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PRilJECT AUTHORIZATION 
FOR U. S. CORRESPONDENT'S: 
U. S. AID MISSION 
APO MIAMI 34041 

Name of Country : Dominican Republ ic  

Name d f  P r o j e c t  : Smal l  I n d u s t r y  Development 

Namber o f  P r o j e c t  : 517-0150 

Number o f  Loan 517-T-040 
517-W-041 

1. P u r s u a n t  t o  S e c t i o n s  103  and 106 o f  t h e  Fore ign  A s s i s t a n c e  Act o f  
1961, as  amended, I hereby a u t h o r i z e  t h e  Small  I n d u s t r y  Development 
p r o j e c t  f o r  t h e  Dominican Repub l ic  ( t h e  "coopera t ing  Country") i n v o l v i n g  
planned o b l i g a t i o n s  o f  n o t  t o  exceed Five M i l l i o n  United S t a t e s  D o l l a r s  
($5,000,000) i n  l o a n  funds  ( " ~ o a n " )  and E igh t  Hundred F i f t y  Thousand 
United S t a t e s  D o l l a r s  ($850,00O) ' in  g r a n t  funds  ("Grant") aver a  two (2)  
y e a r  p e r i o d  from t h e  d a t e  o f  a u t h o r i z a t i o n ,  s u b j e c t  t o  t h e  a v a i l a b i l i t y  
o f  f u n d s  i n  accordance w i t h  t h e  A.I.D. O Y ~ l a l l o t m e n t  p r o c e s s ,  t o  h e l p  i n  
f i n a n c i n g  f o r e i g n  exchange and l o c a l  cu r rency  c o s t s  f o r  t h e  p r o j e c t .  

2. The p r o j e c t  ( "Pro jec t " )  c o n s i s t s  of  a  program t o  e s t a b l i s h  a n  
i n s t i t u t i o n a l  mechanism, c a p a b l e  o f  p r o v i d i n g  a con t inuous  source  o f  
c r e d i t ,  t e c h n i c a l  a s s i s t a n c e  and t r a i n i n g  t o  s m a l l  e n t r e p r e n e u r s  i n  t h e  
Dominican Republ ic .  

3. The P r o j e c t  Agreement, which may be  n e g o t i a t e d  and execu ted  by t h e  
o f f i c e r  t o  whom such  a u t h o r i t y  is d e l e g a t e d  i n  accordance w i t h  A.I.D. 
r e g u l a t i o n s  and D e l e g a t i o n s  o f  A u t h o r i t y ,  s h a l l  be s u b j e c t  t o  t h e  
f o l l o w i n g  e s s e n t i a l  t e r n s  and covenan t s  and major c o n d i t i o n s ,  t o g e t h e r  
w i t h  such o t h e r  t e rms  and c o n d i t i o n s  a s  A.I .D.  may deem a p p r o p r i a t e .  

a. I n t e r e s t  Rate  and Terns  o f  Repayment 

The Cooperat ing Country s h a l l  r epay  t h e  Loan t o  A.I.D. i n  U.S. 
D o l l a r s  w i t h i n  twenty-f ive  (25)  y e a r s  from t h e  d a t e  o f  f i r e t  d isbursement  
oE t h e  Loan, i n c l u d i n g  a g r a c e  p e r i o d  o f  n o t  t o  exceed t a n  (10) yea re .  
'The Cooperat ing Country s h a l l  pay t o  A.I.D. i n  U.S. D o l l a r e  i n t e r e e t  from 
t h e  d a t e  o f  f i r e t  d i sbursement  o f  t h e  Loan a t  t h e  r a t e  o f  ( i )  two p e r c e n t  
(2%) p e r  annum d u r i n g  t h e  f i r s t :  t e n  (10) y e a r s ;  and ( i i )  t h r e e  p e r c e n t  
(3%)  p e r  nnnum t h e r e a f t e r ,  o n  t h e  o u t s t a n d i n g  d i s b u r s e d  b a l a n c e  o f  t h e  
Loan and o n  any due and unpaid i n t e r e s t  accrued the reon .  



5. Source and Origin of Goods and Services (Loan) 

Goods and services, except for ocean shipping, financed by 
A.I.D. under the Loan shall have their source and origin in the 
Cooperating Country or in countries included in A.I.D. Geographic Code 
941, except as A.I.D. may otherwise agree in writing. Ocean shipping 
financed by A.I.D. under the Loan shall be financed only on flag vessels 
of the Cooperating Country or countries included in A.I.D. Geographic 
Code-941, except as A.I.D. may otherwise agree in writing. 

c. Source and Origin of Goods and Services (Grant) 

Goods and services, except for ocean shipping, financed by 
A.I.D. under the Grant shall have their source and origin in the 
Cooperating Country or in the United States, except a s  A.I.D. may 
otherwise agree in writing. Ocean shipping financed by A.I.D. under the 
Grant shall be financed only on flag vessels of the United States, except 
as A.I.D. may otherwise agree in writing. 

d. Conditions Precedent to Loan Disbcrsements 

i. First Disbursement. Prior to the first disbursement under 
the Loan, or to the issuance by A.I.D. of documentation pursuant to which 
disbursement will be made, the Cooperating Country, will, except as 
A.I.D. may otherwise agree in writing, furnish to A.I.D. in form and 
substance satisfactory to A.I.D.: 

(a) An opinion of the legal advisor to the Cooperating 
Country that this Agreement has been duly authorized and/or ratified by, 
and executed oc behalf of, the Cooperating Country, and that it 
constitutes n valid and legally binding obligation of the Cooperating 
Country in accordance with ell of its terms; 

(b) A statement of the name of the person who will 
represent the Cooperating Country and of any additional representatives, 
together with a ~pecimen signature of each person specified in such 
statement; 

(c) The name of the Cooperating Country's project 
coordinator who will be able to contribute adequate time and effort for 
the successful implementation of the project; 

( d )  Evidence of the establishment of (1) a project office 
within the Central Bank and the assignment of adequate staff to support 
activities planned under the project, and ( 2 )  a Small Industry 
Development Credit Fund within the Borrower to support activities planned 
under the project; 



(el A detailed operational plan for sublending for the 
first sublending period of the project; 

( f )  Evidence of the establishment of a coordinated program 
of technical assistance and credit between the Central Bank and local 
small industry assistance organizations in~luding detailed policies, 
procedures and' eligibility criteria to be followed under that program. 

ii. Disbursement for Each Program Sublending Year. Prior to 
any disbursement, or the issuance of any commitment documents under the 
~ o a n  in each program sublending year, beginning with the year Oc't66er 1, 
1983 to September 30, 1984, the Cooperating Country shall, except as 
A.I.D. may otherwise agree in writing, furnish in form and substance 
satisfactory to A.I.D. a detailed report which (a) sets forth sublending 
activities planned for t'he next program sublending year, (b) evaluates 
the effectiveness of the credit resources and sublending policies, 
procedures and eligibility criteria used during the previous sublending 
periods and (c) evalua~es the effectiveness of the technical assistance 
resources provided to small industries and the effectiveness of the 
policies, procedures and eligibility criteria used to manage these 
resources during the previous sublending periods. 

e. Conditions Precedent to Grant Disbursements 

i. First Disbursement. Prior to the first disbursement under 
the Grant, or to the issuance by A.I.D. of documentation pursuant to 
which disbursement will be made, the Cooperating Country will, except as 
 he Parties may otherwise agree in writing, furnish to A.I.D. in form and 
substance satisfactory to A.I.D.: 

(a) An opinion of the Legal Advisor to the Cooperating 
Country that this Agreement has been duly authorized and/or ratified by, 
and executed on behalf of, the Cooperating Country, and that it 
constitutes a valid and legally binding 0-bligation of the Cooperating 
Country in accordance with all of its terms; 

(b) A statement of the name of the person who will 
represent the Cooperating Country and of any additional representatives, 
together with R specimen signature of each pereon specified in euch 
statement; and 

(c) The name of the project coordinator for'the project 
together with evidence that the coordinator will contribute adequate time 
and effort for the successful implementation of the project. 

ii. Disbursement for Technical Assistance System Component. 
Prior to any disbursement under the Grant, or the issuance by A.I.D. of 
documentat ibn pursuant to which disbursement will be made to- support the 



activities include under the Technical Assistance System project 
component, the Cooperating Country will, except as the parties may 
~therwise agree in writing, furnish to A.I.D. in form and substance 
satisfactory to A.I.D.: 

(a) Evidence of the esteblishment of a coordinated program 
of technical assistance and credit between the Central Bank and local 
small industry assistance organizations including the detailed pol;cies, 
proiedures and eligibility criteria to be followed under that program; 

- .  . 

(b) Evidence of the establishment of a Central Assistance 
Facility (CAF) within the Central Bank with the necessary supporting 
staff, equipment and other resources to administer the CAF activity; 

( c )  A detailed operational plan for the technical 
assistance center activities for the first project year (approximately 
September 1982 to September 1983). 

iii. Disbursement in Each Project Year. Prior to any 
disbursement or the issuance of'any commitment document under the grant 
in each project year, beginning 1,ith the year October 1, 1983 to 

- 

September 30, 1984, the Cooperating Country shall, except as A.I.D. may 
otherwise agree in writing, furnish in form and substance satisfactory to 
A.1 .D.: 

(a) A detailed report on the technical assistance 
activities planned for the next project year; and 

(b) a detailed evaluation report on the effectiveness of 
the technical assistance resources provided to small industries and the 
effectiveness of the policies, procedures, and eligibility criteria used 
to manage these resources during the previous project years. 

f. Special Covenants for Loan 

i. Project Evaluation. The Cooperating Country shall 
establish an evaluation program as part of the Project. Except as A.I.D. 
may otherwise agree in writing, the program will include annual 
evaluations during the implementation of the Project and at least one 
more at the project conclusion. The evaluation will include, but not be 
limited to: (a) evaluation of progress toward attainment of Che 
objectives of the Project; (b) identification ard evaluation of problem 
areas or constraints which may inhibit such attainment; (c) assessment of 
hcw such information may be used to help overcome such problems; and (d) 
evaluation, to the degree feasible, of the overall development impact of 
the Project. 



. . 
11. E v a l u a t i o n  P lan .  Except  a s  A.I.D. may o t h e r w i s e  a g r e e  i n  

w r i t i n g ,  t h e  Cooperat ing Country w i l l  p r e p a r e  and submit t o  A.I .D.  w i t h i n  
12 months of t h e  s i g n i n g  of t h i s  Agreement a  time phased p l a n  f o r  
e v a l u a t i o n .  

iii. Use of Loan Funds. Except as.A.1.D. may o t h e r w i s e  agree  i n  
w r i t i n g ,  t h e  Cooperat ing Country a g r e e s  t o  ( a )  d e p o s i t  211  subloan 
r e f l o w s  of p r i n c i p a l g e n e r a t e d u n d e r  t h i s  p r o j e c t  i n  t h e  Small  I n d u s t r y  
C r e d i t  Fund and u s e  such funds  i n  accordance wi th  t h e  p o i i c i e s  and 
c r i t e r i a  o f  t h e  Fund; and ( b )  make a v a i l a b l e  e f f e c t i v e  sub lend ing  
i n t e r e s t  r a t e s  and r i s k  r e d u c t i o n  i n c e n t i v e s ,  used under t h i s  p r o j e c t  f o r  
sub lend ing  t o  s m a l l  b u s i n e s s  w i t h  o t h e r  than  program r e s o u r c e s .  

g. Waiver 

i. Motorcycles  f inanced  by A I D  under t h e  p r o j e c t  and hav ing  a  
t o t a l  v a l u e  o f  n o t  t o  exceed $25,000 may have t h e i r  s o u r c e  and o r i g i n  i n  
c o u n t r i e s  inc luded  i n  A I D  Geographic Code 899. Exc lus ion  o f  procurement 
from F r e e  World C o u n t r i e s  o t h e r  t h a n  t h e  c o o p e r a t i n g  c o u n t r y  and 
c o u n t r i e s  inc luded  i a  Code 941 would s e r i o u s l y  impede a t t a i n m e n t  of U.S. 
f o r e i g n  p o l i c y  o b j e c t i v e s  and o b j e c t i v e s  of t h e  f o r e i g n  a s s i s t a n c e  
program. 
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A. Face Sheet  

5 .  Recommendations 

The P r o j e c t  Committee recommendr t h a t  t h e  D i r e c t o r ,  
USAID/Santo Darningo, approve t h e .  fo l lowing  loan /g ran t  t o  f i n a n c e  t h e  
Small I n d u s t r y  Development P r o j e c t .  

AID Loan $5,000,000 

Tenns: 25 y e a r s ,  2% i n t e r e s t  d u r i n g  
a  t e n  y e a r  g r a c e  p e r i o d ,  3% i n t e r e s t  
d u r i n g  remaining 15 y e a r s .  $3.5 
m i l l i o n  o f  t h e  AID l o a n  w i l l  be used 
f d r  sublending a c t i v i t i e s  i n  r u r a l  
a r e a s .  

Counterpar t  C o n t r i b u t i o n  

Counterpar t  c o n t r i b u t i o n ,  w i l l  be i n  
l o c a l  c u r r e n c y  resources .  
Disbursement w i l l  be over  a  t h r e e  
y e a r  p e r i o d ,  wi th  t h e  i n t e n t i o n  t h a t  
A I D  and c o u n t e r p a r t  funds  w i l l  be 
d i s b u r s e d  s imul taneouely .  

A I D  Grant $ 850,000 

U.S. d o l l a r s  w i l l  f i n a n c e  t e c h n i c a l  
a s s i s t a n c e ,  e v a l u a t i o n ,  and t r a i n i n g .  
Local cu r rency ,  w i l l  f i n a n c e  TAC 
o p e r a t i n g  c o s t s ,  l o c a l  t r a i n i n g ,  
t e c h n i c a l  a s s i s t a n c e  and commodities. 

Pro  ' e c t  T o t a l  
- b o u n t e r p a r t )  

Disbursement Pe r iod  
( f o r  r evo lv ing  fund)  

Implementation Per iod  
( f o r  t e c h n i c a l  a s s i s t a n c e )  

$7,850,000 

Three Years 

Five  Years 

C. Summary P r o j e c t  D e s c r i p t i o n  

h e  Borrower f o r  l o a n  funds  and t h e  Grantee  w i l l  be t h e  
Government of t h e  Dominican Republic. The C e n t r a l  Bank w i l l  be t h e  
primary execu t ing  agency, a c t i n g  through t h e  Fund f o r  Economic 
Development (FIDE) . 



2. Pro jec t  S u n m ~  

The Dominican Republic i e  a country with a  s u b s t a n t i a l  
en t r ep reneu r i a l  p o t e n t i a l .  !arge numbers of undercap i ta l i zed  smal l  and 
poorly  managed i nduo t r i e s  s t r u g g l e  f o r  s u r v i v a l  and growth i n  many l i n e s  
of businese i n  a l l  p a r t s  of t he  country.  These e n t e r p r i e e s  a r e  l abo r  
i n t ens ive  and t y p i c a l l y  l i n k  s i g n i f i c a n t l y  t o  a g r i c u l t u r a l  product ion and 
t o  l a r g e r  i n d u s t r i a l ,  cons t ruc t i on ,  tour ism and commercial e n t e r p r i s e s .  
Most smal l  i n d u s t r i e s  f a c e  a severe  shor tage  o f  working c a p i t a l  and lock 
access  t o  i n s t i t u t i o n a l  c r e d i t  of any kind. It i s  es t imated  t h a t  80% of 
t h e  c r e d i t  a v a i l a b l e  t o  f i rms  i s  provided 5y p r i v a t e  l enders  a t  i n t e r e s t  
r a t e s  o f t e n  double those charged by i n s t i t u t i o n s .  Entrepreneurs  
t y p i c a l l y  a r e  plagued by d e f i c i e n c i e s  i n  bus iness  admin i s t r a t i on  and 
t echn i ca l  knowledge, e f f e c t i v e  access  t o  markets ,  and i n e f f i c i e n t  
product ion technology. The f a c t  t h a t  s o  many of theee  e n t e r p r i s e s  do 
surv ive  under these cond i t i ons  sugges t s  t h a t  wi th  t e c h n i c a l  a s s i s t a n c e  
and access  t o  c r e d i t  a t  reasonable  r a t e s ,  very s i g n i f i c a n t  increases  i n  
p roduc t iv i ty  , employment, and product i o n  can  be achieved. 

The - Goal o f  t h e  P ro j ec t  is t o  i nc r ea se  t h e  per  c a p i t a  
income and employment i n  t he  Dominican Republic,  by improving the  
performance o f  t h e  p r i v a t e  s ec to r .  The Pcrpose of  t h e  P ro j ec t  is  t o  
e s t a b l i s h  an  i n s t i t u t i o n a l  mechanism, capable  of  providing a  continuoue 
source of c r e d i t ,  TA, and t r s i n i n g  t o  smal l  en t repreneurs  i n  t h e  
Dominican Republic. Accordingly, the  pro jec t  includes:  

a. C red i t  

A $7 m i l l i o n  Small Indus t ry  Revolving Cred i t  Fund 
w i l l  be e s t a b l i s h e d  i n  t h e  Cent ra l  Bank, under t he  gene ra l  management of 
FIDE. The c r e d i t  w i l l  be made a v a i l a b l e  t o  smal l  en t repreneurs  through 
p a r t i c i p a t i n g  f i n a n c i a l  i n e t i t u t i o n s  (PFI),  q u a l i f i e d  t o  do  business  w i th  
FIDE. ?FIs w i l l  have f i n a l  approval f o r  subloans and w i l l  c e r t i f y  t h a t  
t h e  loan  meets e l i g i b i l i t y  c r i t e r i a  of t he  program. The PFI w i l l  make 
t h e  i n i t i a l  disburaernent, whenever pos s ib l e ,  d i r e c t l y  t o  t h e  supp l i e r  of  
goods and s e rv i ce s .  The PFI w i l l  then eubmit t he  loan  documentation and 
a reimbursement reques t  t o  FLDE which w i l l  reimburse t h e  PFI within 24 
hours . 

Subloans w i l l  not  exceed $50,000 nor be l e s s  than 
$2,000. Cooperat ivee and Group Associat ions  w i l l  be e l i g i b l e  f o r  
eubloans, t he  t o t a l  amount of  which may not  exceed $100,000. Funds w i l l  
be a v a i l a b l e  f o r  the  purchara of c a p i t a l  goode, working c a p i t a l ,  
inventory f inancing and any o t h e r  purpose deemed neceeeary t o  assure  t h e  
v i a b i l i t y  of the  e n t e r p r i s e .  Loans f o r  the  a c q u i e i t i o n  of c a p i t a l  goods 
and product ion c r e d i t  w i l l  be f o r  a per iod of  no t  more than  6 yea r s  
inc lud ing  a  one year  grace per iod ;  loans f o r  working c a p i t a l  w i l l  be made 
f o r  a per iod  o f  up t o  3 yea r s  with  a 6 month grace  per iod.  



b. Technical Assis tance 

The t e c h n i c a l  a s s i s t a n c e  component i s  designed t o  
provide a  s e  l f - sus ta in ing  network t o  s e r v i c e  t he  bus iness  development 
needs o f  small  entrepreneurs .  Two mechaniems w i l l  be provided: (1 )  
Technical Assis tance Centers (TAC) w i l l  provide t he  emall  indue t ry  
borrowers with needed a s s i s t a n c e  i n  loan a n a l y s i s  and document 
p repara t ion  and i n  bas ic  management and ope ra t i ona l  techniques;  (2)  a 
Central  Ass i s tance  F a c i l i t y  (CAF), loca ted  i n  FIDE, w i l l  provide TACs 
with  t e chn i ca l  a s s i s t a n c e  dur ing  t h e  s ta r t -up  phase and, upon request ,  
spec i a l i z ed  a s s i e t ance  needed by TAC c l i e n t s .  

3. Summary Findings 

The P ro j ec t  Committee has  reviewed the  p r o j e c t  f o r  i t s  
institutions 1, £i tsancia  1, ecoaomic and s o c i a l  eoundness. The Cormnittee 
be l i eves  t h a t  t h e  P r o j e c t ,  a8 developed, can h e l p  t o  a l l e v i a t e  t he  
c o n s t r a i n t s  t o  succes s fu l  emall  i n d u e t r i a l  development i n  the  Dominican 
Republic by opening up formal i n s t i t u t i o n a l  c r e d i t  mechanisms t o  smal l  
e n t e r p r i s e  p a r t i c i p a t i o n  and providing sound and t imely  a s s i e t a n c e  i n  
bus iness  admin i s t r a t i on  and management. 
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I I. BACKGROUND 

A. Role and : h a r a c t e r i s t i c o  o f  Small Busineas i n  t h e  Economy 

Small  b u s i n e s s  p lays  an  impor tan t  r o l e  in t h e  Dominican 
economy. Although t h e  e x a c t  number o f  small bus inesses  i s  n o t  known, 
t h e r e  a r e  a t  l e a s t  5,000 small b u s i n e s s e s  r e g i s t e r e d  w i t h  t h e  S e c r e t a r i a t  
o f  Indus t ry  and Commerce and i t  i s  e s t i m a t e d ,  a t  l e a s t  8,000 u n r e g i s t e r e d  
bus inesses  i n  t h e  Dominican Republic. According t o  r e s u l t s  o b t a i n e d  i n  
1981 from a  s t u d y  on Dominican i n d u s t r y  conducted by t h e  United Nat ions  
Organ iza t ion  f o r  I n d u s t r i a l  Development (UNDO), approximate ly  45 p e r c e n t  
o f  t h e  manufactur ing l a b o r  f o r c e  ( o r  26,000 pe r sons )  i s  employed by smal l  
bus iness .  I n  1981, s m a l l  b u s i n e s s  c o n t r i b u t e d  approximate ly  56 p e r c e n t  
o f  t h e  t o t a l  manufactur ing o u t p u t  ( exc lud ing  sugar )  o r  $365 m i l l i o n  t o  
t h e  economy. 

Small  b u s i n e s s e s  i n  t h e  Dominican Republic a r e  d e f i n e d  a s  
having between R ~ $ 1 0 , 3 0 0  and ~ ~ $ 2 5 0 , 0 0 0  i n  a s s e t s ,  w i i h  h i g h l y  v a r i a b l e  
l e v e l s  o f  s a l e s .  A s m a l l  bueineas  employs a n  average of twenty workers,  
a l though  manufactur ing f i r m s  w i t h  R D $ ~ O , O O O  t o  ~ ~ $ 5 0 , 0 0 0  i n  a s s e t s ,  
employ on t h e  average  between f i v e  and t e n  workers. These e n t e r p r i s e s  
a r e  p a r t i c u l a r l y  a c t i v e  i n  t h e  food p rocess ing ,  l i g h t  manufactur ing 
(e.g.,  f u r n i t u r e ,  shoemaking, metalworking,  e t c . )  , h a n d i c r a f t ,  s e r v i c e ,  
and c o m e r c i a l / t r a d i n g  i n d u s t r i e s .  

B. The Problems and Needs o f  Small  Business  

The r e c e n t l y  completed INTEC s t u d y  o f  small b u s i n e s s e s  i n  t h e  
Dominican Republ ic ;  t h e  1980 AITECIDDF micro-en te rp r i se  survey;  t h e  UNIDO 
study ; t h e  CONADEPI survey ; and e x t e n s  i v e  d i s c u s s i o n s  w i t h  people  w i t h  
knowledge o f  t h i s  s e c t o r ,  have enabled a p i c t u r e  o f  t h e  needs  and 
c o n s t r a i n t s  o f  Dominican s m a l l  b u s i n e s s  t o  emerge. I n  p a r t i c u l a r  t h e r e  
a r e  f i v e  a r e a s  which a r e  i d e n t i f i e d  f o r  a t t e n t i o n  i n  t h i s  P r o j e c t  Paper: 
c r e d i t ,  management, p roduc t ion ,  marke t ing ,  and t h e  p o l i c y / l e g a  1 
environment. (See S e c t i o n  C.2 and D . 1  f o r  d e t a i l s  on s t u d i e s  c i t e d . )  

1. A R e l i a b l e  and Economic Source of Cred i t  - 
Since  most p r i v a t e  f i n a n c e  companies f i n d  t h a t  l o a n s  t o  

s m e l l  b u s i n e s s e s  a r e  t o o  r iuky , and t o o  c o s t l y  p e r  d o l l a r  l e n t ,  they 
r a r e l y  ex tend  c r e d i t  t o  smal l  e n t e r p r i s e s .  As a r e s u l t ,  t h e  smal l  
e n t r e p r e n e u r  mus t eeek l o a n s  from p r i v a t e  l e n d e r s  and non-formal 
sources .  S i n c e  t h e s e  lonne a r e  u s u a l l y  very s h o r t  term, t h e y  g e n e r a l l y  
a r e  o n l y  used f o r  s h o r t  term working c a p i t a l  needs. I n  most c a s e s ,  te rms 
a r e  very unfavorab le  a t  more t h a n  twice  t h e  formal market  r a t e ,  well 
beyond those  p e m i t t e d  by s t a t u t e .  

