 	 ',- -- - Calle 12 No. 7-71; 
nnr. --. " "d Finanoial Studies; established in 1970; prinoipal 

- t ... . . __ . ".. r..' 
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11. 	 FCCNOMISTP$ ASES'V;S - Carrera 9 No. 14-36; 
Accounting and Fi .noiai ntudi&s; estaliJ.hed in 1966; principals: 
Luis Pefia On.aga (economist/, Humbortr >. Reyes (economist. 
.Tndiouted ha-'..n; wored with; Produotc., H ,'.ios, Molinos Begra S.A., 
Legislaci6n Eccn.miot, Univ Gran Col.mbia. 

12. 	 RS'.rJDIOS INDUSTRIAL2S - Catrrera 10 No. 1,-.82; 
'.,trIFQ,::.enft Consultants: Astablished r. 1c68; prinoipals: Sergio 
Sok2of'f (Thorn. o g,".e,,rI, iHigo D !xz (accountant), inilio G6mez 
(civ:il .~n:.gioe). liic.:''d hiving work-,d with: Artital Ltd., 
a t ktieboa*I., Corporauoin iinanci ra dul Caribo, Sintetioos S.A., 

Mub S.., .. zr de Bo;ot." and Ar'Legaotos S.A. 

13. 	 ESTUDI.:' TIF.'NICOS LTDA. - Calls, 16 No. 6-6.(6; 
Acccunt-.:7 Systems, feasibility Studios, Qener,3 ?,anagement Con
,t.n.,;. o,,tahlisH3d n 1980; pr:noipa].V,: lvaro ,il a.ees (civil 
eneince , FzduarAo L*ayona (civi1 engineer), Ifern.n Pera-.ta (civil 
engin.ur) indicated.baving worked with: Instituto de Credito 
Torritorlal. Depart!ento Noion.-I le Planificai 6 n, Fondo Grancolombiano 
Em.presa Colcimbi.ra de Mines, Concesi 6 n de Saeinas and Acera P'az del 
R.'o S. A. 

14. 	 FIITEC - Information has been presented on this non-profit organiz
ation.
 

15. 	 ITvU'sT.-;:cR - Transversal 6 No. 27..l0; 
Market Researoh; established in 1968; pr.lcxipal Hugo Boteoro. Indi
oated having worked with: Seg,.irosi Bol. xar, Chiolets de Colombia, 
Campaa Preidenoial de Faitrana ,5orier, Ir.6>:;trias Victoria, Papeles 
Metalizados, Inversiones Uxtrnaeras, tK1 zd)'-ti. ,rrien and 'scouohe. 

16. 	 INVECOMA - Calle 19 No. 5-71 
Econonic Studies" established in 1967 prino.. '.. IErad-slao Prieto. 

17. 	 INTERAM.ERTCAN RESEARCH - Carrera . # 15-49; 
Market Researoh.
 

18. 	 INT,. SI,T - Cprrr'i 5*-Th;Nh%' 13 No. 
InfornitlIrcn Fysters, cost-c on'r.rols, V/an, emsrnt; .;'tdb isled r..1970: 
prlnoipaV-.: Carlo_- Heyq'. ;1livil .giizer-iT). iro N.,avas *ndurl 
enginoor-orinoli). Tndicrted hav n., v',c.. w,.t*: 1NTRA, -ni',r. Ne,. 
do Co?.',,ia, Depart aien-,o Norte o %. 'el~fno A 
Santander, Corporac.!,6: Flnanoior-a di Telefonov. 

19. 	 LATIN AMFRICANRESE.,' H - Carrora 7.C No. 14-2L 
Market Rosearnh: es ,b.h h .' " C- pri'a," paQ.s: r,':' i. ... .'.yo 

(300ial ':ciell- *), *J. Antorli(,' al . . I sor;, '. . ,e.. has' iy 
worked with; Brackus 9rewery, Colgate halmol, :.o. 0SSO,r. 
G1.1lette, McCann Erickscn Corp. and Nest2,'.
 

http:Colcimbi.ra
http:engin.ur
http:Pera-.ta
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20'. 	 SF:.'?::oS ThCNICOS Y ADM2TISTRATIVOS - Calle 19 No. 5-51 
General Consultants; principals: Francisco G. Giraldo (civil

Engineer), Hernando Jaramillo Mejfa (civil engineer).
 