Without c r e d i t  o r  a c c e s s  t o  c r e d i t ,  smal l  i n d u s t r y  i s  
unable  t o  i n v e s t .  I n  many c a s e s ,  modest needs such a s  shor t - term working 
c a p i t a l  t o  a s s u r e  s t e a d y  p roduc t ion  have no t  been s a t i s f i e d  through t h e  



formal f i n a n c i a l  market. The r e c e n t  INTEC s t u d y  i n d i c a t e d  t h a t  72.4% of  
a l l  s m a l l  b u s i n e s s e s  surveyed had a n  u r g e n t  need f o r  c r e d i t  t o  f i n a n c e  
bo th  working and f i x e d  c a p i t a l  inves tment .  S i m i l a r l y ,  93.1% o f  
respondents  i n  t h e  AITEC/DDF s t u d y  i d e n t i f i e d  l a c k  o f  c r e d i t  a s  t h e  
primary o b s t a c l e  t o  bus iness  expansion.  

The "wbyl' o f  t h e  c r e d i t  c o n e t r a i n t ,  r evea led  i n  t h e s e  
s t u d i e s ,  i s  a l s o  of c o n s i d e r a b l e  i n t e r e s t .  I n  bo th  manufactur ing and 
n o r m a n u f a c t u r i n g  s e c t o r s  and p a r t i c u l a r l y  i n  t h e  lower end o f  t h e  
b u s i n e s s  s c a l e ,  t h e  absence of e x p e r i e n c e  and i n a b i l i t y  t o  conform w i t h  
formal  banking i n s t i t u t i o n  requirements  - e.g. l a c k  o f  cncierstanding o f  
a p p l i c a t i o n  procedures ,  l a c k  o f  a u d i t e d  s t a t e m e n t s ,  i n a b i l i t y  t o  
demonstra te  p o s i t i v e  c a s h  f lows and repayment c a p a b i l i t y ,  e t c .  - were t h e  
l i m i t i n g  f a c t o r s .  In  f a c t ,  t h e s e  reasons  were c i t e d  more f r e q u e n t l y  even 
t h a n  c o l l a t e r a l  o r  g u a r a n t e e  d e f i c i e n c i e s  f o r  n o t  o b t a i n i n g  c r e d i t .  

2. Admin i s t ra t ive  Knowledge 

Knowledge o f  b u e i n e s s  a d m i n i s t r a t i o n  i a  r a r e  and commonly 
l ea rned  by hard exper ience .  Baaed on in fo rmat ion  from t h e  INTEC s t u d y  
and from a r e c e n t  survey o f  i t a  members by CONADEPI (a n a t i o n a l  s m a l l  
bus inees  a s s o c i a t i o n ) ,  i t  i s  known t h a t  accoun t ing  and record-keeping 
systems a r e  i r r e g u l a r l y  mainta ined.  There fo re ,  a  businessman may have 
l i t t l e  knowledge o f  h i s  a c t u a l  a s s e t s  and l i a b i l i t i e s ,  h i s  c o s t s  o f  
p roduc t ion  o r  h i s  p r o f i t  margin. A s  t h e  s m a l l  e n t r e p r e n e u r  has  numeroua 
r e s p o n s i b i l i t i e s  and t y p i c a l l y ,  a l i m i t e d  formal  educa t ion ,  h i s  chances 
o f  l e a r n i n g  enough about  a d m i n i s t r a t i o n  and management b e f o r e  l o s s e s  a r e  
s u f f e r e d  a r e  r e l a t i v e l y  s l i m .  Worse, t h e  s m a l l  e n t r e p r e n e u r  o f t e n  "dc?s 
no t  know t h a t  he  does  n o t  know." For example, d e s p i t e  t h e  r e c o g n i t i o n  o f  
t h e  e n t r e p r e n e u r s '  i n a b i l i t y  t o  conform wj. t h  banking requirement6 (dee 
above) ,  o n l y  35% o f  s m a l l  manufacturers  and 20% o f  s m a l l  
n o n m a n u f a c t u r e r s  surveyed responded t h a t  they had e v e r  sought  t e c h n i c a l  
a s s i s t a n c e .  The main reason  f o r  n o t  seek ing  t e c h n i c a l  a s s i s t a n c e ,  c i t e d  
by 94% of t h e  respondents ,  was t h a t  they "d idn ' t  t h i n k  it wae neceseary." 

Beyond s imple  loan-packaging s e r v i c e s ,  Dominican s m a l l  
b u s i n e s s e s  have a need f o r  d i r e c t  t e c h n i c a l  a s s i s t a n c e  which w i l l  
i n c r e a s e  t h e  e n t r e p r e n e u r ' s  awareness o f  t h e  u t i l i t y  o f  a d m i n i e t r a t i v e  
c o n t r o l s  and procedures ,  and p rov ide  rudimentary  t r a i n i n g  i n  t h e a e  
a r e a s .  Perhaps t h e  g r e a t e s t  need o f  s m a l l  b u s i n e s s  i s  f o r  accoun t ing  and 
record-keeping systems.  I n  o r d e r  t o  p l a n  f o r  growth and expansion,  t h e  
e n t r e p r e n e u r  must f i r p t  know where h i s  money i s  going.  Only i n  t h i s  way, 
and w i t h  an  e y e  toward t h c  f u t u r e ,  c a n  he make r a t i o n a l  d e c i s i o n s  on 
procurement,  product ion,  s a l e s ,  e t c . ,  w i th  which t o  maximize h i s  chances  
of s u r v i v a l ,  n o t  t o  mention p r o f i t .  

3. P roduc t ion  Knowledge 

Systems o f  product i o n  used by s m a l l  b u s i n e s s e s  of t e n  
u n d e r u t i l i z e  both l a b o r  and c a p i t a l .  Equipment i s  o f t e n  ou tda ted  and 



u n r e l i a b l e .  Typ ica l ly ,  t h e r e  a r e  p roduc t ion  t echn iques  and equipment 
a v a i l a b l e  which would i n c r e a s e  p roduc t ion  e f f i c i e n c y ,  o f  which t h e  
e n t r e p r e n e u r  i s  unaware. Also,  u n s k i l l e d  workers may b e  t r a i n e d  t o  r a i s e  
t h e i r  l e v e l  of  p r o d u c t i v i t y  the reby  i n c r e e e i n g  t h e  o u t p u t  o f  t h e  
b u r i n a r s .  Technical  o a a i e t a n c a ,  working d i r e c t l y  wi th  t h e  e n t e r p r i s e ,  
c a n  uncover t h e s e  shortcominge and make recommendations f o r  impovement 
a s  well a s  provide  gu idance  f o r  implementation o f  recornended 
improvements. Amongst s m a l l  manufac tu re r s  surveyed by INTEC who 
responded t h a t  they had sought  t e c h n i c a l  a s s i s t a n c e ,  around f i f t y  p e r c e n t  
c la imed t o  have been i n t e r e s t e d  i n  r e c e i v i n g  product ion-or iented TA, such 
as f o r  new machinery and i t s  i n s t a l l a t i o n ,  and f o r  q u a l i t y  c o n t r o l .  

4. Marketinp; Knowledge 

Many, i f  n o t  most ,  smal l  e n t r e p r e n e u r s  do no t  have t h e  
reeources  t o  buy s u p p l i e s  i n  l a r g e  q u a n t i t i e s  and a t  reduced r a t e s  n o r  d o  
t h e y  have t h e  market ing knowledge t o  g e t  t h e  b e s t  p r i c e  f o r  h i s  product .  
The r e s u l t  o f t e n  i s  t h a t  t h e  s m a l l  e n t r e p r e n e u r  must buy h igh  and s e l l  
low i n  s m a l l e r  q u a n t i t i e s  t h a n  i s  opt imal .  A b roader ,  unders tanding o f  
raw m a t e r i a l  s o u r c e s ,  r e t a i  1 channe l s ,  and market ing i n £  ormat ion w i l l  
p rov ide  t h e  e n t r e p r e n e u r  wi th  s e v e r a l  c h o i c e s  from which h e  may improve 
h i s  purchas ing ,  b a r g a i n i n g  and market ing power. 

There a r e  few e n t e r p r i s e a  anywhere t h a t  could  n o t  b e n e f i t  
cons ide rab ly  from b e t t e r  marke t ing  p r a c t i c e s .  E n t e r p r i s e s  po i sed  a t  t h e  
b r i n k  o f  e u r v i v a l  - as  many Dominican smal l  e n t e r p r i s e 8  a r e  - c a n  l e a e t  
a f f o r d  fo rego ing  market  o p p o r t u n i t i e s  and advan tages  t h a t  may be open t o  
them, whether l o c a l  o r  expor t -o r i en ted .  Recogni t ion of t h i s  r e a l i t y  was 
revea led  by t h e  INTEC survey ,  wherein  "marketing" and "pub l i c i ty"  were 
accorded h igh  p r i o r i t y  among TA c a t e g o r i e s ,  p a r t i c u l a r l y  by s e r v i c e  and 
commercial e n t e r p r i s e  respondent 8. A 1  1 uf t h e  l o a n  packaging,  manager ia l  
and p roduc t ion  a s s i s t a n c e  i n  t h e  world i s  w o r t h l e s s  i f  t h e  f i n a l  product  
cannot  b e  s o l d  p r o f i t a b l y .  

5. Major P c l i c y  and Legal  C o n s t r a i n t s  

There a r e  many laws and r e g u l a t i o n s  now o n  t h e  books t h a t  
were in tended  e i t h e r  t o  p rov ide  i n c e n t i v e s - o r  t o  r e g u l a t e  bus iness .  Each 
government a d m i n i s t r a t i o n  h a s  had i t s  own p o l i c y  i n  promoting and /o r  
r e g u l a t i n g  t h e  p r i v a t e  s e c t o r .  A s  a r e s u l t ,  t h e  e n t r e p r e n e u r  f a c e s  a  
l e g a l  environment i n  which laws a r e  complex, f u l l  of  loopho les ,  and o f t e n  
i n c o n s i e t e n t ,  o r  c o n t r a d i c t o r y .  Laws a f f e c t i n g  s m a l l  b u s i n e s s  a r e  o f t e n  
n o t  e f f e c t i v e l y  implemented. A few of t h e  important  laws a f f e c t i n g  s m a l l  
b u s i n e s s e s  and t h e i r  c o n s t r a i n t 8  a r e  p resen ted  i n  Annex G-1. 

The GODR i a  becoming aware of t h e s e  c o n s t r a i n t s .  Some 
laws, i n  e f f e c t ,  b e n e f i t  t h e  l a r g e r  e n t e r p r i s e s  and t h o s e  wi th  t h e  most 
p o l i t i c a l  i n f l u e n c e  ( u s u a l l y  no t  t h e  s m a l l  businessman),  making 
s i g n i f i c a n t  change very d i f f i c u l t .  Dealing e f f e c t i v e l y  w i t h  t h e s e  
c o n s t r a i n t s  and reforming t h e  e x i s t i n g  laws and r e g u l a t i o n s  a f f e c t i n g  
s m a l l  b u s i n e s s  i s  a long term procees  invo lv ing  much a n a l y t i c a l  and 
p o l i t i c a l  e f f o r t .  P r i v a t e  s e c t o r  o r g a n i z a t i o n s  a r e  a d d r e s s i n g  many of 
t h e s e  i s s u e s  wi th  t h e  new government. 



C. Government and o t h e r  Donor Response t o  Small Business  Problems 

GODR Response t o  t h e  Problem 

The GODR h a s  recognized t h a t  s m a l l  b u s i n e s s  i s  a n  
import a n t  s o u r c e  o f  employment. However, GODR i n t e r e s t  i n  promoting 
s m a l l  b u s i n e s s  h a s  been focused l a r g e l y  on t h e  Dominican I n d u s t r i a l  
Promotion Corpora t ion  (CFI) ,  a  government e n t i t y ,  r a t h e r  t h a n  promotion 
through p r i v a t e  s e c t o r  mechanisms. P r e s i d e n t  Salvador  J o r g e  Blanco h a s  
i n d i c a t e d  a  s t r o n g  p r e f e r e n c e  f o r  i a b o r  i n t e n s i v e ,  s m a l l  i n d u s t r y  and 
economic d e c e n t r a l i z a t i o n ,  p l a c i n g  emphasis on t h e  c r e a t i o n  o f  new j o b s  
i n  c o n s t r u c t i o n  and a g r o  i n d u s t r y ,  p r i n c i p a l l y  i n  t h e  r u r a l  a r e a s  and 
secondary c i t i e s ,  thereby reducing m i g r a t i o n  t o  t h e  c a p i t a l  and improving 
income d i s t r i b u t i o n .  T h i s  p r o j e c t  r e f l e c t s  t h e  growing r e c o g n i t i o n  on 
the  p a r t  o f  t h e  OODR t h a t  s m a l l  b u r i n e r o  prornot io?~ i e  b a r t  handled by t h e  
p r i v a t e  e e c t o r  wi th  t h e  suppor t  o f  t h e  government r a t h e r  t h a n  d i r e c t l y  by 
government agenc ies .  The fo l lowing  a e c t i o n  r e f l e c t s  GODR p a r t i c i p a t i o n  
i n  t h e  b u s i n e s s  s e c t o r .  

Smal l  I n d u s t r y  Promotion and J o b  C r e a t i o n  

The Corporaci6n d e  Fomento I n d u s t r i a l  (CFI) i s  t h e  
o n l y  p u b l i c  i n s t i t u t i o n  p rov id ing  c r e d i t  f o r  s m a l l  i n d u s t r y .  When 
c r e a t e d  i n  May 1962, CFI was t h e  i n s t i t u t i o n  r e s p m s i b l e  f o r  managing t h e  
government e n t e r p r i s e s  which were ob ta ined  from t h e  T r u j i l l o  family.  Law 
288 o f  June 1966 modified t h e  p r i n c i p a l  functi .ons o f  CFI and a s s i g n e d  t o  
t h i s  i n s t i t u t i o n  t h e  fo l lowing major r e s p o n s i b i l i t i e s :  (1)  promotion o f  
i n d u s t r i a l  development i n  t h e  coun t ry  by s t i m u l a t i n g  p roduc t ive  s e c t o r s ;  
(2) a s s l s r i n g  i n  t h e  r e h a b i l i t a t i o n  o f  economic a c t i v i t i e s  i j  promoting 
new i n d u s t r i e s  and t h e  development o f  those  a l r e a d y  e x i s t i n g ;  (3)  
g r a n t i n g  c r e d i t s  t o  t h e  i n d u s t r i a l  s e c t o r ;  and (4)  development o f  
r e s e a r c h  and investment p r o j e c t s  t o  s t i m u l a t e  i n d u s t r i a l  development. 

I n  1979, w i t h  a  $6 m i l l i o n  c r e d i t  from FIDE, CFI 
launched a  l a r g e  s c a l e  l end ing  program designed t o  f i n a n c e  and a s r i s t  t h e  
development o f  emal l  i n d u a t r y .  During t h e  f i r e t  y e a r  CFI made 319 loans  
f o r  a  t o t a l  of  RD$13.6 m i l l i o n ,  p r i m a r i l y  w i t h  iunde from FIDE. With 
approximate ly  40-50 p e r c e n t  o f  i t s  s m a l l  i n d u s t r y  l o a n s  d i r e c t e d  t o  smal l  
i n d u s t r i e s  i n  t h e  i n t e r i o r  r eg ion ,  t h e  Corporat ion con t inued  i t s  h igh  
r a t e  o f  l o a n  disbursement  u n t i l  mid 1981 by making 635 l o a n s  f o r  a  t o t a l  
of  ~ ~ $ 1 5 , 0 0 0 , 0 0 0 .  Of t h i s  t o t a l ,  449 (70%) were f o r  l o a n s  o f  l e s s  than 
~ ~ $ 2 5 , 0 0 0 ;  125 (19.7%) were f o r  l o a n s  between ~ ~ $ 2 5 , 0 0 0  and 50,000; and 
61 (9.6%) were f o r  loans  from ~ ~ $ 5 0 - 1 0 0 , 0 0 0 .  However, by mid 1981, CFI's 
r a p i d  l end ing  r a t e  was g r e a t l y  reduced r e f l e c t i n g ,  among o t h e r  t h i n g s ,  
s e r i o u s  r e s e r v a t i o n s  about  the  soundness of CFI lend ing  p r a c t i c e s .  Since  
November o f  1981, CFI h a s  been wi thout  any funding from FIDE and has  
v i r t u a l l y  n o t  made any loans .  



CFI h a s  n o t  j e e n  s u c c e s s f u l  i n  c o l l e c t i n g  l o a n  
repayments and h a s  provided r e  l a c i v e l y  l i t t l e  t e c h n i c a l  a s s i s t a a c e .  A 
r e c e n t  i n s t i t u t i o n a l  a n a l y s i s  o f  CFI by A I D  i n d i c a t e d  t h a t  o f  t h e  t o t a l  
o u t s t a n d i n g  l o a n  p o r t f o l i o  o f  ~ ~ $ 1 7  m i l l i o n  of which 90  p e r c e n t  c o n s i s t s  
o f  l o a n s  t o  s m a l l  i n d u s t r i e e ,  o n l y  50-60 p e r c e n t  i s  cons ide red  t o  be 
c o l l e c t a b l e  under t h e  b e s t  o f  c i r cumstances ,  t h a t  i s  t o  aay t h a t  a t  l e a s t  
4 0  p e r c e n t  i s  n o t  r ecoverab le  through r e g u l a r  c o l l e c t i o n  procedures .  
Although t h e  a n a l y s i s  recommends a g a i n s t  channel ing f i n a n c i a l  a s s i s t a n c e  
d i r e c t l y  t o  CFI a t  t h i s  t ime ,  i t  r ecogn izes  t h e  p r e s s i n g  need f o r  c a p i t a l  
and t e c h n i c a l  a s s i s t a n c e  t o  t h e  s m a l l  i n d u s t r y  s u b s e c t o r  a t  t h i s  t ime.  

Other  Donor A c t i v i t i e s  

Moat o f  t h e  i n t e r n a t i o n a l  a s s i s t a n c e  t o  s m a l l  i n d u s t r i e s  
( i n  a d d i t i o n  t o  A I D  c o n t r i b u t i o n s )  h a s  come from t h r e e  m u l t i l a t e r a l  
donors: 1 )  t h e  Uni ted  Nat ions  (UNIDO and IM); 2 )  t h e  World Bank; and 3) 
t h e  I n t e r h e r i c a n  Deveiopment Bank ( IDB)  . 

The United Nat ions  I n d u s t r i a l  Development Organ iza t ion  
(UNLDO) is conduct ing a  a tudy o f  small and medium-sized i n d u s t r i e s ,  i n  
c o n j u n c t i o n  wi th  t h e  S e c r e t a r i a t  o f  I n d u s t r y  and Connnerce, which w i l l  
r e s u l t  i n :  1)  a  d e f i n i t i o n  and c h a r a c t e r i z a t i o n  of small and medium 
i n d u s t r i e s ;  2) t h e  d e s i g n  o f  a sys tem f o r  development and a s s i s t a n c e  t o  
small i n d u s t r i e s ;  3 )  recommendations f o r  the  o r g a n i z a t i o n  o f  a s m a l l  and 
medium i n d u s t r y  u n i t  i n  t h e  S e c r e t a r i a t  o f  I n d u s t r y  and Comerce ;  4 )  
i d e n t i f i c a t i o n  of p r o j e c t s  and a c t i v i t i e s  f o r  t h a t  u n i t ;  and 5) 
c o l l a b o r a t i o n  i n  a c q u i s i t i o n  o f  t e c h n i c a l  e x p e r t s .  

Beginning i n  1980, a j o i n t  e f f o r t  by t h e  World Bank 
(which provided f i n a n c i n g )  and t h e  I n t e r n a t i o n a l  Labor Organ iza t ion  ( I L O )  
(which provided t e c h n i c a l  a r e i a t a n ~ ~ )  wae i n i t i a t e d  t o  develop t h e  
Na t iona l  Institute f o r  Techn ica l  and P r o f e ~ e i o n a l  Formation (INFOTEP). 
This  I n s t i t u t e  i e  responsible f o r :  conduct ing s t u d i e e  t o  de te rmine  
t r a i n i n g  needs;  providing t e c h n i c a l  suppor t  t o  i n e t i t u t i o n s  involved i n  
worker t r a i n i n g ;  o f f e r i n g  t e c h n i c a l  a s s i s t a n c e  t o  p r i v a t e  e n t e r p r i s e s ;  
and o r g a n i z i n g  t r a i n i n g  c e n t e r s  for workers i n  i n d u s t r y ,  commerce, and 
a g r i c u l t u r e  and t r a i n i n g  o f  b l u e  c o l l a r  workers.  It i s  a n t i c i p a t e d  t h a t  
t h e  r e s o u r c e s  o f  INFOTEP w i l l  be topped by t h e  TACs working i n  
c o n j u n c t i o n  w i t h  t h i s  p r o j e c t .  

I n  September 1981, t h e  Inter-American Development Bank 
(LDB) made a $7.5 m i l l i o n  l o a n  t o  t h e  Investment Fund f o r  Economic 
Development (FLDE) t o  a i d  i n d u s t r i a l  e s t a b l i s h m e n t s  which were damaged by 
t h e  1979 h u r r i c a n e s .  C r e d i t  i s  d i r e c t e d  towards c o n s t r u c t i o n  and 
r e c o n s t r u c t i o n  o f  i n d u s t r i a l  p l a n t s ,  a s  w e l l  a s  a c q u i s i t i o n  o f  machinery,  
equipment, and t e c h n i c a l  a s s i s t a n c e .  Cred i t  i s  no t  a v a i l a b l e  under  t h i s  
o p e r a t i o n  f o r  working c a p i t a l .  The l o a n  has  no t  d i s b u r s e d  r a p i d l y  
because o f  t h e  l i m i t a t i o n  on t h e  purposes  f o r  v h i c h  i t  i s  a v a i l a b l e  a s  
w e l l  a e  pe rce ived  o b s t a c l e e  i n  FIDE mechaniomo which, under t h e  proposed 
p r o j e c t ,  w i l l  ba oub jac t  t o  n o d i f i c n t i o n .  



On June 6, 1980, t h e  IDB approved a $ .5  m i l l i o n  l o a n  f o r  
Small  P r o j e c t s  f o r  t h e  Development A s s o c i a t i o n  of t h e  Province  o f  
E s p a i l l a t  (Moca). A g r i c u l t u r e  was t h e  primary focus  o f  t h i s  l o a n ,  
however, 35% o r  $175,000, was t o  be used f o r  l o a n s  t o  micro  i n d u s t r i e s  
(maximum of 10 workers) .  Sub l o a n s  d i d  n o t  exceed $5,000. The l o a n  f u n i  
is complete ly  d i s b u r s e d .  

The I D B  i s  i n  t h e  p r o c e s s  o f  n e g o t i a t i n g  a  $.5 m i l l i o n  
l o a n  w i t h  t h e  Development Assoc ia t ion  o f  Sant iago.  The money w i l l  be 
used t o  f i n a n c e  sub loans  f o r  micro  and s m a l l  i n d u s t r i e s .  The proposed 
e l i g i b i l i t y  c r i t e r i a  i n c l u d e  sub-borrowers whose b u s i n e s s e s  have a n n u a l  
s a l e s  o f  n o t  more t h a n  $25,000; a s e e t s  o f  n o t  more t h a n  $15,000; a n  
investment/employment r a t i o  o f  no t  more than $3,000; and a t  l e a e t  two 
y e a r s  exper ience .  Subloans w i l l  be f o r  no t  more t h a n  $5,000 a t  a n  
i n t e r e s t  r a t e  of 12% p l u s  1% cornmiasion. The i n t e r e s t  rate f o r  l o a n s  c a n  
be r e v i s e d  i f  p e r m i t t e d  by law o r  corresponding a u t h o r i t y .  

The a c t i v i t i e s  proposed under  t h e  Small Business  
Development P r o j e c t  w i l l  not  c o n f l i c t  : , i th  t h e s e  o t h e r  donor a c t i v i t i e s ;  
on the  c o n t r a r y ,  they w i l l  s e r v e  t o  r e i n f o r c e  t h e s e  e f f o r t s .  

D. A I D ' S  A c t i v i t y  i n  Smal l  Businees  S e c t o r  

There have been s e v e r a l  a t t e m p t s  by AID i n  t h e  p a s t  t o  promote 
s m a l l  i n d u s t r y  i n  t h e  Dominican Republic through l end ing  programs. These 
a t t e m p t s  met w i t h  mixed and o f t e n  d i e a p p o i n t i n g  r e s u l t s .  I n  1978 AID 
funded a n  employment p o l i c y  s tudy .  (A sununary o f  t h e s e  a c t i v i t i e s  i s  
inc luded  i n  Annex G-2). 

1. Promoting Small  Business  t o  Generate  Employment 

Recent ly  A I D  has  f inanced  s t u d i e s  on t h e  c h a r a c t e r i s t i c s  
and needs of s m a l l  b u s i n e e s  i n  t h e  Dominican Republic.  Much o f  t h e  
a n a l y s i s  and d i r e c t i o n  o f  t h i s  p r o j e c t  i s  a  r e s u l t  o f  t h e s e  s t u d i e s .  

a .  Dominican Development Foundation Micro-Industry 
S e c t o r  Assessment 

A I D  provided a  s m a l l  g r a n t  t o  t h e  Dominican 
Development Foundation (DDF) - a  non-prof i t  Dominican o r g a n i z a t i o n  - t o  
under take  a n  aeseeemant of t h e  micro- indust ry  s e c t o r  i n  t h e  C a p i t a l  and 
e i x  oecondary c i t i e e .  Completed i n  October 1980, invo lv ing  i n t e r v i e w s  
with 322 mic ro -en te rp r i ses ,  t h e  s tudy  compiled d a t a  on micro- level  
b u s i n e s s  and i n d u s t r y  i n c l u d i n g  p h y s i c a l  l o c a t i o n ,  p r i n c i p a l  
c h a r a c t e r i s t i c s ,  problems and needs. (For  purposes  o f  t h i s  s t u d y ,  a  
mic ro -bus lness  o r  i n d u s t r y  i s  d e f i n e d  a 8  having a  f i x e d  c a p i t a l  
investment o f  $10,000 o r  l e s s ,  and s i x  employees o r  l e s s . )  



As a  r e s u l t  o f  the  s t u d y ' s  f i n d i n g s ,  i n  FY-1981, AID 
approved a n  OPG t o  t h e  DDF i n  t h e  amount o f  $498,810, f o r  a three-year  
program o f  i n s t i t u t i o n a l  development i n c l u d i n g  l o a n s  and t e c h n i c a l  
a e e i s t a n c e  i n  management t o  m i c r o - e n t e r p r i s e r .  T h i s  amount i s  being 
matched by a l o c a l  c o u n t e r p a r t  c o n t r i b u t i o n  o f  $597,029, f o r  a t o t a l  
program value  o f  $1,095,839. The program w i l l  p rov ide  250 loans  t o  
i n d i v i d u a l  borrowers (micro empresor ios)  end 310 l o a n s  t o  s m a l l  groups 
( s o l i d a r i o e ) .  I t  i s  a n t i c i p a t e d  t h a t  500 new j o b s  w i l l  be c r e a t e d  and 
w i l l  r e i n f o r c e  1,860 e x i s t i n g  jobs .  DDF hae a l s o  o b t a i n e d  a  $1 m i l l i o n  
l i n e  o f  c r e d i t  from FIDE t o  suppor t  t h i s  program. 

b. Santo  Domingo Technical  I n s t i t u t e  (INTEC) Small 
I n d u s t r y  S e c t o r  Ana lys i s  

In  September o f  1990, a s m a l i  i n d u e t r y  sub-sector  
a n a l y e i e  managed by t h e  S a n t o  Domingo Techn ica l  I n e t i t u t e  (INTEC) was 
i n i t i a t e d  wi th  j o i n t  f i n a n c i n g  by A I D  and t h e  A s s o c i a t i o n  o f  I n d u s t r i e s .  

Its purpose  i s  t o  develop a  s t r a t e g y  and program t o  
i n c r e a s e  employment o p p o r t u n i t i e s  i n  s m a l l  e n t e r p r i s e s .  The p r o j e c t  
s u p p o r t s  t h e  e s t a b l i e h m e n t  o f  a comprehensive and c o o p e r a t i v e  
C O R ~ / p r i v a t e  s e c t o r  e f f o r t  t o  develop s m a l l  i n d u s t r y .  This  e f f o r t  beg ins  
wi th  a  nat ionwide assessment  which i s  s tudy ing  and a n a l y z i n g  
capital /employment r a t i o s  o f  s e l e c t e d  companies; t h e i r  i n s t a l l e d  
c a p a c i t y ;  p roduc t ion  and oupply o f  raw m a t e r i a l ;  laws and r e g u l a t i o n s  
t h a t  govern i n d u s t r i a l  o p e r a t i o n e .  Aleo, being examined i s  p u b l i c  s e c t o r  
i n d u e t r i a l  p o l i c y ;  i n d u s t r i a l  i n t e r r e l a t i o n s h i p s ;  e x i s t i n g  b u s i n e s s  
promotion a e e i e t a n c e  progrnmo; energy cone t r a i n t  8; and t h e  economic and 
s o c i a l  impact on employment and f o r e i g n  exchange o f  v a r i o u s  problems 
f a c i n g  Dominican b u s i n e s s .  

The assessment  which w i l l  b e  completed i n  September 
1982, w i l l  develop reconnnendat i o n s  f o r  i n c r e a s i n g  employment and w i l l  
i n c l u d e  a  s t r a t e g y  o r  a c t i o n  p l a n  f o r  t h e  p u b l i c  and p r i v a t e  s e c t o r s  t o  
promote economic growth and employment f o r  t h e  poor  by p rov id ing  c a p i t a l  
and t e c h n i c a l  a s s i s t a n c e  t o  small bus iness  through both  p u b l i c  and 
p r i v a t e  f inanc ing  i n s t i t u t i o n e .  New i n i t i a t i v e s  f o r  p u b l i c  and p r i v a t e  
s e c t o r  c o o p e r a t i o n  w i l l  be developed a s  a  r e s u l t  o f  t h i s  a n a l y s i s .  



A. I n t r o d u c t i o n  

The Small Business  P r o j e c t  w i l l  p rov ide  c r e d i t  and t e c h n i c a l  
a s s i s t a n c e  and t r a i n i n g  t o  approximate ly  1,000 s m a l l  f i rms .  The p r o j e c t  
w i l l  e s t a b l i s h  two coord ina ted  i n s t i t u t i o n a l  mechanisms t o  s e r v i c e  t h e  
bus iness  development needs o f  s m a l l  e n t r e p r e n e u r s ,  through a c r e d i t  
component and a s e l f  s u s t a i n i n g  t e c h n i c a l  a e s i s t a n c e  network. A Small 
I n d u s t r y  C r e d i t  Fund w i l l  be e s t a b l i s h e d  i n  a  d i v i s i o n  o f  t h e  C e n t r a l  
Bank, t h e  primary execu t ing  agency. The c r e d i t  w i l l  be  channeled t o  
smal l  b u s i n e s s e s  through a  number o f  q u a l i f i e d  p a r t i c i p a t i n g  banks and 
f i n a n c i e r a s .  Technical  a s s i s t a n c e  and t r a i n i n g  w i l l  be provided through 
a  network which w i l l  i n c l u d e  t h r e e  e x i s t i n g  t e c h n i c a l  a s s i e t a n c e  
o r g a n i z a t i o n s  and may i n c l u d e  two more o r g a n i z a t i o n s  d u r i n g  p r o j e c t  
implementation.  Thie TA network w i l l  a180 i n c l u d e  a C e n t r a l  Aeaie tance  
F a c i l i t y  (CAF) l o c a t e d  i n  FZDE t o  p rov ide  TACs end end borrowers wi th  
a s s i s t a n c e  d u r i n g  t h e  p r o j e c t .  

The borrower of t h e  $5 m i l l i o n  l o a n  w i l l  be t h e  Government o f  
t h e  Dominican Republic (GODR). The C e n t r a l  Bank w i l l  be t h e  primary 
execu t ing  agency a c t i n g  through FIDE, a  d i v i s i o n  o f  t h e  Bank. Terms of 
t h e  l o a n  w i l l  b e  2 p e r c e n t  dur ing  t h e  t e n  y e a r  g r a c e  p e r i o d  and 3% 
i n t e r e s t  d u r i n g  t h e  remaining 15 y e a r s  o f  t h e  25 y e a r  term. A f i v e  y e a r  
implementation pe r iod  i s  contemplated.  The borrower w i l l  p rov ide  $2 
m i l l i o n  i n  c o u n t e r p a r t  c o n t r i b u t i o n .  The borrower w i l l  paas  t h e  loan  and 
c o u n t e r p a r t  funds  t o  FUDE t o  be used as  t h e  b a s i s  f o r  a  permanent 
revolvinl;  c r e d i t  fund. The borrower w i l l  a l s o  a g r e e  t o  d e p o s i t  a l l  
r e f lows  g e n e r a t e d  under t h e  program i n  t h e  Small I n d u s t r y  C r e d i t  Fund and 
w i l l  make t h e  sub lend ing  i n c e n t i v e s  a v a i l a b l e  t o  PFI ' s  who wish t o  lend 
t o  s m a l l  b u s i n e s s e s  with new p r o j e c t  funds. A l l  A I D  l o a n  funds  w i l l  be 
d i s b u r s e d  w i t h i n  th ren  y e a r s .  

A g r a n t  o f  $850,000 w i l l  a l e 0  be provided through t h e  CODR t o  
FIDE t o  a s s i s t  i n  t e c h n i c a l  a s s i s t a n c e  o p e r a t i o n s .  

The g o a l  i s  t o  i n c r e a s e  t h e  p e r  c a p i t a  income and employment 
i n  t h e  Dominican Republ ic ,  by improving t h e  performance o f  t h e  p r i v a t e  
s e c t o r .  

The purpose i s  t o  e s t a b l i s h  a n  i n s t i t u t i o n a l  mechanism, 
capab le  o f  providing a  cont inuous  s o u r c e  of c r e d i t ,  TA, and t r a i n i n g  t o  
smal l  e n t r e p r e n e u r s  i n  t h e  Dominican Republic.  

Outputs w i l l  he;  s i g n i f i c a n t  changes i n  smal l  b u s i n e s s  
i n t e r e s t  r a t e s ,  guaran tee  l e v e l s  and o t h e r  i n c e n t i v e s ;  l o a n s  t o  smal l  

. e n t r e p r e n e u r s  by PFI ' s ;  strengthened e x i s t i n g  m a l l  b u s i n e s s  t e c h n i c a l  
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a s s i s t a n c e  c e n t e r s  (TAc 's ) ;  and c r e a t i o n  o f  new s m a l l  b u s i n e s s  t e c h n i c a l  
a s s i s t a n c e  c e n t e r s  i n  v a r i o u s  Dominican c i t i e s .  

Inpu t s  w i l l  i n c l u d e  smal l  b u s i n e s s  c r e d i t ;  t e c h n i c a l  
a s s i s t a n c e ;  s a l a r i e s  and o t h e r  o p e r a t i n g  c o s t s  o f  t h e  t e c h n i c a l  
a s s i s t a n c e  c e n t e r s ;  and n s m a l l  amount of commodities i n c l u d i n g  
motorcycles ,  o f f i c e  equipment and f u r n i t u r e .  

D. P r o j e c t  A c t i v i t i e s  

1. C r e d i t  Component ( A I D  Loan - $5 M i l l i o n ;  GODR - $2 M i l l i o n  

Under t h i s  p r o j e c t  a c t i v i t y ,  2 $ 7  m i l l i o n  Small 
Indus t ry  Revolving C r e d i t  Fund will be  e s t a b l i s h e d  i n  t h e  C e n t r a l  Bank. 
General  managemevc o f  t h e  fund w i l l  be by t h e  "Fondo d e  I n v e r s i o n e s  p a r a  
e l  D e s a r r o l l o  Ekon6alco" (FIDE) , a d i v i s i o n  o f  t h e  C e n t r a l  Bank of t h e  
Dominican Republic.  The c r e d i t  w i l l  f low through p a r t i c i p a t i n g  f i n a n c i a l  
i n s t i t u t i o n s  (PFI ) ,  banks and f i a a n c e  companies, normal ly  q u a l i f i e d  t o  do 
b u s i n e s s  wi th  FLDE. As a s p e c i a l  i n c e n t i v e  t o  PFI p a r t i c i p a t i o n ,  FIDE 
has  agreed  t o  r a i s e  t h e  ?eve? of guaran tee  from 50% t o  75%. $3.5 m i l l i o n  
o f  t h e  AID l o a n  funds  w i l l  be used Eor sublending a c t i v i t i e s  o u t s i d e  
Santo  Domingo. 

b. P rono t ion ,  Appl ica t ion ,  Approval and Disbursement of 
C r e d i t  

F D E  w i l l  under take  t h e  i n i t i a l  promotisil o f  t h e  
program. An Opera t ions  Mnnual wl1.J. be prepared by FDE.  This  manual 
w i l l  c l e a r l y  s t a t e  t h e  purpose  of the loan,  e l i g i b i l i t y  c r i t e r i a  f o r  
sub-borrowers; rules. and r e g u l a t i o n s  on t y p e s  and t e n s  of  l o a n s ,  
o p e r a t i n g  proccdurcs  sn:l t y p c ~  nnri o p c r a t  ions  o f  t e c h n i c a l  n a e i s t a n c e .  
The Winunl w i l l  be  made n v o i l n b l e  t o  e l i g i b l e  PFIe, TACs, Business 
Assoc ia t ions ,  and t h e  media. I n  a d d i t i o n ,  t h e  f o i i a 3 i n g  a c t i o n s  a r e  
cons ide red  p r e r e q u i s i t e s  t o  a s s u r e  s u c c e s s f u l  implementa t ion o f  t h e  loan:  

1 )  I n t r o d u c t o r y  s e s s i o n s  f o r  t h e  pe r sonne l  of  
t h e  PFI and TACs. These would s e r v e  t o  e x p l a i n  c r i t e r i a ,  terms and 
c o n d i t i o n s  and r~echanis:;ls of o p e r a t i o n .  They would a l s o  a s s i s t  i n  
developing uniform c r i t e r i a  f o r  review of l o a n  a p p l i c a t i o n s ,  emphasize 
t h e  i n n o v a t i v e  e lements  o f  t h e  c r e d i t  p o l i c i e s  and p rov ide  a forum f o r  
d i s c u s s i o n s  of o p e r a t i n g  problems which would be  o f  c o m o n  i n t e r e s t  t o  
pe r sonne l  of  t h e  FIDE, TFTs and TACo. These would be  conducted by 
t e c h n i c a l  consul . tants  a s  r e q u i r e d  and pe r sonne l  from FIDE. 

2) Promct ior.31 s e s s i o n s  with p o t e n t i a l  
sub-borrowers groups ,  t r a d e  a s s o c i a t i o n s ,  church l e a d e r s ,  Peace Corps 
Volun tee r s ,  GODR Agencies,  Area Development Agencies and t h e  media. 
These e e s ~ i o n s  w i l l  p rovide  t h e  bronc1 ; n F o r n w t j n m l  hnse necslssery to 



reach a l l  p o t e n t i a l  sub-borrawers,  provide  f o r  e f f e c t i v e  c o o r d i n a t i o n  a t  
t h e  l o c a l  l e v e l  and a s s u r e  t h a t  a l l  p o t e n t i a l  sub-borrowers become 
f a m i l i a r  w i t h  t h e  l o a n  o b j e c t i v e s .  These s e s s i o n s  would be  d i r e c t e d  by 
t h e  t e c h n i c a l  and manager ia l  s t a f f  o f  FIDE and TACs. 

P o t e n t i a l  borrowers may e i t h e r  b e  
channeled through t h e  TACs t o  t h e  f i n a n c i e r a s  o r  they  app ly  d i r e c t l y  t o  
t h e  PFI. Technical  a s s i s t a n c e ,  provided through TACs, i s  a n  important  
element o f  p r o j e c t  des ign  a l though  i t  i s  no t  a  p r e r e q u i s i t e  t o  
p a r t i c i p a t i o n  i n  t h e  l end ing  program. I n  t h e  f i r s t  y e a r  o f  p r o j e c t  
implementation,  85% o f  a l l  sub-lending fucds  w i l l  be channeled t o  
p r o j e c t s  u s i n g  the  t e c h n i c a l  a s s i s t a n c e  s e r v i c e s  o f  t h e  TACs. (Based 
upon t h e  r e s u l t s  o f  t h e  f i r s t  y e a r  p r o j e c t  e v a l u a t i o n ,  t h i s  a l l o c a t i o n  
may be rev i sed . )  It i s  e s t i m a t e d  t h a t  75% of t h e  loane channeled through 
t h e  TACs w i l l  r e q u i r e  t e c h n i c a l  a s s i a t e n c e .  

The TAC w i l l  conduct a n  i n i t i a l  e v a l u a t i o n  
o f  t h e  b u s i n e s s  t o  determine i f  t e c h n i c a l  a s s i e t a n c e  is  r e q u i r e d .  I f  
r e q u i r e d ,  t h e  TAC w i l l  develop a  b u s i n e s s  development p l a n  i n  
c o l l a b o r a t i o n  w i t h  t h e  en t repreneur .  The TAC w i l l  e s t i m a t e  t h e  r e q u i r e d  
TA needs  o f  t h e  c l i e n t  and p repare  a  TA budget based on c o s t  g u i d e l i n e s  
which a r e  t o  be  e s t a b l i s h e d  by FIDE. Technical  a s s i s t a n c e  w i l l  o f t e n  
b e g i n  b e f o r e  d isbursement  o f  c r e d i t  f o r  working c a p i t a l  o r  equipment i n  
o r d e r  t o  a s s u r e  t h a t  b a s i c  c o n t r o l  systems a r e  i n  p lace .  

Both t h e  loan  package and t h e  TA budget 
w i l l  be p r e s e n t e d  t o  t h e  f i n a n c i e r a  f o r  f i n a l  approval .  The f i n a n c i e r a  
w i l l  review t h e  l o a n  proposal  and t h e  proposed TA budget and i f  
s a t i s f i e d ,  approve a l o a n  f o r  t h e  t o t a l  amount o f  t h e  c r e d i t  requirements  
p l u s  t h e  amount i n d i c a t e d  on t h e  TA budget. The f i n a n c i e r a  w i l l  approve 
a  l o a n  based o n  che b u s i n e s s  development p lan ,  and t h e  f e a s i b i l i t y  s t u d y  
i f  a p p r o p r i a t e .  

Upon approva l  o f  a subloon,  t h e  PFI w i l l  
make t h e  i n i t i a l  disbursement t o  t h e  sub-borrower o r  whenever p o s s i b l e ,  
d i r e c t l y  t o  t h e  s u p p l i e r  of  goods and s e r v i c e s .  The PFI w i l l  t h e n  submit 
the  l o a n  package, promissory n o t e ,  d u l y  endorsed,  t h e  repayment schedule ,  
and a  reimbursement r e q u e s t  t o  FLDE. Within 24 hours  o f  r e c e i v i n g  t h e  
reques t  t h e  PFI w i l l  be  reimbursed t h e  i n i t i a l  dieburaement.  A t  t h e  t ime 
of t h e  i n i t i a l  disbureement t h e  PFI w i l l  make a payment o f  3% of  t h e  
t o t a l  l o a n  package t o  t h e  TAC f o r  l o a n  packaging and f o r  any t e c h n i c a l  
a s s i s t a n c e  s e r v i c e s  d e l i v e r e d  t o  t h e  sub-borrower. 

FIDE's a u d i t  process  w i l l  e n s u r e  PFI 
adherence t o  e s t a b l i s h e d  e l i g i b i l i t y  c r i t e r i a  and w i l l  t a k e  p l a c e  a f t e r  
funds have a u t o m a t i c a l l y  been reimbursed t o  the  PFI. I f  t h e  borrower i s  
found n o t  t o  meet t h e  e l i g i b i l i t y  c r i t e r i a ,  then FIDE may d e b i t  t h e  PFI ' s  
account  and withdraw i t s  funding,  whereupon t h e  PFI would, i f  i t  chooses ,  
fund t h e  l o a n  wi th  i t s  own sources .  



FIDE w i l l  automatically d e b i t  t h e  account  o f  t h e  PFI 
f o r  payments due under  t h e  loon repayment schedu les  the reby  c a p t u r i n g  t h e  
re f low i n t o  t h e  fund. In  t h e  event  o f  u n c o l l e c t i b i l i t y  o f  t h e  l o a n ,  t h e  
PFI w i l l  l i q u i d a t e  i t s  c o l l a t e r a l ,  i f  any,  and submit  a  c l a i m  t o  t h e  FIDE 
loan guaran tee  program f o r  up t o  75% reimbursement of t h e  PFI ' s  l o s s e s  of 
p r i n c i p a l  and l e g a l  expenses.  

c .  Sublending Terms and C r i t e r i a  

Subloans w i l l  n o t  exceed $50,000 o r  be l e s s  t h a n  
$2,000. Subloans w i l l  be  made a v a i l a b l e  t o  c o o p e r a t i v e s  and Group 
A s s o c i a t i o n s  which a r e  e s s e n t i a l l y  a s s o c i a t i o n s  of micro-businesses  and 
w i l l  be r e e t r i c t e d  t o  n to t r r l  lonn of up t o  $100,000. Sublending funds 
w i l l  be n v a i l a b l a  f o r  purchnso of  c n p i t u l  goode, working c a p i t a l ,  
i nven to ry  f i n a n c i n g  and any o t h e r  purposes deemed necessa ry  t o  a s s u r e  t h e  
v i a b i l i t y  o f  t h e  e n t e r p r i s e .  Loans f o r  c a p i t a l  goods and p roduc t ion  
c r e d i t  w i l l  be made f o r  a  pe r iod  of up t o  6 y e a r s  i n c l u d i n g  a  one y e a r  
g r a c e  p e r i o d .  For working c a p i t a l ,  l oans  w i l l  be made f o r  a  p e r i o d  o f  up 
t o  3 y e a r s  w i t h  a  6 lnonth  g race  pe r iod .  O f  t h e  t o t a l  l o a n  Fund i t  is  
e s t i m a t e d  t h a t  70% w i l l  be f o r  working c a p i t a l  and 30% f o r  p r o d u c t i o n  and 
expansion.  For new companies o r  s tar t  up p r o j e c t s ,  o r  new equipment f o r  
e x i s t i n g  b u s i n e s s e s ,  t h e  PFI  may n o t  f i n a n c e  more t h a n  80% of  t h e  t o t a l  
inves tment  requirements .  E l i g i b l e  sub loans  made subsequent  t o  t h e  
s i g n i n g  o f  t h e  P r o j e c t  A u t h o r i z a t i o n  may be f inanced under t h i s  p r o j e c t .  

Those c l s o s e s  of l o a n s  t o  b u s i n e s s e s  t h a t  would have 
a s i g n i f i c a n t  adverse  e f f e c t  on t h e  environment w i l l  b e  s p e c i f i c a l l y  
excluded from funding under  the  t e r n s  of t h e  l o a n  agreement. These 
i n c l u d e  l o a n s  For t h e  manufacture ,  i m p o r t a t i o n ,  d i s t r i b u t i o n  o r  
a p p l i c a t i o n  of p e s t i c i d e s ,  loans  f o r  mining c o r a l  r e e f s ,  and l o a n s  which 
would c o n t r i b u t e  t o  t h e  e x p l o i t a t i o n  o f  e n d a q e r e d  s p e c i e s .  I n  a d d i t i o n ,  
funding w i l l  no t  bc mode f o r  n c t i v i t i e n  normally i n e l i g i b l e  f o r  A I D  
f i n a n c i n g ,  euch a s  gambl ing .  Those ~ r c t  i v i t  icu a r e  d ~ t a i l o d  i n  Handbook 
l B ,  Chapter 4 and w i l l  be t r enemi t t ed  t o  t h e  borrower by Implementation 
L e t t e r .  FIDE w i l l  a l s o  n o t  approve c r e d i t  f o r  t h o s e  a c t i v i t i e s  which a r e  
cons ide red  o f  low p r i o r i t y  by t h e  CODR, e.g., p l a s t i c  f i rms .  Also 
i n e l i g i b l e  under t h e  p r o v i s i o n s  of t h i s  l o a n  a r e  sub loans  f o r  commercial 
c r e d i t ,  t h e  c u l t i v a t i o n  and h a r v e s t i n s  o f  c r o p s ,  t h e  purchase  o r  l e a s e  of 
l and ,  t h e  r e f i n a n c i n g  of d e b t s ,  t h e  c o n s t r u c t i o n  o f  houses and t h e  
c o n s t r u c t i o n  o f  s o c i a l  c e n t e r s  o r  o f  f i c e s  f o r  c o o p e r a t i v e s  o r  o t h e r  group 
a s s o c i a t i o n s .  