21. 	 ULISES MARTINEZ & CO. - Carrera 10 No. 28-49;

Accounting 'Systems; established in 1966; principals: Tos' Ulises
 
Martinez (accountant), Victor Pulido (accountant). 
 Indicated
having worked with: Banco Ganadero, Instituto de Credito Territo: 
Industria2 Agraria La Palma S.A., Coltejer, Federaci6n de Arroce
 
and Cemento Diamante.
 

22. 	WILLIAM FADUL & CIA. - Carrera 7 No. 17-01;

Management Consultants; established in 1961; 
Principals: Williar
 
Fadul 
(chem. engineer), Armando Chaparro (industrial engineer).

IndicateJ ba"0ing worked with: Avianca, Industrias Metalicas
 
Asociadas, Federaoi6n Naoional de Algodoneros, 1DELA, INCOLDA and
 
Cla. Nacional de Chocolates.
 

'he t-enTy t-o organizations on which some information was obtained F,
all located In Bogota. 
No information was obtained on organizations

outside the capital city but some 
of the persons interviewed indicated
 
that little or no consultant service are available in other areas
 
except around Cali.
 

Much 	of the informatior 
 " --the iameos o- companis, princil.als,
etc., we .... - Z .. Eduardo Ospina a personal friend, graduate of
 .-=zrg:a Tech. and principal officer of CONSISTE AtiS. 
 Mr. Ospina told the
author that few if any "industrial consultants" existed or were available

in Colombia. 
Most of the consultant firms that now exist prefer to work

in the areas of management, market analysis, feasibility studies,

accounting systems and financial studies. 
 Mr. Ospina further indicated
 
that 	nearly all consultant firms worked with a small group of client

companies and usually did not work with small industries because they

are not able to pay for the services,when asked why he being an engineer
with an MA in management had not eibLerod the "industrial consultant
 
field", Vr. .spina indicated that he believod his present line of

business was far more profitable and did not require a large staff, his
 
only investmont is in his computer.
 

When the "technical assistance" to scall industry concept was expained

to 
Mr. Ospina he indicated that this is needed in Colombia, and that

the type service would be very desirable and helpful. As far as he is

concerned, there are no organizations in existanoe today that uou.d

handle this type of program. 
If such a program were to be establin.eA,

Mr. Ospina believes that staff engineers and others would need to 
;)e

trained to car--
 -ut .he task. 
The author puts great weight on Mr, O:pina's
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words because this person took additional training at the Industrial
 
Devf)lopment Division o" Georgio Tech and worked part time with the
 
Division so he is familiar with the type of technical assistance pro;?re4;.:
 
'h,..! Division carries out.
Iho 


Tr, .:orcluslon, after gaining,some information on twenty-two "consult..:"
 
fir:n%. in Bogota; having talked to some of the senior members of the .?cn
zult,-.nt firms and having interviewed Mr. Ospina, it appears to the aurh €
that:
 

J. 	A- :rosent there are few if any firms doing :
 
as w define this activity.
 

'
 
.. 	 A fe:" engineers, employed by large or small companies do "noon ..
 

work as industrial consultants.
 

. moonlighters" are not very dependable, tend to be erratic ar.d 

hard to find when needed.
 

.4. Tf industrial consultant services were to be offered, it wou2 .rob&2._:"
 
require the additional training of interested persons that have the
 
proper background.
 

5. 	Tf the industrial consultant service were to be offered by a private
 
fi-':m, the services may need to be subdivided if it is 'to serve small
 

or !'.-w if any of tho firms contacted offer services in the areas c:: 

produnt.ion, control, quality control, standard costs, plant laeyoIt, 
j.roduct dosign and other general industrial needs. 

',,i-cf 1h' -o!.tacted firms indicated that they believed that 
"industrial consultant services" were being rendered by SENA, TlC::u. 
or CwP. 

r,,:the abovc conclusions, it appears that if industrial con-ultant
 
.:.r.z e-a.ktIbe offered as-part of the "loan program", "t wil he
 
-:-.ca..v lo work with one or more existing firms and hep them.Cove._-:
 

l: i, -Lin the neccssary staff. This may be expanded over the .ear::, f 
d,.:;,rod, 	 in order to oreate in the future a competitive market by hrav:.. 

. ..rai firms capable of providing this service. 

http:zult,-.nt
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rn ...- ORGANIZATIONS INCLUDED IN PRELIMINARY DISCUSSIONS 

Organization Reprsentatives 

DNP: R. ?anr.iie 
Z. Gomez 

CrFP: M. Llinl 

ACOPI: G. Alfonzo 

FICITEC : G. L!irss 
U. Bermudez 
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CFP FINANCIAL STATISTICS
 



BEST AVAI1L Co(py 	 AMLCI.B I 

BAS-- DATA ON .L 

I* Year of establishment: 1967 

2. " (september 30, 1973) 

N~a of shmrs f 
(Par va.iue a Colaf0.0) 

Public Institutions 596,775 99.9 
Private Shareholdr -- 17 	 0.1 

Total 6 	 10. 

4. Operations 

Loans: 	 1970171t7 

Approvals 89'.3 	 180., 2Okfk 
Disburs.ments 67.0 	 2,11.01Y7.0 	 2106C 

. uity IMv8stments
 
Approvals " 
 0.2 396 
Disbursement . -0 	 36 

5, Firtancia. Performance 

(a) Total Assets, 98.4 :56.5 303.0 371.7 _/
Loan Portfolio 94.7 	 2999 360M0 2/20.2
Equty Portfolio 1.0 ".0 1.3 1.3 /Long-tarm debt 52.3 I2.0 22*8 289.0 /
qtv 42.5 6.4. 67o? 

(b) Net profit after tax 

and provisions as
% of average equity 2.6 1.7 1.1 o.X 1/ 

Reserves 	& Provisions
 
as % of loan port
folio 	 1.9 2.2 2.9 j.$ !/

Financial Expene as
 
% of average total
 
astets 3.0 
 5.5 	 8o-6.3 1/ 

Adainistrative Epen
sea as %af average

total assets 5.4 6.8 6,3 6.5 /
 

/ £Etimated on basis of November financial data. 



COLOMBIA: SMALL -SCALE INDUSTRY PROJECT 
CORPORACION FINAPJCIERA POPULAR 

OqmWkNOW Chan asof Nom.w. 30, 1073 

GENERAL £SS&MS&V OF 94ANIMOLtDlV 

BOARD Of DIRETOS 

LOANiCOMIMU 

GENERALL 

MAGE.R A ~ &.O 

cmixOI 

LLINI 

TECHNCAL 
DEPARTMAENT 

-jk 
EcA~fl 

PIN"hCIA*.
01PANThUIT DIVIRLOPUIN~T 

OIPA14TM~IT 

- B2TBBB 

-- LT olL..,1 

~~I!I2J ~ ~~T MEAIRl 

,."",NOlvilok 

Aa 

BRANCNS 

7 

Iv 

Yr 



E8ST AVAILABLE COP 

GOIDMI s~L-t. Z: YST~r PRCJB. ? 

CORPORAcIol; FM: r POPULAR 

SU. of Technical Assistance Activities 

from 1971 to 1973 

(Fiscal Years) 19711 / 1972 1973 
(June 30) 

Total clients.: 1030 1 " 29179 

Number of clients who received 

technical assistance from: 

29 134 160 

FICITEC 1 21 3 

Universities & business schcols - 22 68 

Priv ate consultanta - - -

AN? .i 2 -

lIT - -

Others - 2 -

TOTAL: 30 181 2 

arzeza~e of clients wno received 
techical assistances 5 .5% 2..