Notwi ths tanding t h e  g e n e r a l  d e f i n i t i o n  o f  a  s m a l l  
i n d u e t r y  included i n  t h e  Background S e c t i o n ,  on ly  f i r m s  w i t h  l e s s  than  
$100,000 i n  f i x e d  a e o e t a  (equipment a n d  machinery) can p a r t i c i p a t e ,  
i n c l u d i n g  f i rms  involved i n  agro- indus t ry  and the  e x p o r t a t i o n  of goode 
and s e r v i c e s .  Firme muat ~ l e o  be  owned and opera ted by t h e  
sub-borrower. The e s t i m a t e d  J o b  inves tment  r a t i o  w i l l  be approximate ly  
$10,000 o r  l e s s  pe r  job c r e a t e d .  



Funds w i l l  be made a v a i l a b l e ,  on t h e  average,  a t  a  
nominal i n t e r e s t  r a t e  o f  16% (which i s  e q u a l  t o  a n  e f f e c t i v e  i n t e r e s t  
r a t e  o f  la, assuming a  s i x  month g race  p e r i o d ) .  Th i s  nominal i n t e r e s t  
r a t e  i n c l u d e s  a  t e c h n i c a l  a s s i s t a n c e  f e e  o f  2X* o n  t h e  o u t s t a n d i n g  
ba lance  of t h e  loan ,  and 2% f o r  t h e  g u a r a n t e e  fund. The remaining 12% 
c o l l e c t e d  by t h e  PFI i s  d i v i d e d  i n  t h e  fo l lowing  way: 1 )  a  4% margin t o  
t h e  PFI on subloans  made i n  Santo  Domingo and San t i ago ,  and a 6% spread 
o n  t h o s e  l o a n s  o u t s i d e  o f  t h e  C a p i t a l ;  2) a n  8% c o s t  t o  t h e  PFI o n  t h e  
u s e  o f  FIDE p r o j e c t  funds  f o r  l o a n s  i n  Santo  Domingo and San t i ago ,  and 67 
f o r  loans  made o u t s i d e  o f  t h e  C a p i t a l .  

The GODR h a s  agreed  t o  keep t h e  program sub lend ing  
r a t e s  a s  high a s  t h e  l a w  w i l l  permit .  Thus, when i n c r e a s e s  i n  t h e  
o v e r a l l  sublending r a t e s  a r e  p e r m i t t e d ,  the  program sub lend ing  w i l l  a l s o  
b e  inc reaeed  i n  t h e  same amount. FIDE h a s  agreed t h a t  t h e  eublending 
r a t e e  and guaran tee  i n c e n t i v e e  made a v a i l a b l e  under  t h i s  program w i l l  b e  
a v a i l a b l e  t o  a l l  f i n a n c  i a l  i n t e r m e d i a r i e e  f o r  wnal l  bueinese  lending 
o u t s i d e  o f  t h i s  p r o j e c t .  A s  a  r e a u l t  o f  theee  i n c e n t i v e e  f o r  l end ing  t o  
s m a l l  bus inesses ,  t h e  p r o j e c t  a n t i c i p a t e s  t h a t  PFIs w i l l  become more 
i n t e r e s t e d  t o  t a p  t h i s  new market  us ing  t h e i r  own funds.  This  
demons t ra t ion  e f f o r t  w i l l  e a s e  t h e  way t o  g r e a t e r  p r i v a t e  fund lending a s  
t h e  r i s k  h a s  been g r e a t l y  reduced. 

Any bank o r  p r i v a t e  f i n a n c i n g  company c u r r e n t l y  
l i c e n s e d  f o r  bus iness  i n  t h e  Dominican Republic and which i s  s u b j e c t  t o  
r e g u l a t i o n  by t h e  Super in tenden t  of Banks may p a r t i c i p a t e  i n  t h e  program. 

d .  I n p u t s  

AID w i l l  p rov ide  $5 m i l l i o n  and t h e  GODR w i l l  
p rovide  $2 m i l l i o n  t o  f i n a n c e  t h e  Small I n d u s t r y  C r e d i t  Fund. The 
sublending funds  w i l l ,  t o  t h e  e x t e n t  p o s s i b l e ,  be d i s b u r s e d  
s imul taneous  ly  . 

* I n i t i a l l y ,  a l l  sub-borrowers w i l l  be charged a  3% f e e  f o r  l o a n  
packaging and c l o s i n g  c o s t s  which w i l l  be pa id  f o r ,  i n  advance,  t o  
t h e  TAC a s  p a r t  o f  t h e  p r i n c i p a l  o f  t h e  loan.  



2. Technical  A s s i s t a n c e  Component (AID Grant - $850,000) 

The Techn ica l  A s s i s t a n c e  Component w i l l  i nc lude :  
Techn ica l  A s s i s t a n c e  Cen te r s  (TAC) t o  provide  t h e  s m a l l  i n d u s t r y  
borrowers  wi th  needed a s s i s t a n c e s  i n  l o a n  a n a l y s i s  and document 
p r e p a r a t i o n  and i n  b a s i c  management and o p e r a t i o n a l  t echn iques ;  and a  
C e n t r a l  A s s i s t a n c e  F a c i l i t y  (CAF) l o c a t e d  i n  FIDE t o  ~ r o v i d e  TAC with  
t e c h n i c a l  a s s i s t a n c e  d u r i n g  t h e  s t a r t u p  phase and,  upon r e q u e s t  by t h e  
TAC, s p e c i a l i z e d  a s s i e t a n c e  needed by TAC c l i e n t s .  

a. Techn ica l  A s s i s t a n c e  Cen te r s  (TAC) (AID $430,000) ; 

Bas ic  Design 

The TAC w i l l  be a b r i d g e  between t h e  f i n a n c i a l  
i n s t i t u t i o n  and tho  entrepreneur and i n  many sensee  a n  advoca te  f o r  smal l  
bus ineeees .  Each TAC w i l l  work c  l o e c l y  with the  l o c a l  PFIs  and w i t h  the  
l o c a l  b u s i n e s s  and deveiopment a e e o c i a t i o n .  The TAC w i l l  h e l p  t h e  smal l  
i n d u s t r y  c l i e n t  ao lve  problems o f  a c c e s s  t o  c r e d i t ,  and p rov ide  t e c h n i c a l  
a s e i e t a n c e  i n  a d m i n i s t r a t i o n ,  marke t ing ,  p roduc t ion  technology and 
procurement . 

TAC c l i e n t s  w i l l  be s e l e c t e d  through: 

. S e l f  i d e n t i f i c a t i o n ( f i r m s t h a t c o m e t o  
t h e  Center  f o r  h e l p ) .  

. References  by t h e  S e c r e t a r y  o f  Indus t ry  
and Comnerce, t h e  CFI, v a r i o u s  smal l  
i n d u s t r y  a s s o c i a t i o n s .  

. P a r t i c i p a t i n g  f i n a n c i a l  i n s t i t u t i o n s .  

Se rv ice  s t o  be Provided 

The TAC w i l l  conduct a n  i n i t i a l  e v a l u a t i o n  
of the  c a n d i d a t e  f irm. I f  t h e  a p p l i c a n t  i s  s u i t a b l e ,  t h e  TAC w i l l  
p repare  a  b u s i n e s s  development p l a n  and recommend a n  i n t e g r a t e d  package 
of t e c h n i c a l  a s s i s t a n c e ,  f i n a n c i n g  and t r a i n i n g  f o r  t h e  c l i e n t .  On t h e  
b a s i s  o f  t h i s  p lan ,  t h e  c l i e n t  would be d i r e c t e d  t o  n PFI. The TAC would 
normally proceed w i t h  a  t e c h n i c a l  a s s i s t a n c e  program i n  c o o r d i n a t i o n  wi th  
t h e  PFI. I f  t h e  TAC cannot  r e s o l v e  any p a r t i c u l a r  t e c h n i c a l  problems o f  
t h e  f izm,  i t  may seek  s p e c i a l i z e d  h e l p  from o t h e r  o r g a n i z a t i o n s  such a s  
INDOTEC, ISA, IESC, UCMM, INTEC o r  INFOTEP paid  f o r  by CAF. 

D i r e c t  t e c h n i c a l  a s s i s t a n c e  t o  t h e  c l i e n t s  w i l l  
be complemented by a  s e r i e s  o f  c o u r s e s  and seminars  i n  b u s i n e s s  
a d m i n i s t r a t i o n ,  accoun t ing ,  product i o n  technology,  pe r sonne l  
a d m i n i e t r a t i o n ,  d i s t r i b u t i o n  and market ing.  The TAC w i l l  c o l l a b o r a t e  
w i t h  INFOTEP, UCMM and INDOTEC i n  theoe a c t i v i t i e s  e i t h e r  d i r e c t l y  o r  
through t h e  FZDE C e n t r a l  Techn ica l  Assiotance  F a c i l i t y .  



I n  sum, each TAC w i l l :  

. Provide  c o n s u l t a t i o n  and t e c h n i c a l  
a s s i s t a n c e  d i r e c t l y  t o  t h e  small 
e n t r e p r e n e u r ,  o n  o r g a n i z a t i o n ,  
a ~ m i n i s t r a t i o n ,  accoun t ing ,  f i n a n c e ,  
marke t ing ,  product ion,  a p p r o p r i a t e  
technology,  and p l a n t  l ayou t .  

. Give s h o r t  c o u r s e s  and seminars  i n  
b u s i n e s s  management. 

. O b t a i n  o r ,  i f  necessa ry ,  p r e p a r e  t r a i n i n g  
m a t e r i a l s  cover ing  t e c h n i c a l  and 
a d m i n i s t r a t i v e  i s s u e s  a f f e c t i n g  s m a l l  
i n d u s t r i e s .  

. Praporo buoinesr  devalopment p l a n r  and 
f e a s i b i l i t y  r t u d i c r .  

. Work wi th  advocacy groups t o  i d e n t i f y  
s m a l l  b u s i n e s s  development o p p o r t u n i t i e s  
i n  t h e i r  r eg ions .  

TAC Opera t ions  and S t r c c t u r e  

Payments f o r  a s s i s t a n c e  w i l l  b e  made o n  
t h e  b a e i s  o f  cha rges  t o  the  c 1 i e r . t ~  d i r e c t l y  o r  through a n  arrangement 
with t h e  f i n a n c i e r a  t o  i n c l u d e  t h e  charge  i n  t h e  t o t a l  l o a n  amount, as 
d i s c u s s e d  p rev ious ly .  The f i n a n c i e r a  w i l l  have t h e  r i g h t  o f  review of  
t h e  t e c h n i c a l  a s s i s t a n c e  budget p r e s e n t e d  ( i f  i t  w i l l  be added t o  t h e  
loan)  and c a n  n e g o t i a t e  what i t  f e e l s  would be  most needed. I n  t h i a  way, 
i t  i s  expected t h a t  b idding up t h e  c o s t  o f  a s s i s t a n c e  when n o t  e s s e n t i a l  
w i l l  be avoided.  

The s i z e  o f  t h e  TAC w i l l  vary  from r e g i o n  
t o  region depending o n  t h e  n a t u r e  and s i z e  of t h e  market. On t h e  
average,  however, i t  i a  expected t h a t  t h e  TAC s u p e r v i s o r  would have a t  
l e a s t  a  b a c h e l o r ' s  degree  i n  b u s i n e s s  a d m i n i s t r a t i o n  o r  t h e  e q u i v a l e n t  
and a t  l e a s t  5 y e a r s  exper ience  i n  p r i v a t e  i n d u s t r y .  Each TAC w i l l  
probably have a t  l e a s t  one promoter and one s e c r e t a r y .  S t a f f  members 
should  be  w e l l  ve r sed  i n  t h e  f i e l d s  of a d m i n i s t r a t i o n ,  accoun t ing ,  
product ion,  market ing,  and g e n e r a l  b u s i n e s s  development. 

I n i t i a l l y  t h r e e  TAC models w i l l  be used: 
t h e  Dominican Development Foundation ( ~ D F )  i n  Santo  Domingo; t h e  Center  
f o r  Small  Business  A s s i s t a n c e  (CEPESA! i n  San to  Domingo; and t h e  Program 
f o r  Small Business  Ass i s t ance  (PROAPE) i n  Sant iago.  During t h e  second 
and t h i r d  y e a r  o f  t h e  p r o j e c t  i t  i o  a n t i c i p a t e d  t h a t  two a d d i t i o n a l  TAC's 
w i l l  be inc luded  i n  t h e  program. P o s s i b l e  TAC models w i l l  be  s t u d i e d  



f u r t h e r  by F D E  w i t h  t h e  a s s i s t a n c e  of o f f - shore  TA a d v i s o r s .  The f i n a l  
s e l e c t i o n  o f  t h e  a d d i t i o n a l  TACs w i l l  depend upon t h e  r e s u l t s  o f  t h e  
f i r s t  p r o j e c t  e v a l u a t i o n  of t h e  TAC models and upon a  d e t a i l e d  a n a l y s i s  
o f  t h e  proposed TAC's i n s t i t u t i o n a l  o b j e c t i v e s  and s t r u c t u r e s .  

With a s s i s t a n c e  provided by t h e  CAF, t h e  
TAC w i l l  p repare  a  d e t a i l e d  p l a n  f o r  developing and p rov id ing  i t s  
i n s t i t u t i o n a l  s e r v i c e s  t o  i t s  s m a l l  b u s i n e s s  c l i e n t s .  These p l a n s  w i l l  
be  submit ted  t o  FXDE and A I D  f o r  review and approval .  I n  a d d i t i o n ,  t h e  
TACs w i l l  submit  t o  FDE and A I D  t h e i r  d e t a i l e d  o p e r a t i o n a l  procedures  t o  
b e  used under t h e  program. The e f f e c t i v e n e s s  of t h e s e  p rocedures  w i l l  be  
reviewed by p m j e c  t funded TA a d v i s o r s .  

The r a t e  o f  which t h e  TAC network c a n  be 
developed nai ionwide i s  l a m e l y  dependent upon how s u c c e s s f u l  t h e  p r o j e c t  
suppor ted  TAC a r e  a t  becaning s e l f - s u f f i c i e n t .  S e l f - s u s t a i n i n g  t e c h n i c a l  
a s s i s t a n c e  s e r v i c e s  based o n  u s e r  cha rges  i s  n h i g h l y  d e s i r a b l e  g o a l ,  b u t  
one which may n o t  b e  e a s i l y  a t t a i n e d .  Accordingly,  t h e  p r o j e c t  w i l l  h e l p  
f i n a n c e  t h e  s t a r t - u p  c o s t a  and s u p p o r t  o f  o p e r a t i n g  c o s t a  f o r  t h a t  p e r i o d  
o f  t ime  u n t i l  op t ima l  e f f i c i e n c y  i n  achieved.  A I D  w i l l  gua ran tee  f u l l  
funding f o r  the  f i r s t  y o a r  of TAC o p e r a t i o n s  based on a  12 month budget. 
It i s  a l e o  a n t i c i p a t e d  t h a t  TACP w i l l  s e e k  f i n a n c i n g  from o t h e r  sources .  
TAC progress  i n  ach iev ing  s e l f - s u f f i c i e n c y  w i l l  be  a key element i n  t h e  
annual  e v a l u a t i o n  o f  t h e  p r o j e c t .  Subsequent d isbursement  o f  g r a n t  funds 
t o  TACs w i l l  be c o n t i n g e n t  upon demons t ra t ion  o f  adequa te  p rogress  i n  
t h i s  a r e a .  

b. C e n t r a l  Technics1 A s s i s t a n c e  F a c i l i t y  (AID $420,000) 

A C e n t r a l  Technical  Ass i s t ance  F a c i l i t y  (CAF) w i l l  
b e  e s t a b l i s h e d  i n  FIDE. It w i l l  p rov ide  t e c h n i c a l  a s s i s t a n c e  t o  t h e  TACs 
d u r i n g  t h e  c o u r s e  o f  o p e r a t i o n ,  and e s p e c i a l l y  d u r i n g  t h e  s t a r t - u p  
phase. The CAF w i l l  a c t  a5 a s p e c i a l  implementation u n i t  f o r  p r o j e c t  
a c t i v i t i e s .  It w i l l  bt: t h e  r e c i p i e n t  o f  r e q u e s t s  f o r  a s s i s t a n c e  by t h e  
TACs e i t h e r  f o r  themselves  o r  f o r  t h e i r  c l i e n t s ,  The CAF w i l l  p rov ide  
a s s i s t a n c e  t o  t h e  TAC i n  TAC program d e s i g n  and management. The CAF w i l l  
conduct t h e  annual e v a l u a t i o n  o f  t h e  TACs t o  a n s e s s  t h e i r  p rogress .  The 
CAF w i l l  p rovide  t r a i n i n g  t o  TAC s t a f f  i n  a r e a s  a f f e c t i n g  program 
development and i n t e r n a l  management. This  could  be suppor ted  by 
of f-shore t e c h n i c a l  a o ~ i l s t a n c e  i n c l u d i n g ,  f o r  example, t h e  I n t e r n a t i o n a l  
Execut ive  S e r v i c e  Corps, which has permanent o f f i c e s  i n  t h e  Dominican 
Republic and h a s  a l r e a d y  been working wi th  v a r i o u s  e n t r e p r e n e u r s .  The 
C e n t r a l  F a c i l i t y  would a l s o  have a c c e s s  t o  t h e  f a c i l i t i e s  o f  INFOTEP, 
INDOTEC and o t h e r  n a t i o n a l  TA and advocacy o r g a n i z a t i o n s  i n t e r e s t e d  i n  
t h i s  f i e l d .  

It i s  expccted t h a t  t h e  CAF O f f i c e  w i l l  have a s t a f f  
of  two o r  t h r e e  l o c a l   employee^ p a i d  by FZDE t o  c o o r d i n a t e  TAC r e q u e s t s  
f o r  a e e i s t a n c e .  They w i l l  a l s o  n u s i u t  i n  t h ~  y e a r - ~ n r l  e v e l u ~ t i n n  o f  t h ~  
TACs. It i e  a l e 0  expoctcd t l r n t  12 p n r ~ o r , . ~ n o r ~ ~ l ~ e  1 ~ 1 :  l o t ~ g  Lenn  'l'h dnd I 



months of a h o r t  tc?m TA (spretid over  the l i f e  of t h e  ~ r o j e c t )  i n  t h e  a r e a  
k l r  onto1  1  i r l r a l , m o o  p r  u m u t  Lo11 a t d  oyr.La~na d a v a l o p u n l - ,  w i l l  ba necessary  t o  
suppor t  t h e  TACs and YWE i n  t h e  development of t h e  TAC/CAF network. 
These a d v i s o r s  w i l l  p rov ide  key a s s i s t a n c e  t o  t h e  TACs i n :  t r a i n i n g  f o r  
t h e  t e c h n i c a  l lmanager ia l  a s t  i s t a n c e  f u n c t i o n ,  and t r a i n i n g  on i n t e r n a l  
plannirrg, c o n t r o l ,  and e v a l u a t i o n .  Jn  a d d i t i o n  t h e s e  a d v i s o r s  w i l l  
a s s i s t  t h e  TAC's i n  developing e f f e c t i v e  opera:ing procedures ,  i n  
developing s o r e  c o s t  e f f e c t i v e  methodologies,  and i n  developing systems 
f o r  a c c e s s i n g  l o c a l  s m a l l  b u s i n e s s  e n t r e p r e n e u r a  1 t a l e n t s .  (See  Annex 
G - 3 .  ) 

FIDE h a s  agreed  t o  pay f o r  a l l  of  i t s  own 
a d m i n i s t r a t i v e  c o s t c  through t h e  revenues g e n e r a t e d  by t h e  sublending 
spread.  T h i s  o f f i c e  would have no r e s p o n s i b i l i t y  wi th  regard  t o  review 
of s p e c i f i c  l o a n  a p p l i c a t i o n s  o r  s u p e r v i s i o n  of t h e  i n d i v i d u a l  loans .  

Procedures ,  c o n t r o l s  and c r i t e r i a  f o r  t e c h n i c a l  
a e s i e t a n c e ,  which a r e  l inked  t o  l and ing  c r i t a r i n ,  are s u b j e c t  t o  
d i s c u s e i o n  and w i l l  bc developed and t a e t a d  by FIDE with  t h e  e e s i s t a n c e  
of p r o j e c t  funded c o n s u l t a n t s .  These proceduree w i l l  be  submit ted  t o  A I D  
f o r  review and approva l  p r i o r  t o  d isbursement  o f  funds  t o  t h e  TAC1e. 

c .  I n p u t s  

AID w i l l  f i n a n c e  t h e  e s t i m a t e d  TAC o p e r a t i n g  c o s t s  
i n  excess  of revenues,  motorcycles  f o r  TAC promoters,  o f f i c e  equipment, 
t h e  c o s t  o f  a n  off -shore  t e c h n i c a l  a s s i s t a n c e  and t h e  c o s t s  o f  p r o j e c t  
e v a l u a t i o n .  Also inc luded  i n  t h e  A.I.D. funding t o  t h e  CAF a r e  amounts 
f o r  t r a i n i n g  v i s i t s ,  in-country s h o r t  c o u r s e s ,  l o c a l  TA through INFOTEP, 
and cont ingency funds.  The CODR w i l l  f inance  t h e  c o e t s  o f  t h e  o p e r a t i o n  
o f  t h e  CAF wi th  t h e  revenues  genera ted  from t h e  sublending spread.  



IV. PROJECT AKALYSES 

A. Institutional Analysis 

1. Methodology 

In examining the institutional feasibility of the 
project, a substantial amount of analysis was carried out. An important 
part of this analysis included identifying the principle obstacles to 
small business to financial resource utilization and small business 
credit access. Michael Lofstrom, LAC/DR, analyzed the institutional 
capability of FIDE. Peter Fra~cr, a privnte consultant on small bu~iness 
development, analyzed the propo~ed sublending and technical assistance 
mechanism. During this analysis numerous interviews were conducted with 
many of the bankers in the Dominican financial system. Additionally, 
meetings were held with Dominican research institutions, advocacy and 
technical assistance groups to obtain a broader perspective on the 
financial environment and the problems of small businesses. Research was 
also done in cooperation with the TACe to develop preliminary budgets and 
cost estimates. Finally, a series of discussions were held with FIDE at 
the Central Bank and a financial model coupled with an institutional 
support network was developed. (The detailed prcsject reports prepared by 
these consultants are available in the Mission files). 

2. The Institutional Design 

a. General 

From the outset of the development of this project a 
basic objective has been to develop an institutional design which could 
effectively deal with the credit and technical assistance constraints 
facing   mall busineeucs in the Dominican Republic. During the intensive 
review of the project, the Mis~ion explored various alternative designs 
to deal with these two major constraints. As previously indicated, one 
alternative which was examined was to channel the credit and technical 
assistance through CFI directly to the small businesses. The 
institutional and financial analysis of CFI, however, indicated that this 
approach was not feasible at this time. Another approach examined was to 
establish a direct lending and technical assistance operation with one 
Dominican finance company, This approach proved not to be feasible for 
lack of maintenance of value guaranty, lack of government repayment 
guaranty, and the desirability of having a wider participation in its 
financial community. Finally, i t  was decided that the basic 
institutional design which offered the most promise was that of using 
FlDE to channel the project inputs through the private financial 
intermediaries and technical assistance organizations providing services 
to the small busincfises. Using this basic design, it is believed that 
the needed credit and technicnl nssi~tnnce cnn be effectively provided to 



small businesses through a system which is market oriented and can 
eventually become self-sufficient. The system can also provide a vast 
additional market for the private banking system. The proposed 
institutional design 
structure. 

reflects this orientation at each level of project - 
Fondo de Inversiones para el Desarrollo Econ6mico 
t c r n c \  
\ A  A W L /  

At the top level of the institutional structure will 
be FIDE which will manage the overall program. It will lend to the 
finance companies, who will, in turn, lend directly to the small 
businesses. FIDE will also manage the grant funded technical assistance 
program. The purpose of the TA is to help both the TACs and the sub 
borrower. 

FIDE was established within the Central Bank in 1966 
for the purpose of channeling reeources, through intermediary lending 
institutione, t o  the k ~ y  prodtlctive nectorn of the economy: agriculture, 
livestock and industry. F l D E  funds are provided both from GODR (Central 
~ a n k )  resources and from foreign private and public financial 
institutions. Since 1966, FIDE has made loans totaling over $406 
million. Its lending level in 1981 was about $64.2 million. These funds 
are apportio~.!d, about equally, among agricultural production, livestock 
production and industrial activity. 

FIDE has demonstrated a high level of competence in 
project analysis and loan recuperation. As pointed out in the detailed 
institutionai analysis report prepared by the consultants, FIDE's staff 
of technicians, who number 42 at present, is viewed by the recipient 
financial intermediaries as efficient and fully qualified. In support of 
the proposed project, FIDE has also agreed to provide a staff of four to 
five full time assistants for the managing of the project credit 
activities and for the operation of the Central Assistance Facility. The 
Mission believes that there is no question as to FIDE's capability to 
manage the lending program contemplated under this project. 

Beyond the staffing needs of the institutional 
utructurc, FIDF, lion sure-vcl t o  niodify n nilrnbcr of key policicn nnd 
pr-orctlurco to mnkc t l ~ r .  ptoponrd proy,rwnl frrraiblc in tcrnia of eventual 
progrnm self-oufficicncy and in ternlH of PFI  and end borrower 
part icipntion ( a  more cletni lcd discu~sion of these policy and procedural 
modifications is discussed in the Financial Analysis section). These 
inc lude: 

(1) FIDE will require that the end borrower pay the 
highest effective interest rate (to include 
commissions and fees) allowed under the law. 



(2) The project loan fund will provide for 
increased pecuniary incentives to the PFIs through 
increases in the spreads available to the PFI 
participants in the program; 

( 3 )  The project loan fund will operate in a manner 
which minimizes the daily decision making 
requirements in the management of the fund at FIDE, 
thereby maximizing the efficiency of the fund's 
operation and providing for some reduction in 
transactions costs; 

( 4 )  In ordcr to further reduce the risk on the part 
of the P F l s ,  FlDE will increase the guarantee 
coverage of the subloans under the program from 50 % 
to 75 X .  

(5) Finally, to reduce the risk associated with 
small business lending, the project will provide for 
technical assistance to the small business borrower 
through the use  of Technical Assistance Centers 
(TACs). A t  the central level, FIDE will play a key 
role in the operation of this TAC system. FIDE will 
establish a Central Assistance Facility (CAF) to 
monitor and evaluate the progress of the system and 
to provide technical assistance to the TACs during 
the course of operation, and es~ecially during the 
staxt up phase. With the assistance of project 
funded  consultant^, FIDE will develop detailed 
operating procedures for the CAF. These include 
procedures fos the approval and control of the 
technical sssietence and the other inputs provided 
to the TACa and procedure8 to assure that the 
tcchnicnl na~i~tnnrc r c c r ~ i v e d  by the small business 
is n d e q ~ ~ a t c .  l ' t ~ e c l ~  opcrot ing procedures wi 11 be 
aobmitted to AID as a Condition Precedent, and the 
project funded advisors will assist in the testing 
of these procedures during the annual evaluations. 

c. The Technical Assistance Centers (TACs) 

At the subborrower level, the TAC will be the key 
link between the small business and the private financial intermediaries. 
The TACs will be the conduit for potential borrowers to the PFI. They 
will identify clients and as discussed previously, they will provide the 
small industry subborrowers with needed assistance in loan analysis and 
document preparation and in basic management and operational techniques. 



During the intensive review a number of potential TAC models were 
analyzed. Based upon this analysis three models were selected to be used 
initially under the project: the Dominican Development Foundation (DDF); 
the Center for Small Business Assistance (cEPESA); and the Program for 
Small Business Assistance (PROAPE). It is believed that the number of 
TAC's should be limited to these three TACs during the early part of the 
program to maximize the opportunities for the TACs to generate sufficient 
income, thus helping to assure early achievement of self-sufficiency. 

The rationale for the selection of these models 
includes many factors. First, they are all existing models which have 
demonstrated genuine interest in small business groups. Second, they 
have the capability for developing into a self-sufficient model to 
provide continued assistance to small business. Third, each model will 
serve a different small business market, thus avoiding duplication of 
effort. Fourth each TAC model already has close ties to the banking 
conmunity with whom they will work. (The TAC either is controlled by a 
financiera or has strong banking community representation on its board). 
Thus, credit support of TAC clients by the financiera should generally be 
good. Finally, each TAC model offers real potential for replication. 

While the final selection of the additional TACs has 
not been made, much preliminary identification work has been completed 
and a number of real possibilities appear to exist. Some of the 
possibilities are: the Development Association for Moca; the Institute 
for the Development of the Southwest, INDESUR, in Azua; and the 
Development Association for San Francisco de Macorfs. These 
possibilities will be studied further by FIDE with the assistance of 
off-shore TA advisors. Using the uame basic rationale for selection of 
the initial TACs the final selection of the additional TACs will depend 
upon the results of the first project evaluation of the TAC models and on 
a detailed analysis of the proposed TAC's institutional objectives and 
structure. 

The following ore the designs of the three TAC 
models to be included intially under the project: 

(1) DDF: The Dominican Development Foundation was 
founded in 1966. The DDF is B private non-profit community development 
organization to assifit the ruial poor to fcrm associations for economic 
and social self-improvement. The DDF TXC model is largely a result of an 
AID OPG for $498,000 approved in January 1981 for the purpose of 
developing a mechanism to provide technical assistance and financing to 
micro level businessmen in Santo Domingo and in a number of secondary 
cities. UDF will provide technical assistance in management 
administration, and accounting to thoee clients receiving credit through 
DDF under the project. DDF will work with the very small businesses 
using a methodology which includes very heavy pre-loan managerial 



a s s i s t a n c e .  The DDF w i l l  a l s o  p rov ide  d i r e c t  l o a n  f i n a n c i n g  through a  
l i n e  o f  c r e d i t  wi th  a f i n a i l c i e r a ( s ) .  The DDE s t a f f  i n  t h e  TA p o r t i o n  of 
t h i s  p r o j e c t  w i l l  c o n s i s t  of  a Manager, 1 Chief o f  Div i s ion ,  a  s e c r e t a r y ,  
and f o u r  promoters.  

The m a j o r i t y  o f  D D F ' J  loans  (60-70 X )  w i l l  be f o r  
working c a p i t a l .  Maximum t o t a l  f i x e d  a s s e t s  w i l l  be  ~ ~ $ 3 0 , 0 0 0 .  Average 
l o a n  s i z e  w i l l  be on t h e  o r d e r  of ~ ~ $ 3 , 0 0 0 - 8 , 0 0 0 .  DDF is p lann ing  t o  
a s s i s t  110 e n t r e p r e n e u r s  d u r i n g  t h e  f i r s t  y e a r  of o p e r a t i o n .  While DDF8s 
o p e r a t i n g  c o s t s  p e r  c l i e n t  o r e  h igher  t h a n  t h e  o t h e r  models,  development 
o f  more c o s t  e f f e c t i v e  methodologies w i t h  the  a s s i s t a n c e  o f  p r o j e c t  
funded TA cou ld  permit  adequa te  c o s t  r e d u c t i o n s  over  t ime.  (See  Annex 
H-3). 

( 2 )  PROA?E: PROAPE was founded i n  June 1981 and i t  
provide$ a d m i n i s t r a t i v e  and f i n a n c i a l  a s s i s t a n c e  t o  s m a l l  b u s i n e s s e s  
l o c a t e d  i n  S a n t i a g o  and t h e  aurrounding communities. PROAPE i s  w e l l  
acqua in ted  w i t h  t h e  Fundacidn C a r v s j a l  p r o j e c t  i n  C a l i  and has  des igned 
t h e i r  model around t h e  methodology used t h e r e .  PROAPE8s c u r r e n t  program 
i n c l u d e s  accoun t ing ,  a d m i n i s t r a t i v e  management, and a s s i s t a n c e  i n  
o b t a i n i n g  f i n a n c i n g ,  A b a s i c  o b j e c t i v e  o f  t h e  PROAPE program i s  t o  
improve a d m i n i s t r a t i v e  c a p a b i l i t y  through s h o r t  courses .  Under t h e  
PROAPE model i n i t i a l  promotion, b u s i n e s s  i d e n t i f i c a t i o n ,  a  very  s imple  
a n a l y s i s ,  a  s h o r t  c o u r s e  i n  accoun t ing  (approximate ly  2  hours  a n  evening 
f o r  5 s e s s i o n s )  and l o a n  packaging w i l l  be provided be fore  t h e  l o a n  i s  
d i sbursed .  AFter t h e  l o a n  i s  made, F'ROAPE w i l l  assume no l o a n  management 
func t ion .  PROAPE h a s  developed a r e l a t i o n s h i p  wi th  F i n a n c i e r a  Dominicana 
and a n o t h e r  f i n a n c e  company i n  San t i ago  t o  channel t h e  loans .  PROAPE h a s  
made a  concer ted  e f f o r t  t o  o r g a n i z e  c a r e f u l l y  i t s  job  schedu le  and i s  
becoming i n c r e a s i n g l y  c o n f i d e n t  an i t  g e t s  more exper ience .  It i s  
a t t e m p t i 2 3  t o  be more a g g r e s s i v e  i n  i t s  promotion a c t i v i t i e s  and wishes  
t o  expand i t s  o f f e r i n g s  beyond s t r i c t l y  accoun t ing  t o  market ing and 
production.  S t a f f  f o r  t h i s  p r o j e c t  w i l l  c o n s i s t  o f  a  D i r e c t o r ,  one 
Div i s ion  C h i e f ,  one promoter and a secretary.  

Thc nvcrngr! 1r.rnn a i m  i n  expcctcd t o  be 
$8-9,500 w i t h  40 loano dur ing  the  first yner  of the  p r o j e c t  i n c r e a s i n g  t o  
126 new lonna p e r  y e a r  by Yenr 5. (See Annex H-3. ) 

( 3 )  CEPESA: CEPESA, a  c r e a t i o n  of t h e  Corporation 
F i n a n c i e r a  Dominicann (CFD). CEFEBA i s  loca ted  i n  San to  Domingo and is 
j u s t  beginning i t s  o p e r a t i o n s .  It h a s  no s t a f f  o f f i c i a l l y  h i r e d  a s  o f  
now b u t  h a s  been p repar ing  f o r  s t a r t - u p .  The o b j e c t i v e  o f  CEPESA w i l l  be 
t o  h e l p  s m a l l  i n d u s t r i e s  s o l v e  t h e i r  problems of technology,  f i n a n c e  and 
a d m i n i s t r a t i o n ;  the reby  i n c r e a s i n g  e f f i c i e n c y ,  i n c r e a s i n g  p roduc t ion  and 
improving t h e  q u a l i t y  of the  products  and s e r v i c e s  o f  s m a l l  i n d u s t r i e s .  



CEPESA will provide technical assistance directly to the small 
industrialists. It will also prepare and present short courses and 
seminars in business management organization and administration. It will 
probably begin using a methodology similar to that of PROAPE and will 
operate primarily in Santo Domingo. Services will probably be more 
intensive due to the large and more complex businerees in its target 
clientele. It will only do promotion nnd TA and will not assume loan 
administration tasks. CEPESA, because of its affiliation to CFD will 
initially work with this PFI.  

As CEPESA is a new organization, the first 
months of project implementation will be directed towards organizational 
and staff development. Therefore, only 30 loan clients are projected to 
be served during the first year. Loans will be larger than the DDF and 
PROAPE models, the average loan being approximately $25,000. 

CEPESA seems to have a clear sense of what must 
be done to eventually be  elf-sufficient. CEPESA staff will consist of a 
Director, a manager, 3 promoters, and one secretary. (See Annex H-3.) 

The three initial TACs all seem to have a good 
relationship among each other. They seem to recognize that each will 
have its limitations and special abilities and that collaboration would 
be in the best interests of all concerned. Based on preliminary 
discussions with the three 1'ACs it appears that adequate inter-TAC 
collaboration should occur (i.e., there may be a case where DDF 
identifies a client which really needs CEPESA's services or visa versa). 
In sum, the proposed TAC models seem to be realistic and feasible. 

3. Conclusions 

The basic institutional design of the project has been 
discussed extensively with the leaders of the participating financial 
institutions and the TACs. During meetings, which included high level 
representatives from all these organizations, it was agreed that the 
basic institutional design presented herein provides adequate incentives 
and provisions for a successful small business program. The operating 
procedures for the institutional systems will be developed by FIDE with 
the assistance of project funded consultants and will be reviewed and 
tested periodically by these technical advisors and based upon the 
results of these tests, revised accordingly. Thus, it is concluded that 
the proposed institutional design is feasible. 



B. SOCIAL SOUNDNESS ANALYSIS 

1, Methodology 

For this analysis, several methods were used. First 
there was a general review of the literature which included materials 
provided by the DDF, PROAPE, Interamerican Foundation, and the PISCES 
STUDY. Second, materials from the CONADEPI survey and the Pinanciera 
Dominicana case etudieu were nnslyzed. Third, a limited number of 
interviews and field visits were conducted. 

2. Survey of Small industries 

The National Corporation for Development of Small 
Industries (CONADEPI) recently conducted n study of its members, totaling 
159. (Table 1). Although the sample cannot be considered necessarily to 
be representative of small industries for the whole republic, it can 
serve here as an illustrative sample of potential beneficiaries. For 
example, to become a member of the CONADEPI, applicants must have at 
least $10,000 in fixed capital investments (although these were a few 
isolated cases in this study where the amount of capital invested was 
actually less than that). Although there is no capital "ceiling" per se, 
there were only 4 cases in which assets exceeded $150,000. 

a. Characteristics of the Small Industries Surveyed 

The industries surveyed have been divided into 
eleven groups, (Table I and 11) characterized by industry activity. The 
industriee with the largest reprceentation ere: furniture and carpentry 
( 6 9 ) ;  machine ehops and foundries (32); concrete blocks and construction 
materials (18); ntld bakeries and confcctionaries (13). The remaining 
categories with lea8 than 5 %  oi the aample should not be considered 
representative of the whole industry, but will be used here for 
illustrative purposes. 

All of the industries, with the exception of dairy 
and food processing, had at least one enterprise located in the capital. 
In addition, all of the enterprises represented from San Juan (located in 
the central-west) were involved in furniture production. This is also 
the predominant activity in Hato Mayor and a significant activity in San 
Pedro de Macorfs, (which are located in the eastern D.R.). It should be 
noted that the Cibao nreo was not represented in the survey. 

Approximately one fifth (20.7%) of those surveyed 
claimed to have an established accounting system. Although there is not 
a strong correlation indicated, the general trend was that the larger the 
buainees (meesur~d by t h p  nnwll i [  of c a p i t a l  invested) thr more likely t h e  
company in to Iinvc at1 nccount  i~ip, nywt can,, 



TYPE OF INDUSTRY 
1. m e r  Surveyed 

a. Per Cent 

Locat ion  
a. San to  Domingo 
b. San Juan 
c .  Hato Mayor 11 
d.  San Pedro de  Macoris 

I 

With Accounting System (%I 30.8 28.6 31.3 22.2 I 17 -4  
I 

h h b e r  o f  Employees 
a. Total 10 6 40 193 177 297 
b. k ~ e r a g e  8.1 5.7 5.3. 9.8 + 4.3 

C a p i t a l  Inves ted  
a. Average ( i n  ~ ~ $ 0 0 0 )  27.8  13.0 51.5 61.8 21.2 

Capita 1 I n t e n s i t y  ( C / L  
i n  $000) 

T h  Requested (%)  - 1/ 
Product ion TA 
Har'rezing T A  
&inis t r a  t ive TA 

Cred i t  Requested (%! 11 - 
Working C a p i t a l  
Equipment C a p i t a l  
Expansion C a p i t a l  

(Cons t ruc t  i o n )  

C r e d i t  Requested (Average 
i n  $000) 
Working C a p i t a l  
Equipment C a p i t a l  
Cons t ruc t ion  Capi t  a 1  

I 1 I I I 
A t  l e a s t  one  k ind  reques ted . '  



TABLE I1 

CONADEPI STUDY: 
FREQUENCY DISTRIBUTION OF FIRPI SIZE 

TYPES 
OF 

rnUSTRY 
--- ~ 

Fixed Assets (RD $000) I 
Less Than 10 2 

12 1 
i 1-20 3 
21-39 2 
3140 2 
41-50 2 

51-63 1 
61-73 
71-80 
81-90 
91-103 

101-1 10 
111-120 
121-130 
131-140 
141-150 

TOTAL 13 

No. I % 



The number of employees per firm averages 5.7, with 
a relatively high number for the block industries (9.8) and a very low 
figure for garment makers (2.2). The amount of fixed capital invested 
ranges from an average of $11,600 for electrical products firms to 
$75,000 for dairy and food processing firms. There was an overall small 
industry average of $34,200 in capital investments. The degree of 
capital intensity is important here, since employment generation is a 
desired objective. The overall average is $6,000 of capital invested per 
person employed, which is up considerably from the micro-industry level 
of $1,000 or less. 

This wide range in capital intensity appears to 
relate to the specific nature of the business. Furniture makers may 
require a considerable amount of machinery, but will require a relatively 
large number of workers to make and assemble the furniture parts. 
Dairies and food processors, on the other hand, have a high potential to 
become almost completely automated. Therefore, the degree to which 
employment is generated under this project may be a direct result of 
which industries become the beneficiaries. 

b. Demand for Credit and Technical Assistance 

The survey showed very hip,n levels of demand for - 
credit (96.2%) and for technical assistance (89.3%). 

A relatively low number (28.2%) request technical 
assistance in production, as compared to a higher number requesting 
administrative TA (67.9%) and marketing TA (62.92). Notably, the 
bakeries and dairies showed a significantly higher request for production 
TA than did their counterparts. Concerning requests for administrative 
TA, it appears that it made little difference if the firms already had an 
accounting system or not - many of those that did have one, apparently 
wanted to strengthen it; while some of those who did not, were perhaps 
unaware of the need for one. But since the demand was consistently high 
for both administrative and marketing TA, the project should concentrate 
in those two areas, and bring in induotry - apecif ic production 
specialists only for those industries where the demand for production TA 
was particularly high. The International Executive Service Corp could be 
used for this industry specific production assistance. 

The demend for credit was extremely high, with the 
~xception of the chcn~icel p r o d t l c t ~  i n d u ~ t r y .  Ovcrall, the demand for the 
variouu types of c r e d i t  ul~owrd  R significant descending order, with 
89.3% requesting working capital, 73.0% requesting credit for equipment, 
and 50.2% requesting credit for expansion (primarily construction). For 
working capital, only the chemical producers and the dairies fell below 
the 80% level, perhaps indicative that some firms in these industries 
currently have sources of working capital available. By comparing the 
demand for credit for equipment with the degree of capital intensity, an 
interesting trend arises - in all cases where the degree of capital 



i n t e n s i t y  i s  above t h e  average ,  t h e  demand f o r  equipment i s  below 
average,  whi le  i n  a l l  c a s e s  ( excep t  f o r  l s u n d r i e s )  where t h e  degree  of 
c a p i t a l  i n t e n s i t y  i s  below t h e  average ,  t h e  demand f o r  equipment c a p i t a l  
i s  above t h e  average.  T h i s  could  i n d i c a t e  t h a t  Rome of t h e  c a p i t a l  
i n t e n e i v e  i n d u s t r i e s  a l r e a d y  have t h e  equipment they need. On t h e  o t h e r  
hand, t h e  l e e s  c a p i t a l - i n t e n e i v e  i n d u s t r i e s  a p p a r e n t l y  p e r c e i v e  t h e  
purchase  of more equipment (and perhaps a more c a p i t a l - i n t e n e i v e  
approach) a s  an important  source  of growth. For expansion c r e d i t ,  t h e  
b a k e r i e s ,  l a u n d r i e s ,  machine shops tended t o  have t h e  h i g h e s t  demand, 
w h i l e  t h e  remaining groups f e l l  below t h e  average.  

The survey a l s o  asked how much c r e d i t  was needed. 
The average  r e q u e s t  f o r  c r e d i t  was f o r  $21,000, o r  roughly  two t h i r d s  of 
t h e  everage  c a p i t a l  inves ted  ($34,200) .  There were many c a s e s ,  however, 
where t h e  amount of c r e d i t  r eques ted  by t h e  f i rm e q u a l l e d  o r  exceeded t h e  
t o t a l  amount t h a t  t h e  f i r m  a l r e a d y  had inves ted .  T h i s  would appear  t o  be 
u n r e a l i s t i c ,  and exper ience  h a s  shown t h a t  smal l  bus inessmen 's  perceived 
need f o r  c r e d i t  usuo2ly exceeds t h e  d c t u a l  need. . 

Those i n d u s t r i e s  wi th  l a r g e r  than average  r e q u e s t s  
f o r  c r e d i t  were those  wi th  l a r g e r  than  average l e v e l s  c a p i t a l  inves ted .  
Machine shops ,  block p roducers ,  chemical  producers ,  and d a i r i e s  tended t o  
r e q u e s t  h igher  l e v e l s  of working c a p i t a l ,  and f o r  equipment c r e d i t .  
Machine shops and f u r n i t u r e  p r o d r ~ c e r s  tended t o  have t h e  h i g h e r  r e q u e s t s  
t o  cover  expansion c o s t a .  

One t h i n g  nppcnrs t o  be c l e a r .  Although t h e r e  i e  on 
obvious  descending t r e n d  in  t h e  number of r e q u e s t s  f o r  c r e d i t  f o r  working 
c a p i t a l ,  c a p i t a l  equipment, and expansion r e s p e c t i v e l y ,  and a l though  t h e  
average amount i n  r e q u e s t s  f o r  each of t h e s e  types  of c r e d i t  t e n d s  t o  
average  around $10,000, t h e r e  i s  s  g r e e t  d e a l  of d i f f e r e n c e  i n  t h e  
amounts r eques ted  i n  each c r e d i t  ca tegory  from one i n d u s t r y  t o  t h e  next .  
S ince  t h e  t o t a l  amount r eques ted  was over  $3.2 m i l l i o n  f o r  only  153 
i n d u s t r i e s ,  (6 did  not  r e q u e s t  c r e d i t )  c l e a r  c r i t e r i a  f o r  t h e  u s e  of 
c r e d i t  under t h i s  p r o j e c t  w i l l  need t o  be e s t a b l i s h e d  i f  a  l a r g e  number 
of smal l  i n d u s t r i e s  a r e  going t o  b e n e f i t .  