/ o tecnnical assistance was given before I971 

2_/ On annual basis. 
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ANNEX III-7 

C0FPORACION FINANcIEi,2 popULAJ 

Sun~:' of Past Operations from 1968 to December 31, 1973 

(in ;oI$ thousand) 

(Fiscal years) 1968 1969 1970 1971 19 

.pprovais 

Loanzs1/
Medium2 / 11,299 405 6,580 75,666 109,552
Long- rq/ 7,530 51 998 82,806 107,034 70,655

Equity -- 1,000 -- 250 

Total 18,829 57,503 89,386 182,700 15O,0h57 

1973 

220,823 
53,485 
3,580 

277,R88 

.Oisbu-seF'ents 

Io,nsi 
r;ui Ly 

Total 

9,000 
--

9,000 

46, coo 
1,30 

47,000 

67,000 
--

6?,000 

137,000 

137,000 

211,000 
250 

211,250 

210,0004/ 
3,580 

213,580 

I_/ 7o.poracion Financiera Popular does 

?/ ~~Bteen one and three years. 

3/ From three to seven years. 

i Estimated 

not prov,'iae ar'" short-ter, io&n. 
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AN IN-DEPTH REVIEW OF 

FONDO FINANCIERO INDUSTRIAL 



ANNEX IV
 

AN IN -DEPTH REVIEW OF 

FONDO FIN ANCIERO INDUSTRIAL 

JAMES E. BAIN, CONSIJL' .AT 

MAY 29, 1974 

Bogotd, Colombia. S. A. 



FONDO FINANCIERO INDUSTRIAL
 

At this point it appears incongruous to repeat the background 
of this organization and its operations which have been discussed in 
the U.S. AID/C Intensive Review Request of April, 1974, and also in 
the study of the IDD section Georgia Institute of Technology in Apt-il, 
1974. 

The main objective of this report is threefold, as follows: 

I - Determine the efficiency and effectiveness in employ
ment creation and assess the administrative capacity 
of FFI. 

-Recommend2 to FFI management and explore the pos
sibilities of expansion of activities in areas of techno
logical transfers and small industry promotion. 

3 - Determine improvements FF1 should undertake in the. 
above areas. 

Let us take step I and say that determining efficiency and 
effectiveness borrowing money has on employment creation is at best 
second guessing. There is no guaranteed or proven method to the 
problem but some reasonable assumptions can be made. To carry this 
a bit luther, in reviewing some sample requests of loans approved b: 
IP1I for rediscount, 70-80% of the requests covered needs for worki. 
capital to cope with expanding production and additional employees. 

Of the 208 approved loans for rediscount for the first 3 ni'o. 
oi [974, samples indicated increased personnel from 5 to as high i-s 6. 
Since we are talking about small and medium size business, let us 
investigations showed the average employment creation would be 7 p..o.. 
There would, therefore, have been 1456 new jobs created in the fi: .zt 
quarter of i974, with an additional 4-5 people represented by an av,:r: gr, 
family group (wife and 3 children) who are affected economically 
of the employment area through each new job created. Carrying tk,-. 
for the balance of the year 1974 at the same rate, would, indicate a rir1i; y.. 

employment creation of 5, 824 new jobs. 



2-


A disturbing factor during the ftr st 3 months of 1974 is
 
the 69 rejections of rediscount applications for reasons such as
 
faulty financial figures, inadequate reasons for the loan and unac
ceptable guarantees within the norms of the Fondo de Garantas.
 
tased on the average employment of 7 people as mentioned above,
 
there could have been another possible 483 new jobs created if all
 
of the 69 rejections had been revised and approved.
 

The importance of the rediscount mechanism cannot be 
over-emphasized. FFI, however, has the internal structure pre
dominant in all Latin American banks and that is the weakness 
developed by bank bureaucracy. This bureaucracy which is not 
internal procedures but a matter of personnei bureaucracy, tends 
to promote weak administration through the ranks which eventually 
leads to ineffectiveness and since the whole operation cannot be 
monitored by the lending agency, FFI can only be pressured at best. 
No amount of AID loans will change the system and one learns to 
live with it. 