3. Case S t u d i e s  - 
The F i n a n c i e r a  Dominicans h i r e d  a  smal l  i n d u s t r y  e x p e r t  

t o  determine t h e  t e c h n i c a l  a s s i s t a n c e  and f i n a n c i a l  needs of smal l  
businessmen. The e x p e r t  r eques ted  n l i s t  of "typical ."  b u s i n e s s e s  from 
t h e  A s s o c i a t i o n  of Small I n d u s t r i e s  (API). Twenty e i g h t  b u s i n e s s e s  were 
v i s i t e d ,  most of which would f a l l  i n t o  t h e  c a t e g o r i e s  mentioned i n  t h e  
CONADEPI etudy.  O f  t hose  ~ t u d i e d  (161,  t h e  predominant needs were aa 
fo l lows:  



T e c h n i c a l  A s s i s t a n c e :  

1. A d m i n i s t r a t i v e  
( i n c l u d i n g  account -  

i n g  and c o n t r o l  of 
c o s t  of p r o d u c t i o n  

2 .  Marke t i ng  

C r e d i t  

Number of c l i e n t s  

3 1  

P e r c e n t  

1. Working c a p i t a l  
2 .  Equipment 
3.  Expans ion  o f  

f a c i l i t i e s  

These  f i g u r e s  r e p r e s e n t  t h e  o p i n i o n  o f  an e x p e r t ,  a s  
opposed t o  t h e  p e r c e i v e d  needs  o f  t h e  s m a l l  e n t e r p r i s e s  i n  t h ?  CONADEPI 
Su rvey .  N o n e t h e l e s s  t h e  o v e r a l l  t r e n d  o f  b o t h  s t u d i e s  i s  r emarkab ly  
similar. However, t h e  e x p o r t  found t h a t  i n  many c a s e s  where 
a d m i n i s t r a t i v e  know-how was l a c k i n g ,  t h e  e n t r e p r e n e u r  was e i t h e r  unaware 
o r  a t  l e a s t  n o t  f u l l y  aware o f  t h e  need t o  m a i n t a i n  books. I n  t h o s e  
c a s e s ,  t h e  e x p e r t  would proceed  t o  show t h e  e n t r e p r e n e u r s  t h e  need  f o r  
m a i n t a i n i n g  r e c o r d s ,  and t r a i n  him i n  r u d i m e n t a r y  bookkeeping .  No 
men t ion  was made o f  a  p o s s i b l e  l o a n ,  u n t i l  t h e  e n t r e p r e n e u r  i l l u s t r a t e d  a  
w i l l i n g n e s s  t o  m a i n t a i n  such  r e c o r d s .  The p r o c e s s  was slow, and o f t e n  
t o o k  up t o  f i v e  months ( w i t h  monthly v i s i t s )  b e f o r e  t h e  e n t r e p r e n e u r  
would b e g i n  t o  f u l l y  r e c o g n i z e  t h e  need t o  c o n t r o l  e a r n i n g s  and 
e x p e n d i t u r e .  Even when t h e  need was f u l l y  r e c o g n i z e d ,  v e r y  few o f  t h e  
I I p a r t i c i p a t i n g "  c l i e n t s  a c t u a l l y  k e p t  a d e q u a t e  r e c o r d s  d u r i n g  t h e  p e r i o d .  

One ve ry  i m p o r t a n t  f a c t o r  t h a t  t h e  c a s e  s t u d i e s  showed, 
was t h a t  t h e  p r o c e s s  of  p r o v i d i n g  TA is  a  s low,  g r a d u a l  one. I n  many 
c a s e s  a t r u s t  between t h e  p romote r  and t h e  e n t r e p r e n e u r  must be  
e s t a b l i s h e d .  S e c o n d l y ,  i t  o f t e n  t oken  months t o  conv ince  and t r a i n  t h e  
e n t r e p r e n e u r  t o  implement improved a d m i n i s t r a t i v e  t e c h n i q u e s .  

I n c l u d e d  i n  Annex I a r e  t h r e e  s e l e c t e d  c a s e  s t u d i e s  from 
t h e  group .  These  were t h r e e  of t h e  more r e s p o n s i v e  c l i e n t s ,  and 
t h e r e f o r e  more i n f o r m a t i o n  was made a v a i l a b l e .  N o n e t h e l e s s  t h e y  a r e  
r e p r e s e n t a t i v e  of  t h e  problems found i n  many o t h e r  c a s e s .  

R e l a t i o n s h i p  o f  B e n e f i c i a r i e s  t o  t h e  P r o j e c t  

The p r o j e c t  p r o p o s e s  t o  l i n k  c r e d i t  and t e c h n i c a l  
a s s i s t a n c e ,  and ex t end  them t o  t h e  ~ r n a l l  bus inessman.  The c o s t s  f o r  
a c c o m p l i s h i n g  t h i s ,  w i l l  be born p r i m a r i l y  by t h e  sma l l  bus inessman.  To 
accompl i sh  t h i s ,  t h e  b e n e f i c i a r y  w i l l  have  d i r e c t  c o n t a c t  w i t h  b o t h  t h e  
f i n a n c i a l  i n t e r m e d i a r i e s  and t h e  t e c h n i c a l  a s s i s t a n c e  c e n t e r s .  



a. Compatibility 

There is an apparent high demand for both technical 
assistance (especially adminietrative and marketing) and for credit 
(especially working capital). Indications are that the perceived need 
for credit is over stated, but that the actual need for technical 
assistance is high. The need for basic administration services is most 
readily apparent. 

The fact that the technical assistance will have a 
cost, will most likely result in a sharp decrease in the demand 11 for 
TA, but those willing to pay for it, will more likely use it. Perhaps 
some no-cost up front promotional efforts by the TACs will be required, 
to convince the perspective borrowers that the benefits of the TA will be 
well worth the cost. 

The promoters of this project who will be extending 
the TA, will need to work hard at acquiring the trust of clients. Quite 
often, the initial reaction to TA is that of suspicion that the TA is 
really a tax collector. Establishing confidence is a slow process, 
requiring frequent visits over extended periods of time. Only then will 
the client begin to respond to some of the guidance being given, such as 
establishing an accounting system. 

Generally speaking, the small businessman studied 
had little to no contact with either finance companies, or with bona fide 
technical osaiatants. A dcsirnblr long term objective of this project is 
to establish the small business B R  a client of the finance company, and 
with the hope that they will be able to acquire formal sector loans from 
non-project funds. 

Thus the proposed project, and the beneficiary can 
be compatible if a careful, patient, gradual approach is used. 

b. Part ic ipat ion 

Although there was relatively little participation 
of the beneficiary in the actual design of the project, some meetings 
were held with the small industry associations. An important source of 
information for the project design however, was the experts who work 
closely with the small businessman on a daily basis. Successful project 
implementation should occur, if the approaches suggested in C.1. above 
are utilized. 

11 - Both the CONADEPI Survey and the Fjnancieta Dominicana case 
studies, technical nsnistnnce was free. 



c .  E q u i t y  

The p r i m a r y  b e n e f i c i a r y  o f  t h i s  p r o j e c t  is t h e  s m a l l  
e n t r e p r e n e u r ,  who w i l l  i n c r e a s e  h i s  income f rom p r o p e r l y  implemented 
t e c h n i c a l  a s s i s t a n c e  and a p p r o p r i a t e l y  i n v e s t e d  c r e d i t  ex t ended  t o  him. 
A n o t h e r  i m p o r t a n t  b e n e f i c i a r y  w i l l  be  t h e  f i n a n c e  company, which w i l l  
a c q u i r e  an  i n c r e a s e d  c l i e n t e l e  p r e v i o u s l y  un tapped .  The employees  o f  t h e  
bus inessman s h o u l d  a l s o  b e n e f i t  t o  t h e  e x t e n t  p r o d u c t i v i t y  r ises ,  t h e r e  
s h o u l d  be  e n  i n c r e a s e  i n  income. F o r  t h o e e  i n d u e t r i e s  i n  which expanded 
p r o d u c t i o n  r e q u i r e s  more l a b o r ,  increamed employment ohould r e s u l t .  
G e n e r a l l y  s p e a k i n g ,  t h e  employees  would be u n s k i l l e d  t o  s e m i - e k i l l e d ,  
r e p r e s e n t i n g  t h e  p o o r  i n  t h e  u rban  c e n t e r s  and  r u r a l  a r e a s .  

d .  Impact  

The means by which t e c h n i c a l  a s s i s t a n c e  and c r e d i t  
w i l l  b e  e x t e n d e d  t o  t h e  b e n e f i c i a r y ,  a r e  d i t i cus sed  i n  g r e a t e r  d e t a i l  i n  
o t h e r  s e c t i o n s  o f  t h i s  p a p e r .  B a s i c a l l y ,  t h e  T e c h n i c a l  A s s i s t a n c e  
C e n t e r s  w i l l  e x t e n d  t h r e e  t y p e s  of TA: ( 1 )  a d m i n i s t r a t i v e  TA, which 
when implemented s h o u l d  r e s u l t  i n  more e f f i c i e n t  u s e  o f  r e s o u r c e s ;  ( 2 )  
m a r k e t i n g  TA, which w i l l ,  i f  u t i l i z e d ,  r e s u l t  i n  a n  i n c r e a s e d  demand f o r  
p r o d u c t s ,  and t h e r e f o r e  s a l e s ;  and ( 3 )  p r o d u c t i o n  TA, which when 
u t i l i z e d ,  s h o u l d  r e s u l t  i n  i n c r e a s e d  p r o d u c t i o n  a n d / o r  p r o d u c t i v i t y ,  and 
p o s s i b l y  new p r o d u c t  l i n e s .  

Th ree  t y p e s  of  c r e d i t  w i l l  be ex t ended  by t h e  
f i n a n c e  companies :  ( 1 )  work ing  c a p i t a l ,  which w i l l  p e rmi t  t h e  
e n t r e p r e n e u r  t o  buy i n  l a r g e r  q u a n t i t i e s  a t  a lower  p r i c e ,  end t o  be  a b l e  
to  s e l l  on  c r e d i t  f o r  l o n g e r  p e r i o d e  of t i m e ,  ( a n d  t h u e  have a  b e t t e r  
b a r g a i n i n g  p o s i t i o n )  ( 2 )  equipment  c r e d i t ,  which w i l l  r e s u l t  i n  i n c r e a s e d  
p r o d u c t i v i t y  of t h e  f i r m ,  and ( 3 )  c r e d i t  f o r  e x p a n s i o n  which w i l l  f r e e  
many e n t r e p r e n e u r s  from t h e  burden  of  pay ing  r e n t ,  and p r o v i d e  s u f f i c i e n t  
s p a c e  f o r  a  c l e a n e r ,  s a f e r ,  b e t t e r  o r g a n i z e d  o p e r a t i o n .  A l l  t h e s e  i n p u t s  
p o i n t  t o  i n c r e a s e d  p r o d u c t i o n ,  which s h o u l d  t r a n s l a t e  i n t o  i n c r e a s e d  
income and employment.  

The p r o j e c t ,  is  d e s i g n e d  t o  p r o v i d e  b o t h  a s e l f  
s u s t a i n i n g  c r e d i t  fund  and a  s e l f  s u s t a i n i n g  t e c h n i c a l  a s s i s t a n c e  
ne twork .  Most o f  t h e  c o s t s  o f  d o i n g  t h i s  a r e  p a s s e d  on t o  t h e  
b e n e f i c i a r y  - t h e  s m a l l  b u s i n e s s  owner. Given  t h a t  s m a l l  b u s i n e s s  p r o v e s  
t o  be  a  good r i s k ,  and  ha^ an  e f f e c t i v e  demand f o r  c r e d i t  ( a t  t h e  
proposed  i n t e r e s t  r a t e ) ,  and t e c h n i c a l  n s s i s t a n c z  i f  r e q u i r e d  is 
p r o v i d e d ,  t h e  p r o c e s s  shou ld  c o n t i n u e  i n d e f i n i t e l y .  

5. C o n c l u s i o n s  

The p r o j e c t  i a  cons id t* red  t o  bc r o c i e l l y  f e a s i b l e  a t  t h e  
s m e l l  i n d u s t r y  l e v e l .  The e x i n t e n c v  of  l o c a l  TAC o r g a n i z a t i o n s  and t h e  
t e c h n i c a l  a s s i s t a n c e  programmrd under  t h e  p r o j e c t  ~ h o u l d  r e s u l t  i n  
c a p a b l e  o r g o n i z a t i o n e  c o l l e b o r a t i n g  a c t i v e l y  and e f f e c t i v e l y  w i t h  s m a l l  
e n t r e p r e n e u r s  and PFI B .  



C.  FINANCIAL ANALYSIS 

1. Methodology 

I n  complet ing  t h e  f i n a n c i a l  a n a l y s i s  f o r  t h e  p r o j e c t ,  two 
s e t s  of a n a l y s e s  were c a r r i e d  o u t .  F i r s t  a  s tudy  was made of t h e  
p r i n c i p a l  c o n s t r a i n t s  and o b s t a c l e s  t o  f i n a n c i a l  r e s o u r c e  m o b i l i z a t i o n  
and smal l  e n t e r p r i s e  a c c e s s  t o  c r e d i t .  T h i s  a n a l y s i s  was completed 
j o i n t l y  a long  w i t h  many key a s p e c t s  of t h e  i n s t i t u t i o n a l  a n a l y s i s ,  and, 
a s  mentioned p r e v i o u s l y ,  inc luded  a  s e r i e s  of i n t e r v i e w s  w i t h  many of t h e  
bankers  i n  t h e  Dominican f i n a n c i a l  system and w i t h  r e s e a r c h  i n s t i t u t i o n s  
and t e c h n i c a l  a s s i e t a n c e  and advocacy groups.  The second s e t  of a n a l y s e s  
inc luded s a e r i e s  of d e t a i l e d  e t u d i e o  of the  f i n a n c i a l  v i a b i l i t y  of t h e  
bao ic  p r o j e c t  model propoaed. T h i ~  i n c l u d e s  an n n a l y e i o  of :  t h e  cash  
f low of t h e  eublending fund and of t h e  TACs; t h e  adequacy of sub lend ing  
sp read ;  t h e  adequacy of t h e  proposed guaran ty  fund; t h e  adequacy of t h e  
sub lend ing  terms and p rocedures ;  and t h e  adequacy of t h e  demand f o r  
c r e d i t .  The f i r s t  s e t  of a n a l y s e s  was c a r r i e d  o u t  p r i m a r i l y  by Onofre 
T o r r e s ,  a  f i n a n c i a l  c o n s u l t a n t  wi th  In te ramer ican  Management Consu l t ing  
Corp. The second s e t  of a n a l y ~ e s  was c a r r i e d  ou t  p r i m a r i l y  by FIDE 
p e r s o n n e l ,  P e t e r  F r a s e r ,  ( a  p r i v a t e  c o n s u l t a n t  i n  s m a l l  b u s i n e s s  
development) ,  and Michael  Lofs t rom,  LAC/DR ( c o p i e s  of t h e i r  complete 
r e p o r t s  a r e  a v a i l a b l e  i n  t h e  Miss ion f i l e s ) .  

2 .  Major F ind ings  

a .  The I n t e r e s t  Rate  C o n s t r a i n t s  

Over t h e  y e a r s  t h e  monetary a u t h o r i t i e s  a t  t h e  
C e n t r a l  Bank have developed a  system of c o n t r o l  of i n t e r e s t  r a t e s  wi th  a  
view t o  d i r e c t i n g  c r e d i t  resourcefl  toward d e s i r e d  development 
o b j e c t i v e s .  T h i s  man ipu la t ion  of i n t e r e s t  r a t e  l e v e l s ,  coupled wi th  
p o l i t i c a l  p reeaure  t o  ma in to in  low i n t e r e s t  r a t e s ,  and g iven  c u r r e n t  
aua ta incd  h igh  i n t c r n n t i o n a l  i n t c r ~ a t  r a t e  l c v e l e ,  have a l l  combined t o  
produce an  i n t e r e s t  r a t e  framework t h a t  does not  respond w e l l  t o  t h e  
f o r c e s  of t h e  market .  One r e s u l t  i s  t o  s t i m u l a t e  c a p i t a l  f l i g h t  toward 
i n t e r n a t i o n a l  markets  where i n t e r e s t  r a t e  l e v e l s  a r e  more a t t r a c t i v e .  

A d d i t i o n a l l y ,  t h e  i n t e r e s t  r a t e  framework i s  s e t  up 
i n  such a  way t h a t  t h e  l a r g e r ,  more w e l l  e s t a b l i s h e d  b u s i n e s s  e n t e r p r i s e s  
pay h i g h e r  e f f e c t i v e  r a t e s  of i n t e r e s t  and s m a l l e r  companies pay a  lower 
r a t e .  T h i s  t i e r i n g  of i n t e r e s t  r a t e s  i s  based p h i l o s o p h i c a l l y ,  on t h e  
n o t i o n  t h a t  l a r g e r ,  s t r o n g e r  companies can more e a s i l y  n f f o r d  t o  p a y . a  
h i g h e r  p r i c e  f o r  c r e d i t .  However, i t  i g n o r e s  t h e  f a c t  t h a t  l a r g e r  l o a n s  
t o  s t r o n g e r  companies i n h e r e n t l y  embody l e s s  r i s k  of d e f a u l t  and have a 
lower t r a n s a c t i o n  c o s t  pe r  d o l l a r  l e n t .  T h e r e f o r e ,  a  second r e s u l t  of 
t h e  i n t e r e e t  r o t e  p o l i c y  i s  t h a t  f i n a n c i a l  i n t e r m e d i a r i e s  ( F I )  p r e f e r  t o  
lend t o  l a r g e r  companies. C r e d i t  i s  thug d i r e c t e d  avoy from t h e  smal l  
bus ineus  borrower. 



In an effort to redirect funds back to the small 
business boy-,qwer, monetary authorities have created rediscount 
mechanisms b.:<reby they provide subsidized resources to the financial 
intermediaries for on-lending to small businesses. Unfortunately, the 
monetary authorities concern that small business borrower ultimately pay 
a low (subsidized) rote of interest and that the financial intermediary 
not be allowed to make "excessive profits", has prevented any signficant 
mobilization of credit resources to the small business sector. 

The chart below shows how the interest rate 
framework is presently established and how effective interest rate yields 
are directly related to size of company, thereby directing marketing 
efforts of financial intermediary away from small business lending (all 
numbers are expressed as a percentage). 

Loan Commis- Col lat- Approx. Over- 
Rates sions era1 Cost of Net a 11 

Business Funds Spreads Effec 
Rate 

Small Business: 
Only marginably 
served by FI 

Medium Sized Business: 
Generally served by 
Finance Companies and 
to a lesser extent by 
commercial banks 12 2-4 - 10 4-6 14-16 

Large Corporation: Generally 
served by commercial bonks 12 4-6 2-3 13 5-8 18-20 

(Collateral Business includes letters of credit, collections, and sale of 
foreign exchange. The exact net spread on large corporation loans depends 
upon the volume of the compensating balances.) 

b. High Transaction Costs as a Constraint to Small Business 
Lending 

l'ransaction costs pcr dollar of credit disbursed are 
Iicc:cssFal i ly 1 1  i g l ~ e r  i l l   he case of small business loans. Because of the 
lack of sophistication of the borrower, in many cases the FI must provide 
limited forrrs of technical assistance to the borrower. As an example, 
thc banker may hove to invest a disproprotionnte amount of time with a 
small borrower helping him to prepare a loan application that will make 
sense to the loan committee. Additionally, tighter loan administration 
and follow-up procetiures may be required for a small borrower whereas a 
large, well established corporate borrower may not require such strict 
supervision. 



Another  t r a n s a c t i o n  c o s t  which h a s  been i d e n t i f i e d  i s  
r e l a t e d  t o  t h e  l e v e l  of  paperwork r e q u i r e d  t o  p r o c e s s  a  loan  d i sbursement  
th rough  t h e  C e n t r a l  Bank 's  FIDE program. Some f i n a n c e  companies p e r c e i v e  
t h a t  t h e s e  p r o c e d u r e s  s imply i n c r e a s e  t h e i r  c o s t s  of l e n d i n g  t o  t h e  s m a l l  
b u s i n e s s  s e c t o r .  

c .  P e r c e i v e d  I n c r e m e n t a l  Risk  i n  Lending t o  Smal l  
B u s i n e s s e s  

The l a c k  of m a n a g e r i a l  and t e c h n i c a l  competence 
which o f t e n  c h a r a c t e r i z e s  t h e  s m a l l  b u s i n e s s  borrower  g e n e r a l l y  i n c r e a s e s  
t h e  r i s k  i n  l e n d i n g  t o  t h i s  s e c t o r .  A s  i n  most c o u n t r i e s  of t h e  wor ld ,  
t h e  s m a l l  b u s i n e s s  f a i l u r e  r a t e  i s  s u b s t a n t i a l l y  h i g h e r  t h a n  t h a t  of  t h e  
l a r g e r ,  w e l l - e s t a b l i s h e d  c o r p o r a t i o n s .  To some e x t e n t ,  f a i l u r e s  a r e  
a t t r i b u t a b l e  t o  l a c k  of m a n a g e r i a l ,  a d m i n i s t r a t i v e  and t e c h n i c a l  s k i l l s  
i n  t h e  s m a l l  b u s i n e s s .  

d. E f f e c t  o f  I n f l a t i o n  on I n t e r e s t  R a t e  P o l i c y  

O f f i c i a l  f i g u r e s  f o r  i n f l a t i o n  i n d i c a t e  t h a t  t h e  
r a t e  of i n c r e a s e  i n  p r i c e  l e v e l s  i n  t h e  Dominican Repub l ic  h a s  been 
c o m p a r a t i v e l y  moderate  r e l a t i v e  t o  t h a t  of  o t h e r  d e v e l o p i n g  c o u n t r i e s .  
Dur ing t h e  l a t e  7 0 ' s  t h e  o i l  p r i c e  i n c r e a s e s  c o n t r i b u t e d  t o  h i g h e r  r a t e s  
of i n f l a t i o n  whereas  t h e  1981-82 worldwide r e c e s s i o n  and t h e  r e c e n t  low 
commodity e x p o r t  p r i c e s  o b t a i n e d  f o r  Dominican e x p o r t s  have t ended  t o  
produce v e r y  moderate  l e v e l s  of i n f l a t i o n  f o r  t h e  l o s t  two y e a r s .  

OFFICIAL ESTIMATES OF INFLATION 
(Expressed  a s  a  p e r c e n t a g e )  

(Source :  C e n t r a l  Bank J u l y  29,  1982) 

1978-79 9 .21  
1979-80 16.75 
1980-81 7.54 
May 1981- May 1982 8 .92 

Based on an e s t i m a t e d  i n f l a t i o n  r a t e  of approx imate ly  
9 % ,  and t h e  assumpt ion  t h a t  d e p o s i t o r s  i n  t h e  sys tem would r e q u i r e  a  r e a l  
r a t e  of r e t u r n  o f  3-42 o v e r  t h e  i n f l a t i o n  r a t e ,  i t  would appear  
r e a s o n a b l e  t o  expec t  t h a t  c o m p e t i t i v e  f o r c e s  would e s t a b l i s h  a  t ime 
d e p o s i t  r a t e  of approx iomte ly  12-132 p e r  annum. 

S i n c e  t h e  r e s e r v e  r e q u i r e m e n t  on C e r t i f i c a t e s  of 
Depos i t  i s  f u l l y  30%,  t h e  c o s t  t o  t h e  f i n a n c i a l  i n s t i t u t i o n s  of a  t ime 
d e p o s i t  would t r a n s l a t e  i n t o  a marg ina l  c o s t  of funds  of 17-18.5%. I f  a  
bank were t o  o p e r a t e  under  t h e  above c o s t  s t r u c t u r e  i t s  l e n d i n g  r a t e  
would have t o  be a few p e r c e n t a g e  p o i n t s  h i g h e r  than  17-18.5 P e r c e n t  p . a .  
i n  o r d e r  t o  c o v e r  a d m i n i s t r a t i v e  c o s t s ,  r e s e r v e  f o r  bod d e b t s  and p r o f i t .  



It is apparent from examining the pricing structure 
currently in place in the D.R. that only the commercial banks are ca~able 
of achieving the required yields to cover inflation plus costs. 
Financieras survive in the system largely as a result of utilizing 
subsidized funds made available by the Central Bank through its FIDE 
program. 

3. Analysis of the Proposed Program to Alleviate Principal 
Obstacles to Small Industrv Credit Mobilization 

The interest rate structure in the Dominican Republic was 
found to be a principal factor in inhibiting credit mobilization to the 
small business sector and that the interest rate levels in the D.R. bear 
little relationship to interest rate levels which would be achieved as a 
result of the interaction of market forces. Consequently, the project is 
designed to: ( a )  force the rate of interest a t  which FIDE lende to the 
PFI8 as high as possible given tlic prcncnt legal conntrrinte (ueury lawn, 
etc.) in the system; and (b) transfer most of the coete of the loan 
program through to the end borrower, thus providing an effective eubloan 
interest rate which approximatee the market rate of.interest. 

USAID/DR and the members of the technical advisory team 
all agree that it is not reasonable to expect that major modifications to 
the overall interest rate structure in the country can be negotiated 
through this project. However, at the same time, negotiations are taking 
place on this subject between the GODR and the International Monetary 
Fund ( IMF).  It is possible, however, to modify certain specific interest 
rate policies as they affect the small business sector so that the price 
of credit to small business will correspond more closely to that which 
would be determined by market forces, In addition, significant 
modifications in the FIDE sublending procedures and in the provision of 
needed TA to small businesses can result in a significant alleviation of 
the credit constraint. The proposed project will also provide an 
effective mechanism for maintaining a long term meaningful dialogue on 
t h i s  issue, thus presenting many opportunities for demonetrating to the 
GODH the mcrita of adjueting their intereat rute policy. Accordingly the 
project will include the followinp key actions: 

a. Interest Rate Actions 

Consistent with the idea of achieving long range 
self-sustainability of the program, the project will require that the end 
borrower pay the highest effective interest rate (to include commissions 
and fees) allowed under the law. Thus it is expected that future 
legislation to reduce interest rate restrictions will eventually permit 
interest rates for lending to the small business sector which approximate 
the market rate. 

In order to den1 with the perceived obstacles to 
credit mobilization toward small business, the project loan fund will 
provide for increased pecuniary incentives to the FIs through increases 



i n  t h e  sp reads  a v a i l a b l e  t o  t h e  PFIs i n  t h e  program. Under t h e  p r e s e n t  
sys tem F I s  e a r n  a sp read  of  4%,  f o r  l o a n s  made i n  San to  Domingo, and 5% 
f o r  l o a n s  made t o  sub-borrowers i n  r u r a l  a r e a s .  PFIs i n  t h e  FIDE-AID 
program w i l l  r e c e i v e  a sp read  o f  up t o  6% which r e p r e s e n t s  a 50% i n c r e a s e  
i n  p r o f i t a b i l i t y  t o  t h e  PFIs. 

The fo l lowing  t a b l e  p r e s e n t s  a breakdown of  t h e  
sub land ing  ratsa t o  bn uucd by FIDE and tha  YFIa undar  t h e  p r o j a c t .  The 
C e n t r a l  Bnnk w i l l  n d j u s t  i t u  c u r r e n t  nublending tonne t o  s ~ n a l l  bue inea ree  
t o  permi t  u e r g a  of theau retas  by FIDE. 

Return  t o  FIDE 

Broposcd Sub-lending Ra tes  
(Expressed a s  a pe rcen tage )  

S a n t o  Domingo 
and San t i ago  

8% - 
FIDE A d m i n i s t r a t i v e  Expenses 2% 

Guarantee  Fund A l l o c a t i o n  3% 

S u r p l u s  t o  Revolving ! clan Fund 3X 

Return  t o  PFX - 4% 

A d m i n i s t r a t i v e  Expense 1% 

Reserve f o r  tonne 1--~ea 2% 

P r o f i t  1% 

Commissions and Fee8 - 4% 

Guarantee  Fund Payment 2% 

*Technical  b s i s t a n c e  2% 

(Clos ing c o s t s  and packaging 
fee p a i d  t o  TAC o u t  of  l o a n  
p r i n c i p a l )  ( 3 %  

Nominal I n t e r e s t  Rate 16% 

*%f f e c t i v c  Ra te  of Xntcrea t  
pa i d  by Sub-borrower - 18% 

O u t s i d e  S a n t o  Domingo 
and S a n t i a g o  

* 2% fee for t e c h n i c a l  nnsiat .nr~crr  chntyerl  only when neetlmrl 

** E f f e c t i v e  r a t e  o f  i n t e r e s t  b a a e d  upon 6 month Grace Pe r iod  



As t h e  above  s c h e d u l e  i n d i c a t e s :  FIDE w i l l  c h a r g e  
che PFI 8% f o r  s u b l o a n s  t o  b u s i n e s s e s  l o c a t e d  i n  S a n t o  Domingo and 
S a n t i a g o  z2d 6% f o r  s u b l o a n s  made to  b u s i n e s e s  o u t s i d e  t h e s e  a r e a s  ( i . e .  
r u r a l  a r e a s )  ( 2 %  f o r  FIDE a d m i n i s t r a t i v e  e x p e n s e s ,  3% f o r  FIDE's  
g u a r a n t e e  fund  a l l o c a t i o n ,  and a  1-32 s u r p l u s  t o  FIDE depend ing  upon t h e  
l o c a t i o n  o f  t h e  s m a l l  i n d u s t r y ) ;  t h e  PFI w i l l  r e c e i v e  4% f o r  s u b l o a n s  t o  
b u s i n e s s e s  l o c a t e d  i n  S a n t o  Domingo and  S a n t i a g o  and 6  p e r c e n t  f o r  
s u b l o a n s  made t o  b u s i n e s s e s  l o c a t e d  o u t s i d e  t h e  C a p i t a l  (1% t o  c o v e r  
t h e i r  a d m i n i s t r a t i o n  c o s t s ,  a  2% r e s e r v e  f o r  p o s s i b l e  l o a n  l o s s ;  and 1-32 
p r o f i t  m a r g i n ) .  The a d d i t i o n a l  i n t e r e s t  c o s t s  cha rged  t o  t h e  
sub-borrower i n c l u d e  a  2% payment to  i t s  G u a r a n t e e  f u n d ,  and  a  2% c h a r g e  
on t h e  d e c l i n i n g  l o a n  b a l a n c e  f o r  t e c h n i c a l  a s s i s t a n c e  p r o v i d e d ,  when 
needed ,  by t h e  TAC. I n c l u d e d  i n  t h e  p r i n c i p a l  payment o f  t h e  l o a n ,  and 
p a i d  f o r  i n  advance  by t h e  sub-bor rower ,  is  a  3% TAC Fee  t o  c o v e r  t h e  TAC 
c o s t s  a s s o c i a t e d  w i t h  p r o j e c t  i d e n t i f i c a t i o n ,  c l o e i n g ,  and packag ing  of 
the aubloan  , 

I t  shou ld  be n o t e d  t h a t  g i v e n  t h e  a v e r a g e  g r a c e  
p e r i o d  o f  6  months f o r  most work ing  c a p i t a l  l o a n s ,  and a one  y e a r  g r a c e  
p e r i o d  g r a n t e d  on l o n g e r  term l o a n s  f o r  5 o r  6 y e a r  d u r a t i o n ,  most 
sub - loans  w i l l  c a r r y  a n  e f f e c t i v e  i n t e r e s t  r a t e  of some f i g u r e  above  
16%. On t h e  a v e r a g e  i t  i s  e s t i m a t e d  t h a t  most sub- loans  w i l l  be  made a t  
a n  e f f e c t i v e  i n t e r e s t  r a t e  of 182, which  c o n c u r s  w i t h  t h e  e s t i m a t e d  
marke t  rate o f  i n t e r e s t  f o r  s m a l l  i n d u s t r y  l o a n s  c u r r e n t l y  i n  t h e  D.R. 

I t  i s  a n t i c i p a t e d  t h a t  o v e r  t i m e ,  w i t h  t h e  e x p e c t e d  
f u t u r e  l i b e r a l i z a t i o n  of i n t e r e s t  r a t e s ,  t h a t  FIDE's  l o a n  r a t e  t o  t h e  
f i n a n c i a l  i n s t i t u t i o n s  w i l l  i n c r e a s e  u n t i l  i t  a p p r o x i m a t e s  a  marke t  rate 
of  i n t e r e s t .  A t  t h a t  p o i n t ,  s e l f - s u s t a i n a b i l i t y  of  t h e  p r o j e c t  w i l l  have  
been  a c h i e v e d  . 

b. Reduc t ion  i n  T r a n s a c t i o n  C o s t s  

The Revolv ing  Loan Fund w i l l  o p e r a t e  i n  a  manner 
which min imizes  t h e  d a i l y  d e c i s i o n  making r e q u i r e m e n t s  i n  t h e  management 
o f  t h e  fund a t  FIDE, t h e r e b y  maximiz ing  t h e  e f f i c i e n c y  o f  t h e  F u n d ' s  
o p e r a t i o n  and p r o v i d i n g  f o r  some r e d u c t i o n  i n  t r a n s a c t i o n  c o s t s .  A key 
e lement  f o r  t h e  s u c c e s s  o f  t h e  o p e r a t i o n  o f  t h e  fund i s  f o r  FXDE t o  
a c c e p t  e ach  P F I s  a s s e s s m e n t  o f  c r e d i t  r i s k  and proceed  t o  d i s b u r s e m e n t  o f  
f unds  a u t o m a t i c a l l y  w i t h i n  24 h o u r s  o f  r e c e i v i n g  a  re imbursement  r e q u e s t  
from t h e  PFI .  The a u d i t  p r o c e s s  t o  i n s u r e  t h e  P F I s  a d h e r e n c e  t o  
e s t a b l i s h e d  e l i b i l i t y  c r i t e r i a  s h o u l d  t a k e  p l a c e  a f t e r  f u n d s  have  
a u t o m a t i c a l l y  been advanced t o  t h e  I'FI. I n  t h e  u n l i k e l y  e v e n t  t h a t  a PFI 
ha s  made an i n c o r r e c t  d i sbu r sc rncn t ,  FIDE con  t h e n  s imp ly  d e b i t  t h e  PFI's 
accoun t  t o  r e v e r s e  t h e  e n t r y  (FIDE lies agreed t o  t h i s  p r o c e d u r e ) .  

c. Reduc t ion  i n  R i s k  P e r c e p t i o n s  

To h e l p  r e d u c e  t h e  r i s k  a s s o c i a t e d  w i t h  s m a l l  
b u s i n e s s  l e n d i n g ,  t h e  p r o j e c t  loon  fund w i l l  a l s o  p r o v i d e  f o r  t h e  



delivery of managerial and technical assistance to the small business 
borrower through the use of Technical Assistance Centers (TACs) (the 
design of the TAC's is more fully described in the Institutional Analysis 
Section of the PP). TACs qualifying to participate in the program must 
be organized under the law No. 520 as non-profit organizations and must 
be approved by AID and FIDE as legitimate organizations capable of 
delivering acceptable quality technical assistance under the program. 

In addition, in order to further reduce the 
perception of risk on the part of the PFIs, the project includes 
increasing the guarantee coverage of the FIDE loan program from 50 
Percent to 75 Percent. 

We have attempted to secure a commitment from FIDE 
to maintain the value of the Small Industry Credit Fund against erosion 
of capital due to inflation. However, FIDE has a policy against 
indexation of credit funds (adjusted for the rate of inflation) for 
maintaining the value of its loan portfolio. 

Given the counterpart contribution and the 
availability of funds from other sources, FIDE has promised to maintain 
the viability of the Fund with their sources against decapitalization due 
to inflation. FIDE also has an excellent record in maintaining an 
activity level of its loan funds. The USAID is satisfied with FIDE's 
pronounced commitment to the project. 

The project team considers that the proposed 
sublending incentives will also have a significant impact on overall PFI 
sublending patterns. The proposed incentives will represent a new 
Central Bank and GODR Monetary Board policy and incentives which will 
impact on all sublending to small businesses throughout the formal 
financial system. Thus PFIe can use the proposed new sublending rates 
with their own or other resources for sublending to small businesses. 
Indeed based upon discussions with PFIS, the project team expects that 
the demonstration of successful1 sublending to small businesses through 
the project, PFIs will be very anxious to begin non project funded 
sublending in this sector. 

A series of analyses were carried out to test the 
viability of the basic project financial model. The results of a series 
of cash flow analyses show that the TAC models will be for the most part 
self sufficient within the life of the project from the revenues 
generated from the proposed TAC fees (See Annex H-3). In addition, the 
analyees indicate that the FIDE sublending terms proposed will permit 
FIDE to cover all the CAF coats nnd permit the sublending fund to revolve 
within the life of the project ( S P ~  Annex H - I ) .  Thc detailed snelysiu of 
the guarantee fund i n d i c ~ l t e r r  rhnt t 1 1 ~  nl lowunrc. w i t  tiin the rprvatl f o r  
anticipated end borrower dcfnultu aliould be t~dvquetc ( S e a  Annex N - 2 ) .  
The sublending procedures appear adequate to asoure that project credit 
resources Rre ef Eectively utilized and a t  the same time reduce 



u n n e c e s s a r y  t r a n s a c t i o n  c o s t s .  These  p r o c e d u r e s  a r e  e s s e n t i a l l y  a  
m o d i f i c a t i o n  o f  FIDE's c u r r e n t  p r o c e d u r e s  and t h e r e f o r e  s h o u l d  be e a s y  
f o r  FIDE p e r s o n n e l  t o  o p e r a t e .  F i n a l l y ,  t h e  a n a l y s i s  o f  t h e  s m a l l  
i n d u s t r y  c r e d i t  needs  ( p a r t i c u l a r l y  t h e  r e s u l t s  o f  t h e  CONADEPI s t u d y )  
i n d i c a t e s  t h a t  t h e  demand f o r  c r e d i t  by t h i s  s u b s e c t o r  i s  e x p e c t e d  t o  be 
s u b s t a n t i a l l y  g r e a t e r  t h a n  t h e  s i z e  o f  t h e  c r e d i t  r e s o u r c e s  a v a i l a b l e  
unde r  t h e  proposed  p r o j e c t .  I n  a d d i t i o n  t h i s  a n a l y s i s  i n d i c a t e s  t h a t  t h e  
proposed  s u b l e n d i n g  te rms  and c r i t e r i a  shou ld  r e s u l t  i n  t h e  m a j o r i t y  o f  
t h i s  s u b s e c t o r  b e i n g  i n c l u d e d  a s  p o t e n t i a l  p r o j e c t  p a r t i c i p a n t s  ( S e e  
T a b l e  11, S o c i a l  Soundness  A n a l y s i s ) .  

4 Conc l u ~ i o n s  

The f i n a n c i a l  a n a l y s i s  o f  t h e  p r o j e c t  d e s i g n  c l e a r l y  
i n d i c a t e s  t h a t  t h e  proposed  m o d i f i c a t i o n s  i n  t h e  c o n s t r a i n t s  t o  f i n a n c i a l  
r e s o u r c e  m o b i l i z a t i o n  shou ld  r e s u l t  i n  a d e q u a t e  PFI p a r t i c i p a t i o n  i n  t h e  
p r o j e c t  and a d e q u a t e  s m a l l  b u s i n e s s  a c c e s s  to  c r e d i t .  I n  a d d i t i o n ,  t h e  
a n a l y s i s  i n d i c a t e s  t h a t  t h e  p r o j e c t  a c t i v i t i e s  have  a  r e a s o n a b l e  
e x p e c t a t i o n  of b e i n g  s e l f  s u s t a i n i n g  w i t h i n  t h e  l i f e  o f  t h e  p r o j e c t .  
T h e r e f o r e  t h e  p r o j e c t  commit tee  c o n c l u d e s  t h a t  t h e  p roposed  p r o j e c t  
d e s i g n  i s  f i n a n c i a l l y  f e a s i b l e .  



D. Economic Ana lys i s  

I n t r o d u c t i o n  

The purpose of t h i s  p r o j e c t  i s  t o  p rov ide  c r e d i t  f o r  
working c a p i t a l  and p roduc t ion  expansion a t  a  r e a l i s t i c  i n t e r e s t  r a t e  t o  
smal l  b u s i n e s s e s  t h a t  a r e  not  served by f i n a n c i a l  i n s t i t u t i o n s  wi th  
e x i s t i n g  c r e d i t  f a c i l i t i e s .  I t  i s  e s t i m a t e d  t h a t  t h e r e  a r e  approximately 
13,000 smal l  b u s i n e s s e s  throughout t h e  Dominican Republic t h a t  need loans  
f o r  expansicn of p roduc t ion  f a c i l i t i e s  but  because of h i g h e r  r i s k  and 
h i g h e r  u n i t  loan c o s t ,  t h e i r  c r e d i t  demand has  not  been met by f i n a n c i a l  
i n s t i t u t i o n s .  T h i s  p r o j e c t ,  t h e r e f o r e ,  i s  a p i l o t  a t tempt  t o  f i n d  o 
means of b r i n g i n g  t o g e t h e r  t h e  formal f i n a n c i a l  i n s t i t u t i o n s ,  
p a r t i c u l a r l y  f i n a n c i e r a s ,  and t h e  smal l  b u s i n e s s  e n t e r p r i s e s  i n  a  way 
t h a t  when t h i s  A I D  program is o v e r ,  p r i v a t e  f i n a n c i e r a s  w i l l  con t inue  
se rv ing  t h i s  sub-sector  wi th  t h e i r  own r e s o u r c e s .  

The economic a n a l y s i s  p resen ted  below i s  based on a  
cos t -benef i t  a n a l y s i s .  The d i scoun ted  p r e s e n t  va lue  of t h e  c o s t  s t r eam 
w i l l  be compared wi th  t h e  d i scoun ted  p r e s e n t  v a l u e  of t h e  e s t i m a t e d  
b e n e f i t  s t r eam t o  o b t a i n  t h e  economic b e n e f i t - c o s t  r a t i o .  

2 .  Economic Cost  

T o t a l  c o s t  of t h e  p r o j e c t  i s  R~$7.85 m i l l i o n ,  of  which 
$7.0 m i l l i o n  i s  des igna ted  f o r  c r e d i t  expansion and ~ ~ $ 0 . 8 5  m i l l i o n  i s  
f o r  t e c h n i c a l  a s s i s t a n c e ,  t r a i n i n g ,  and expenses t o  e s t a b l i s h i n g  TACs 
which w i l l  a s s i s t  i n  making smal l  b u s i n e s s  loans  a c c e p t a b l e  t o  
f i n n n c i e r e a .  However, t h e  economic c o n t  i s  l l r g e r  then t h e  p r o j e c t  c o s t  
due t o  over -va lua t ion  of t h e  pceo a t  t h e  o f f i c i a l  exchange r a t e .  The 
p a r a l l e l  market excl~ange r a t e  i s  c u r r e n t l y  a t  about ~ ~ $ 1 . 5  t o  US$I. 
Since  che p a r a l l e l  r a t e  i a  a  free  market exchange r a t e ,  i t  i e  taken a s  
the  shadow exchange r a t e  f o r  the  purpose of t h i s  a n a l y s i s .  

Table  1 shows es t ima ted  c o s t  and b e n e f i t  s t reams.  The 
t o t a l  p r o j e c t  c o s t  of ~ ~ $ 7 . 8 5  m i l l i o n  w i l l  be d i sbursed  d u r i n g  t h e  f i r s t  
5 y e a r s .  I t  w i l l  i n c r e a s e  g r a d u a l l y  from ~ ~ $ 1 . 4 6  m i l l i o n  i n  yea r  1 t o  
~ ~ $ 3 . 4 5  m i l l i o n  in  yea r  3 and then t a p e r  o f f  t o  ~ ~ $ 7 0 , 0 0 0  i n  yea r  5. The 
economic c o s t  w i l l  have a  s i m i l a r  p a t t e r n  of expend i tu res  a s  t h e  p r o j e c t  
c o s t ,  bu t  a t  h i g h e r  l e v e l s .  I n  r e a l  terms,  assuming an average  i n f l a t i o n  
r a t e  of 8 p e r c e n t ,  t h e  t o t a l  economic c o s t  of t h i s  p r o j e c t  is  ~ ~ $ 8 . 0  
m i l l i o n .  T h i s  f i g u r e  i s  used in  t h e  b e n e f i t - c o s t  c a l c u l a t i o n .  Note t h a t  
a l though t h e  t o t a l  p r o j e c t  c o s t  i s  ~ ~ $ 7 . 8 5  m i l l i o n ,  t h e  amount of funds 
a v a i l a b l e  f o r  loans  is only RD$7 .0 m i l l i o n ,  ~ ~ $ 8 5 0 , 0 0 0  be ing  earmarked 
f o r  expend i tu res  r e l a t e d  mainly t o  t e c h n i c a l  a s s i s t a n c e .  The $7.0 
m i l l i o n  c r e d i t  w i l l  be loaned out d u r i n g  t h e  f i r s t  t h r e e  y e a r s  a s  fo l lows  
-- $1.2 m i l l i o n  durinp, the  f i r s t  y e a r ,  $2 .5  m i l l i o n  i n  t h e  second y e a r  
end $3.3 m i  l l  i r 1 1 1  I n r .  t l i c l  I l l i r d  y v n r .  



3. Expec t ed  R a t e  of R e t u r n  

S i n c e  t h e r e  w i l l  b e  hund reds  o f  s u b - p r o j e c t  l e n d i n g  unde r  
t h i s  c r e d i t  program, i t  w i l l  be  i m p o s s i b l e  t o  e s t i m a t e  t h e  r a t e s  of 
r e t u r n  f c r  a l l  i n d i v i d u a l  l o a n s .  However, t h e  c r e d i t  program a s  a  whole 
shou ld  o b t a i n  a  r a t e  of r e t u r n  t h a t  would be l a r g e  enough t o  s a t i s f y  t h e  
repayment  of  i n t e r e s t  and p r i n c i p a l  and an  a d e q u a t e  r e t u r n  t o  t h e  
bor rower .  

V a r i o u s  s t u d i e s  i n d i c a t e  t h a t  s m a l l  b u s i n e s s  e n t e r p r i s e s  
borrow s h o r t  t e rm  l o a n s  i n  t h e  p r i v a t e  c u r v e  marke t  a t  abou t  3  p e r c e n t  
p e r  month, o r  a t  a  compound a n n u a l  r a t e  of 43 p e r c e n t .  I t  is  a l s o  
r e p o r t e d  t h a t  p r a c t i c a l l y  a l l  p r ? v a t e  l o a n s  a r e  f o r  v e r y  s h o r t  t e rm 
emergency working  c a p i t a l .  Smal l  b u s i n e s s e s  d o  n o t  borrow f o r  p r o d u c t i o n  
expans ion  a t  t h i s  h i g h  r a t e .  An i m p l i c a t i o n  is t h a t  t h e  r a t e  o f  r e t u r n  
f o r  c a p i t a l  i n v e s t m e n t  i s  l e s s  t hen  t h e  p r i v a t e  c u r v e  marke t  r a t e .  I n  
o t h e r  words,  t h e  p r i v a t e  c u r v e  market  r a t e  c a n  be c o n s i d e r e d  a s  t h e  uppe r  
l i m i t  f o r  t h e  r a t e  of r e t u r n  f o r  p r o d u c t i o n  e x p a n s i o n .  

On t h e  o t h e r  hand ,  t h e  f i n a n c i e r a s  make l o a n s  t o  medium 
s i z e d  b u s i n e s s e s  a t  a n  a v e r a g e  r a t e  of  1 8  p e r c e n t  a  y e a r ,  which i s  
c l e a r l y  t h e  lower  l i m i t  o f  t h e  r a t e  of r e t u r n .  F o r  c r e d i t  demand f o r  
c a p i t a l  e x p a n s i o n  by s m a l l  b u e i n e s s e s  e x c e e d s  s u p p l y  by a  s u b s t a n t i a l  
ma rg in  a t  18 p e r c e n t .  I n  f a c t  s m a l l  b u s i n e s s e s  do  n o t  have  a c c e s s  t o  
c r e d i t  a t  t h i s  r a t e .  

I t  seems c l e a r ,  t h e r e f o r e ,  t h a t  t h e  r a t e  of  r e t u r n  f o r  
c a p i t a l  f o r  s m a l l  b u s i n e s s  e n t e r p r i s e s  l i e  between 1 8  p e r c e n t  and 43 
p e r c e n t .  The a c t u a l  r a r e  p r o b a b l y  depends  o n ,  among o t h e r  f a c t o r s ,  t h e  
t y p e  o f  b u s i n e s s ,  c r e d i t  a v a i l a b i l i t y  and l o c a t i o n .  As a  f i r s t  
a p p r o x i m a t i o n ,  we assume t h a t  t h e  r a t e  of  r e t u r n  f o r  c r e d i t  unde r  t h i s  
p r o j e c t  i e  30 p e r c e n t ,  which is n p p r o x i n ~ a t e l y  t h e  mid p o i n t  between t h e  
uppe r  and lower  l i m i t .  