The personnel at FFI exhibit a fair understanding of the 
small and medium size industry needs and have a desire to assist 
these needs, but are somewhat restricted by the guidelines for re
discount. It is possible that if FFI were organized as a separate 
entity, they could be more operationally free as ii. were from the 
internal bureaucracy. 

Since this does not seem possible under the present 
arrangement with BOR, some alleviation to the problem will be 
discussed later in this report. 

So far in the first 3 months of 1974, FFI has redisro'2,ed 
an average of 46.8 million pesos per month versus 44.2 million p:., 
per month in1973 which is an improvement over the monthly net Ji- 

bL1'uzenient target e;;tablished in 1972 of 22. 5 million pesos per m,,.. 
However, during this same period an average of 16.2 million pcsos w<:!:. 
r'ejected. 

In 1973 the average rediscounts approved par month wex'e 
79. 5 while in the first 3 months of 1974 this average has been 69.3 w". 
rejections running at 24.9% versus 18% for 1973. In spite of this si;" 
in figures, the rediscount amounts show improvement on the aveiago 
versus 1973. 



3. 

One bad procedure used by FFI is in connection with rejected 
applications. If for example, the analyst finds there is information 
lacking in the application, be it an error or an ommission, a letter is 
written to the intermediary or finance corporation acting as intermediary 
ar :also the applicant advising what is wrong with the application. Shoul, 
ii, reply be received by FFI within a month, the application is relegated 
o'.ne f ilc, where it is considered dead. This is an area requiring im

pro.'e2ront. Instead of contact by mail the FFI analyst should make direct 
nonta: N telephone with the intermediary, spelling out just where the 

,,n ifslulty and faces rejection. The intermediary then should 
conta; the applicant so that he will immediately take the necessary steps 
to corrcct Ais app".cation. This would considerably reduce the 30 day 
waiting r, erid used by FFi for rejection. There is a good side to this 
coin. Th.e Credbt Committee on reviewing an application where some 
doubt may ari-e can request that an analyst accompanied by whatever 
expe't is needed, i. e. engineer, accountant, etc., visit the applicant 

-to Cier . (-ut any doubtful information. There is no doubt there is room 
.or -m provement in the process for additional information so that ap
plications are -lust not relegated out of existence for failing to reply within 
a month. 

In step 2 the possibilities of expansion of activities, technologic:l 
tt.r_,asfer: and small industry promotion was disc'.ssed with FFI managem(. : 
and i.Le management was in agreement that sometning should be done it_ 
these areas, no steps have been taken to date. FFI first should have 
initiated a program of educating their 22 branches on the internal proc,, -

Clures used in processing loan appiications. From that point the bra-(h-.h: 
S, C)U: 4 have been instructed on the use of this iniormation, with respiec..C, 
as,.ting small and medium size industries in their -areas. This wr 'd 
cover the use of credit, the advantages of credit for expansion and !.Qe ' .
quirements of FFI on loan applications presented for rediscount. 

Manage,-,eat at FFi agreed to the lack of credit and har.ki'.g 
knowiedge, not only arnong the other banks, financial corporatio:)s ;'nd 
appLicants, but also within their own branches. MYany timo, the aplpi(c,' , 
nm t be filied out by FFi Ibecause of lack of qualified people in ,ithe- i' s. 
tions. The only two banks recaiscounting with FFI whr.a.c,'e no trouboe w'.. 
the apptic i,n forms are Banco de Bogott and Banco de Colombia a-d :.i:( 
rea.-on ib they have adopted their application for:ms after those of FF1 ard 
have trained people now to assist the applicant. This reduces t"- d-la 
when th(y apply for rediscount at FF1. The use of seminars to impart 
knw ct.': , aid education is endorsed by FF1 management but the% '.,e.r 

reluctarnt to init.atu a program. 



4. 

In discussing technological transfer and small busines; pro)
motion only the area where FF1 is more or less qualified to give assist
ance via seminars were explored. This covered the credit mec),inisrn, 
use of credit in expanding and a detailed explanation of the infor-mation 
required on the application forms. It was strongly pointed out that ap
plicants were going to outside money markets at higher interest rates 
due to lack of understanding as to how and why the credit mechanism
 
functions as it does, 
 when they should be coming to the commercial
 
banks and financial corporations.
 

A visit with a prospective borrower pointed up just how
 
tacking in knowledge he was concerning the FFI pov.edures. This
 
company wishes to expand and increase its labor force, but has been
 
reluctant to do so because of what they know of FF1. After discuss,.;,
 
with this company, it is felt their attitude has improved 
to the point

where they will apply for a loan via CFP.
 

Step 3 covers the conclusions or recommendations that FFI
 
should undertake in the areas of steps 1 and 2. It is felt these recom
mendations are essential to the con 
tinuous flow of capital to small and
 
medium size industries in addition to the TA function.
 

1. - The application forms at FFI are too involved in their 
presn'. state. They should be reduced to a single page or two such as
 
iPs used by most commercial banks and financial corporations. A sug..

gested form is attached as exhibit A. Since the irtermediaries are
 
ccspof:nble for the loans they undertake it is not deemed nec:essa ,y 1'. 
1,''ito act as monitor to the intermediaries. The only guidelilles FFT <
 
use are:
 

a) Does the applicant fall within the size limit6. 

b) Does the applicant fall within the Capitail.'Labr 
ratio. 

c) Has the applic ant performed well under previo-u.-, 

I' the answer to all three questions is poslti 'e there should ,. 
no fu'ther delay 01 processing the rediscount. ',The major c'omp.l.:: ,4i 
many intermediaries visited were that FFI was too inflexib-' 'tort 
too long to process requests. This is not quite so as a revic.,' of mar.'V 



cases at FF1 showed a decided improvement over 1 year ago and the
 
I'me element for processing was now down to 15 days minimum Lnd
 
il, mnost cases 1 month ;naximlim. There are exceptions however,
 
nut ,hese are very few.
 

The subject of FFI being concerned with guarantees is wrong 
since 1.F1 a.-afli ,.-; no re-,ponsbility on the rediscount. Guarantees 
;,:i, e is'pSonsiblility ol Lke i.lt.,rmediaries and FFI should have nothing 
1,, do ith thi-; ar.a of the application. 

2. - I'll(. :ipproval Iriits of under 200, 000 pesos of the 
' 'cdi. Cinit,.t-,,. !.' lattoinali, rediscount is t, - w FFI agreed
 
0,,nit 82. 2% o' '1 -,,,ns re, itscounted fei within the 500, 000 p,so range
 
Siuce (,FP hws r, is;,-d their reg~onal ioan limit:; to 350. 000 per;!,,., tor
 
.jliorrwa, fW'i. shouid adopt the same approval t,.vej. This will ;i"joid

i10'.- ,g he intermediary with a 'oar; level higher than th.- redi;c.),int 
I...ve] ,.o, . d confrront. Ajon between the intermediar"y and F.,I, C F 

repr,- ents 38. 2, of FF1 rediscounts .vould he in an une~iable 
9'U.u-t i f it hadt to cotitend with a lower 'eve i" , provat at ,l,. 'li',, 
,oonfrontatiun can be avr::,ded not only for CFP but also with other iter -

t:di,e,. .ho might raise their limits. 

V"l ni-; agreed that raising the limit.- would autom.: tL,': - ly
 
I dI,, tll, P01)(11 ',.,ri k: Il, 1. hf ,,,', v,,r, atain FF I -ippears relb i ,.t,it
 

. ,. , ux' 1s , is lI"; ,I, 4 i1* : I rthei : ri' =t:i ,, to thi iauf.e We, p,'.,bha!' 
ii i }nll . ' . l v:: it I i" K i,' st iithrug their fl'h - . , , he', 

dwi. id \ h id)A %l l Vive thin tine to dev.te t, act~viti,.:. i lthis.,lt 

To - a r I the tle ,Us, yt- Ori.. sto,"p hfiter, 'F! : -ae, 
n ,lt a;'rued th;t., t,.caz , and /:,W TA su;-,inar. we ; .ltc ,- 'i ,, 
1") . t . 11Cnt c ,a ni.- a pplhe ts an th eir i'. n brancr, ;..,r 

ore, at this poin<1'1 c,., use their traiei :,nalys:t . 
, . t.i1el- progi'.ms. N. ',ae Knows hetter than tlc arnyayL ',, r 

prrc,.,di 'es at F'Fi, The .;i,:.ars .ould and shoulr (, held 2- t. 
per yar, either at ali locations of 1'FI, or reduce', to, k--y area:. r. r.rn 
AVi i1i tY indust.-ialized The '1A, however -. j,,v and l,,bor intcnsive. i', 

111111 the area of ha nki.ig credit and finance and not C!',:- . 
'it, the TA :,.,teni ai outlined for CFP. Cderfo, .. e r, thr.. :,..-- , 

http:progi'.ms


to be no harm in bringing FFI into the picture on the TA function as it 
will be handled by CFP. It could be a distinct advantage for CFP if 
FFI can recommend prospects to them. 

3. - The FFI should contract for the services of someone 
].ik,: INCOLDA to handle or conduct the seminars. A visit to INCOLDA 
indicated they are well prepared and have the personnel on hand to 
conduct the seminars for local bankers, intermediaries and small in
dustry on credit, credit application and TA functions and in general,
promotin g education in these areas. Both INCOLDA and FFI have 
their individual specialties and o successfully carry out seminars, 
INCOLDA i,. better qualified. 

In conclusion, another approach is suggested for bringing
FFI around tc ibltiuting reforms and that is to channel additional 
funds to CFP, thus giving CFP a broader scope with a subsequent 
reduction in the need to rediscount. 

JEB/EM. 
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ANNEX V 

ALLIANCE FOR PROGRESS 

LOAN AUTHORIZATION 

Provided From: FAA Section 106 

COLOMBIA : Small and Medium Industry 

Development Loan 

Pursuant to the authority vested in the Deputy U. S. Coordinator, Alliance 

for Progress, by the Foreign Assistance Act of 1961, as amended, and the 

delegations of authority issued thereunder, I hereby authorize the 

establishment of a loan ("Loan") pursuant to Section 106 of said Act and 

to the Government ofin furtherance of the Alliance for Progress, 

Colombia ("Borrower"), of not to exceed five million United States 

dollars ($5, 000, 000) to assist in financing the United States dollar 

and local currency costs of the Borrower's program to stimulate 

employment expansion and technological transfer in small and medium 

sized industrial enterprises by providing funds for credit activities of 

the Popular Finance Corporation ("CFP") and by providing funds to be 

administered by the CFP for technical assistance. 

The Loan shall be subject to the following terms and conditions: 

1. Interest and Terms of Repayment: Borrower shall repay the Loan to 

A. I. D. in United States dollars within forty (40) years from the first 

disbursement under the Loan, including a grace period of not to exceed 

Borrower shall pay to A. I. D. in United States dollars,ten (10) years. 


on the outstanding balance of the Loan, interest at the rate of two
 

percent (Z%) per annum during the grace period, and three percen (3%)
 

per annum thereafter.
 

2. Other Terms and Conditions: 

(a) Goods and Services financed under the Loan shall have their source 

and origin in Colombia or in countries included in Code 941 of the A. I. D. 

Geographic Code Book. 

(b) United States dollars utilized under the Loan to finance local 

currency costs shall be made available pursuant to procedures 

satisfactory to A. I. D. 



(c) As a condition precedent to disbursement to the Popular Finance 
Corporation for technology transfer activities it will submit to A. I. D. 
for approval an organizational scheme and work plan for such technology 
transfer activities. 

(d) The Loan shall be subject to such other terms and conditions as 
A. I. D. may deem advisable. 

Deputy U. S. Coordinator 

Date 