4 .  Expec t ed  B e n e f i t  

Economic b e n e f i t s  c an  be grouped  i n t o  two c a t e g o r i e s  -- 
q u a n t i f i a b l e  and n o n - q u a n t i f i a b l e  b e n e f i t s .  Q u a n t i f i a b l e  b e n e f i t s  a r e  
t h e  assumed 30  p e r c e n t  r a t e  o f  r e t u r n  on c r e d i t  an.1 t h e  e x p e c t e d  i n c r e a s e  
i n  employment due  t o  h i g h e r  l e v e l s  o f  p r o d u c t i v e  ~ c t i v i t i e s  a s  a  r e s u l t  
o f  c r e d i t  made a v a i l a b l e .  Over t h e  l i f e  o f  t h e  c r e d i t  program, i t  i s  
e s t i m a t e d  t h a t  t h e  s m a l l  b u s i n e s s  w i l l  p r o v i d e  j o b  o p p o r t u n i t i e s  t o  
a p p r o x i m a t e l y  1 , 0 0 0  u n s k i l l e d  and s e m i - s k i l l e d  w o r k e r s .  N o n - q u a n t i f i a b l e  
b e n e f i t s  t o  t h e  economy a r e  ( 1 )  t h e  p r i v a t e  c u r v e  marke t  i n t e r e s t  may 
d e c l i n e  due t o  l e s s  dcmnnd f o r  i t a  c r e d i t ,  t h u s  making i t  l e s s  p a i n f u l  
f o r  b o r r o w r s ,  ( 2 )  human c a p i t n l  of sma l l  b u s i n e s s  e n t r e p r e n e u r s  would 
r i s e  due  t o  t r a i n i n g  p rov ided  by t h e  TACa and t h e y  may be a b l e  t o  o b t a i n ,  
i n  t h e  f u t u r e ,  n e c e s s a r y  c r e d i t s  f rom f i n a n c i e r a s ' s  r e g u l a r  f u n d s ,  and 
( 3 )  by p r o v i d i n g  o p p o r t u n i t i e s  f o r  p r o d u c t i o n  e x p a n s i o n  o f  s m a l l  
b u s i n e s s e ~  and by p r o v i d i n g  j o b s  t o  u n s k i l l e d  poo r  worke r s ,  t h i s  p r o j e c t  
a s s i s t  c o r r e c t i n g  t h e  c u r r e n t  skewed income d i e t r i b u t i o n  t o  a  more 
e q u i t a b l e  one.  



In this analysis an attempt is made to estimate the 
quantifiable benefits and to calculate the benefit-cost ratio without the 
benefit of non-qunntifiablc benefite. Therefore the following 
benefit-cost ratio con be considered uornewhat undereatimated. 

5. Benefit Stream 

As was mentioned above, two types of quantifiable 
benefits are calculated. They are the direct return to the credit made 
available for capital expansion (both working and fixed) and the benefit 
resulting from the increase in employment to meet higher production. An 
implicit assumptioc for the analysis is that the aggregate demand for the 
product exists and there will be no saturation of the product market, 
either domestic or foreign. 

a. Benefits from Capital Expansion 

For this calculation, it is assumed that there will 
be a 3 year lag between the time loam are made and the time benefits 
accrued at the 30 percent a year rate. For the sake of simplicity, we 
assume that all amortization payments are reloaned out immediately so as 
to maintain the loan portfolio intact over the life of this loan 
program. In addition we assume that the size of the initial loan fund 
will not change (not increase) from capitalization of interest payments 
(note that about 2 percent of interest paymcnts ie designated for 
capitalization). Under these. conditions, economic benefits will accrue 
each year at 30 percent of the loan beginning third year after the loan 
and there is no reason why this stream of benefits will not continue for 
the indefinite future. 

TaLle 1 describes the benefit stream based on the 
plan that the ~ ~ $ 7 . 0  million loan fund will he disbursed in 3 years. 
Aggregate benefits from year 1 loans are ~~$360,000 per year accruing in 
the 4th year of the program and continue at this rate every year 
thereafter. Similarly year 2 and year 3 loans produce a 30 percent rate 
of return each year with a 3 year lag time. However, since the benefit 
stream is measured in current prices, it should be expressed in year 1 
prices to make a comparison possible. In Table 1, an 8 percent inflation 
rate is used to calculate the benefit in real terms. This stream of real 
benefits is discounted to year 1 to obtain the present value of the 
benefit assuming a real discount rate of 5 percent (Table 2 ) .  Total 
present velue of the real benefit stream is found to be ~ ~ $ 1 0 . 4  million 
and the corresponding economic cost is ~~$8.0 million. The economic 
benefit-cost rat.0 of 1.3, is quite satisfactory. If we make the 
assumption t11ot the loan program will be tcrminnted 13 years after the 
initial loon, thc L~naf it-con1 r n t  i o  i n  rodt~c.ctl t o  0.9. 

b. Benefits from Employment Expansion 

A G  explained in the social soundness analysis, the 
target group operaten buainesue~ that have an average capital-labor ratio 



of ~ ~ $ 6 , 0 0 0  i n  1981 p r i c e s .  On t h e  average ,  i n  1983 p r i c e s ,  we can 
expect  an i n c r e a s e  of one job f o r  eve ry  R D $ ~  ,000 c a p i t a l  e x p e n d i t u r e  
assuming an 8  pe rcen t  i n f l a t i o n  r a t e .  For  a  ~ ~ $ 7 . 0  m i l l i o n  l o a n  program, 
we t h e r e f o r e  expect  an employment i n c r e a s e  of 1,000. They a r e  p r i m a r i l y  
u n s k i l l e d  and semi-ski l led  jobs  t h a t  pay t h e  l e g a l  minimum wage of about 
~ ~ $ 1 , 8 0 0  a  yea r .  Although unemployment i~ es t ima ted  a t  20 t o  25 p e r c e n t ,  
t h e  shadow wage, however, is not  e s t ima ted  t o  be z e r o ,  bu t  a t  about  ~ ~ $ 8 0  
pe r  month o r  ~ ~ $ 9 6 0  pe r  yea r .  The esti.mated economic wage b e n e f i t  pe r  
yea r  pe r  job i s  t h e r e f o r e  RD$840. Tab le  3 shows t h e  s t ream of economic 
wage b e n e f i t s  expected from t h i s  c r e d i t  program. I n  t h e  c a s e  o f  
p e r p e t u a l  loan program, t h e  p r e s e n t  v a l u e  of wage b e n e f i t s  i s  e s t i m a t e d  
t o  be ~ ~ $ 4 . 1  m i l l i o n  and i n  the  c a s e  of 13 y e a r  loan  program i t  adds 
~ ~ $ 2 . 9  m i l l i o n  t o  t h e  economic b e n e f i t .  

S ince  the  employment b e n e f i t  a c c r u e s  i n  a d d i t i o n  t o  
t h e  b e n e f i t  from r e t u r n s  t o  c a p i t a l ,  t h e  b e n e f i t - c o s t  r a t i o  i n c r e a s e s  t o  
1.8 f o r  the  p e r p e t u a l  loan program and 1.3 i n  t h e  c a s e  of t h e  13 y e a r  
loan program. C l e a r l y  t h e  economic b e n e f i t  of t h i s  c r e d i t  program 
exceeds i t s  economic c o s t  by a  s u b s t a n t i a l  margin. There fo re  t h i s  
p r o j e c t  should be undertaken based on economic ground. 

6. A S e n s i t i v i t y  A n a l y s i s  

The b e n e f i t - c o s t  a n a l y s i e  p resen ted  above was performed 
based on f a i r l y  s t r i n g e n t  aeeumptions. Two a r e  of p a r t i c u l a r  
importance. They a r e  the  assumptions of a  30 pe rcen t  r a t e  of r e t u r n  and 
no d e f a u l t s .  The l a t t e r  i n  p a r t i c u l a r  may not be r e a l i s t i c  i n  view of 
the  f a c t  t h a t  smal l  bus inesses  have been cons ide red  in  t h e  p a s t  a s  being 
h igher  r i s k  due t o  high d e f a u l t  r a t e s .  The c r u c i a l  ques t ion  i s  under 
what c i r cumstances  t h e  b e n e f i t  t o  t h e  economy becomes l e s s  than t h e  c o s t ?  

Table  4 provides  p a r t i a l  answers t o  t h i s  ques t ion .  I t  
g i v e s  b e n e f i t - c o s t  r a t i o s  f o r  d i f f e r e n t  r a t e s  of r e t u r n  wi th  d i f f e r e n t  
d e f a u l t  r a t e s .  I f  we make t h e  assumption of no d e f o u l t ,  t h e  b e n e f i t - c o s t  
r a t i o  i s  l a r g e r  than  1 i n  a l l  c a s e s  (marg ina l ly  so  i n  t h e  c a s e  of 20 
pe rcen t  r e t u r n  i n  the  13 year  loan program), i n d i c a t i n g  t h a t  t h e  economic 
b e n e f i t  is  more than  t h e  corresponding economic c o s t .  However, i f  we 
make t h e  assumption cha t  y e a r l y  d e f a u l t s  equal  5 pe rcen t  of t h e  
o u t s t a n d i n g  loan p o r t f o l i o ,  the  b e n e f i t - c o s t  r a t i o  exceeds on ly  when t h e  
r a t e  of r e t u r n  on loans  i s  30 pe rcen t  ( f o r  t h e  p e r p e t u a l  loan program). 
A 25 pe rcen t  r a t e  of r e t u r n  would be marg ina l ly  accep tab le .  S i m i l a r l y ,  a  
30 pe rcen t  r a t e  of r e t u r n  i n  the  13 y e a r  loan program would be marg ina l ly  
accep tab le .  However, t h i s  p r o j e c t  i s  c l e a r l y  non-economical i f  t h e  r a t e  
of d e f o u l t  r eaches  10 percent  a y e a r ,  t h e  benef i t - cos t  r a t i o s  being no 
more than 0.7 i n  a l l  cnsee .  

T h i s  simulatiori  n n n l y s i ~  p o i n t s  out the  importance of 
minimizing t h e  d e f a u l t  r a t e  i f  t h e  p r o j e c t  i s  going t o  be economical ly  
b e n e f i c i a l .  I t  seems t o  suggest  t h a t  r educ t ion  of the  d e f a u l t  r a t e  i s  
more important  than i n c r e a s e  in  t h e  r a t e  of r e t u r n .  





O ' u l r  2 

P r e s e n t  Value C a l c u l a t i o n  * 
( I n  m i l l i o n s  of RD$) 

1. I n d e f i n i t e  loan program 
(Real d i s c o u n t  r a t e  = 5%) 

B e n e f i t  Stream 

Year 1 loans  2.09 
Year 2 loans  3.99 
Year 3 loans  4.33 - 

T o t a l  10.41 

2 .  13  y e a r  loan program ( r e a l  d iacoun t  r a t e  5 % )  

Year 1 loans  
Year 2 loans  
Year 3 loans  

B e n e f i t  Stream 

1.50 
2.86 
3.10 - 

T o t a l  7.46 

Economic Cost Bc:i-ef i t l C o s t  .-."- .. 

7.95 1.31 

Economic Cost Benef i t ICos t  

* The p r e s e n t  va lue  i s  c a l c u l a t e d  us ing  t h e  fo l lowing  formula f o r  t h e  indefinite 
l oan  program: 

Pv = g r .L = rL 1 

tZo ( 1 + f ) t s g  ( l + d ) t + s  [ ( l + f >  ( l + d > ] g - l  ( l + f )  ( l + d )  - 1 

Where r = r a t e  of r e t u r n  on loan 
L = amount of loan 
f = i n f l a t i o n  r a t e  
d = r e a l  d i s c o u n t  r a t e  
g y e a r  i n  which beg ins  t h e  b e n e f i t  s t r eam l e s s  one 

For t h e  13 y e a r  loan program t h e  above formula reduce8 to :  



Table 3 
Employment Benefit Stream Calculation * 

YEAR 1 2 3 4 5 6 7 8 ... - 
~ o a n  (RD$ million) 1.2 2.6 3.2 

Benefits due to: 
(RD$ millions) 

Year 1 loans 

Year 2 loans 

Tear 3 loans 

Feaefits in real terms: 
isssurce inflation = 8%) 

Tear 1 loans 

Year 2 loans 

Isar 3 loans 

Present Value 

1. Indefinite loan program = RD$~. 11 million 

2 .  13 year loan program = RD$ 2.94 million 

* Tt.e wage benefit is estimated by the amount of loan divided by ~ ~ $ 7,000 times ~ ~ $ 8 4 0  (See 
ezplanation given in section 5, part b). 



Rate of Return 30% 25% 20% 

I. Perpetual Loan Program 

No default 

5% default a year 
beginning 2nd year 

10% default a year 
beginning 2nd year 

11. 13 Year Loan Program 

No default 

5% default a year 
beginning 2nd year 

10% default a year 
beginning 2nd year 

* In this calculation we assume that the employment benefit shown in 
Table 3 declines proportionately with the benefit reduction from 
capital loans, as a result of loan defaults. 

** Variou~ present values are calculated based on the formula: 

where 1-W = assumed rate of default 
n = for the indefinite loan program 
n = 13 for the 13 year loan programs 

Meanings of other symbols are given in Table 2. 



V. PROJECT IMPLEMENTATION 

A. GODR Project Administration 

The project will be managed and administered within the Central 
Bank institutional structure. As discussed in the Institutional Analyses 
section, FIDE, the Economic Development Investment Fund within the 
Central Bank, will have the responsibility for managing project 
activities. Within FIDE, a special project implementation unit, the 
Central Assistance Facility (cAF), will be established and will actually 
coordinate the various project activities. 

To ~ccdhpiish this, nll plans to carry out project activities 
and all project disbursement requests will require prior CAF approval. 
The CAF will supervise and approve the development of the annual 
sublending and TAC operating plans. The CAF will also assure that 
adequate teclinicol standardfi are maintained in all project 
documentation. The CAF will prepare projections on sublending 
requirements and bill receive disbursement requests from participating 
TACs and assure that such requests are in conformance with approved 
overall operating plans and will then forward such requests to the 
Director of FIDE. The Director of FIDE will certify the appropriateness 
of the proposed disbursement and will forward them to A.I.D. 

As provided for under the project, FIDE b111 be assigned 
additional personnel to help facilitate the development, monitoring, and 
flow of project related documentation. In particular FIDE will assign 
two full time administrative assistants to the CAE to assure the timely 
flow of documentation between the CAF and FIDE, and between FIDE and the 
A.1 .D. 

B. USAID Project Administ rat ion 

The Project Manager will maintain close contact with appropriate 
officials of the Central Rnnk and the participating TACs. He will ensure 
that provisions of the Project Agreement and Implementation Letters are 
met. He will monitor disbursement progress through frequent visits to 
the CAF and TAC offices. Members of the project committee will review 
ihe annual operating plans, quarterly budget requests and evaluation 
reports. 

Bi-monthly project status meetings will be held at the Mission 
to discuss progress nnd ensure that project activities conform to A.I.D. 
regulations, that eound financial control is being exercised, and that 
the terms and cotiditione of the project agreement are being met. 



C. Financial Plan 

1. Disbursement Procedures 

The total cost of this five year lonnlgrant is $7.85 
million, of which $5.85 million will be financed by A.I.D. and $2 million 
by the GODR. The GODR counterpart contribution represents 25% of the 
total cost of the project. The AID resources will consist of $5 million 
in loan funds and $850,000 in grant funds. The AID contribution will 
finance a total cost in dollars of $235,000 and a total cost in pesos of 
$5,615,000. The GODR contribution will consist entirely of local 
currency resources. Tables I and I1 show summary financial plans for the 
project, broken down by funding category project activity and by year. 

AID funded U.S. Dollar costs under this project will be for 
technical assistance, training and evaluation coete. U.S. Dollar 
disbursements for eligible goods and services will be made using standard 
AID procedures, i.e., by issuing Letters of Commitment (L/COM) and making 
payment directly or through the use of Letters of Credit. 

AID will provide R D $ ~  ,000,000 for sub-loans $3,500,000 of 
which will be used for sublending out of Santo Domingo (i.e., rural 
areas). It is the intention of the disbursement procedures that the AID 
loan funds and the counterpart contribution be diebursed simultaneously. 

AID funded pesos will also be used for local training, 
technical assistance, commodities and for the operating expenses of the 
TACs. Disbursements in  peso^ will be made monthly based upon the 
estimated requirements of the project for a period of 90 days. The 
borrowerlgrantee will submit to USAID reports presenting the status of 
the funds previously disbursed and specifying the needs for the ensuing 
90 day pericd. The above described procedure will provide USAID with the 
information necessary to determine program requirements and make 
disbursements accordingly. Advance checks will be forwarded directly to 
the GODR National Treasury for immediate release to the implementing 
agency. 

Disbursements to the TACs will be made by FIDE based upon 
the estimated requirements of the TAC for the first year. The 
disbursements will be made on the basis of reports submitted by the TACs 
presenting the status of the funds previously disbursed and specifying 
the needs for the ensuing period. Funding for the second and subsequent 
years will depend upon the reaulte of the first year's evaluation. 

2. GODK Repayment Capability of the Loan 

Although the GODR currently experiences a urgent balance of 
payments problem, it is a short-run crisis broupht about mainly by the 
sharp drop in world prices of it6 major export commodities. 
Traditionally the GODR maintains a low level of external public and 
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p u b l i c l y  g u a r a n t e e d  deb:, Ln 1930,  t h e  r a t i o  of p u b l i c  d e b t  s e r v i c e  
payment2 t o  e x p o r t s  of goods  and s c t v i c e s  was o n l y  11 p e r c e n t .  Al though 
t h i s  r a t i o  i s  e x p e c t e d  t o  r i s e  t o  19  p e r c e n t  i n  1982 due  t o  upcoming 
a m o r t i z a t i o n  payments  on a l a r g e  1979 l o a n ,  t h e  l o n g  term d e b t  s e r v i c e  
burden  is  r e l a t i v e l y  m a l l .  We b e l i e v e  t h a t  t h e  GODR shou ld  n o t  have  
d i f f i c u l t y  w i t h  t h e  repayment  of t h e  $5  m i l l i o n  l o a n  unde r  t h e  t e r m s  o f  
agreement  o u t  of i t s  f o r e i g n  exchange  e a r n i n g s .  

D .  Procurement  

The  Mis s ion  hau de t e rmined  t h a t  t h e  procurement  of  a 1 1  t e c h n i c a l  
a s s i s t a n c e  w i l l  be u n d e r t a k e n  by A . I . D .  d i r e c t l y .  The M i s s i o n  b a s e s  t h i s  
d e t e r m i n n t i o n  on  he c o n c l u ~ i o n  t h a t  u n c  o f  t h e  h o s t  c o u n t r y  c o n t r a c t i n g  
made f o r  these  procurements would u n n e c e s s a r i l y  d e l a y  p r o j e c t  
imp lemen ta t i on .  I n  a d d i t i o n ,  d i r e c t  c o n t r a c t i n g  by A . I . D .  would n o t  
m a t e r i a l l y  i n c r e a s e  e x p e n d i t u r e  of Mis s ion  s t a f f  t ime .  

Undcr t h e  p r o j e c t  a p p r o x i m a t e l y  12  person-months  of l ong  te rm 
and 3 months o f  s h o r t  t e r m  t e c h n i c a l  a o s i s t a n c e  i s  needed  t o  h e l p  i n  t h e  
p l a n n i n g  and o r g a n i z a t i o n  of p r o j e c t  a c t i v i t i e s .  To b e  e f f e c t i v e ,  a l l  o f  
t h i s  a s s i s t a n c e  i s  needed d u r i n g  t h e  f i r s t  y e a r .  FIDE's  c o n t r a c t i n g  
c a p a b i l i t y ,  w h i l e  good i n  terms of o t h e r  d e v e l o p i n g  c o u n t r i e s ,  would 
p r o b a b l y  n o t  be  a b l e  t o  o b t a i n  t h e  needed a s s i s t a n c e  on s c h e d u l e .  Thus ,  
s e r i o u s  d e l a y s  i n  p r o j e c t  imp lemen ta t i on  c o u l d  r e s u l t .  

Adding t o  t h e  F I D E f s  c o n t r a c t i n g  weakness ,  is  t h a t  c o n t r a c t i n g  
of t h e  t e c h n i c a l  a s s i s t a n c e  c o u l d  g i v e  r i s e  t o  s p e c i a l  d i f f i c u l t i e s  i n  
t h e  h o s t  c o u n t r y / c o n t r a c t o r  r e l a t i o n s h i p s .  The GCDR i n  t h e  p a s t  h a s  been  
r e l u c t a n t  t o  c o n t r a c t  a d v i s o r s  a t  s n l a r y  l e v e l s  t h a t  g r e a t l y  exceed  t h o s e  
o f  t h e i r  h o e t  c o u n t r y  c o u n t e r p a r t R .  C o n t r a c t i n g  of  t h e  a d v i s o r s  by 
A.I.D. w i l l  minimize ~ u c h  f r i c t i o n  by a v o i d i n g  e i t u n t i o n e  where FTDE 
o f f i c i a l s  m U R t  wake oa'lary pnymcntcp t o  a d v i u o r f l ,  p r o v i d e  cus toms 
p r i v i l e g e s ,  e t c .  

Excep t  f o r  m o t o r c y c l e s  goods  and s e r v i c e s  p r o c u r e d  unde r  t h e  
g r a n t  w i l l  have  bo th  t h e i r  s o u r c e  and o r i g i n  i n  t h e  U n i t e d  S t a t e s  o r  t h e  
Dominican R e p u b l i c .  Goods and s e r v i c e s  p rocu red  unde r  t h e  l o a n  w i l l  have  
b o t h  t h e i r  s o u r c e  and o r i g i n  i n  c o u n t r i e s  i n c l u d e d  i n  Code 941  of t h e  
Geographic  Code Book o r ,  f o r  t h o s e  m a t e r i a l s  p u r c h a s e d  u n d e r  s h e l f  
p rocurement  r e g u l a t i o n s  d e s c r i b e d  i n  A . I . D .  Handbook 11, f rom c o u n t r i e s  
i n  Code 935. Procurement  unde r  s u b l o a n s  t o  s m a l l  i n d u s t r i e s  w i l l  b e  made 
i n  a c c o r d a n c e  w i t h  s t a n d a r d  A . I . D .  p r o c e d u r e s  a p p l i c a b l e  t o  I n t e r m e d i a t e  
C r e d i t  I n s t i t u t i o n  (1 .C . I . )  p r o j e c t s .  

A e o u r c e / o r i g i n  wa ive r  i s  r e q u e s t e d  i n  t h i s  document from Code 
000 t c  (.ode 899 f o r  t h e  p u r c h a s e  w i t h  Gran t  f unds  of  20 125cc  m o t o r c y c l e s  
t o  be used by t h e  TAC promote re  t o  v j ~ i t  t h e  m n l l  hllnine8sen. Thin i g  

neceoea ry  t o  c a r r y  ou t  t h e  Projr*c 1 . ' I ) I P  motor c y r ' l r t r  w i  1 1  cosl  
approxirnntr?Jy $7',,000. 1 1 1 ~  nnlal l " M I  ~ r v t - 1  r o l  I "  tnr , torcyc . lru  ciru 11o1 
n~nnufnc tu r r c l  i n  1 1 1 1 -  u1111.e-d ! j t u t r n .  A l t  I I O U ~ I I  t l ~ r y  a r e  n v t l i l a b l e  f 1un1 



suppliers in two of the 941 Code countries, country-wide maintenance and 
service from those suppliers in the Dominican Republic is considered to 
be inadequate for purposes of the project and therefore not available 
within the meaning of AID HB 1 Supp. B 5 B4 a(2). A waiver is 
therefore requested to Code 899 to a1lo't;-for adequate maintenance and 
service country-wide of purchased motorcycles, The procurement will 
otherwise be conducted in accordance with AID'S established procedures. 

E. Evaluation Plan 

Development of the institutional conditions necessary for 
replication of the project activities will require .reful evaluation of 
the implementation of all project activities. Information will be needed 
early on to make adjustments in the design of project activities in order 
to produce an effective model and structure within the life of the 
project. 

A series of intensive project evaluations will be undertaken. 
These evaluations will take place approximately at the end of every year 
during the life of the project. The first evaluation will take place 
about September 1983. The focus of this evaluation will be on the 
performance and adequacy of inputs, the performance of implementing 
agents, and to measure progress towards outputs. 

Also during the first evaluation, a special study will be made 
of the effectiveness of the credit and technical assistance components. 
A survey will be made to provide baseline information for use in future 
surveys. The first survey will focus on measuring small industry and PFI 
response to the sublending and technical assistance program. Among the 
topics to be examined will be: small business awareness of the program; 
desire of PFIs, TACs and small industries to enter the program; the 
adequacy of the spread to the PFI and to FIDE; the adequacy of the 
guarantee mechanism; the adequacy and eligibility and sublending criteria 
used under the program and possibility of future PFI sublending with 
their own funds. Specifically in relation to the TACs the first 
evaluation will focus on the adequacy of the TAC to set up basic business 
accounting and control systeme; the desire of the smell industries to 
undertake TAC recommended adminietrntivc and technical improvemente; and 
the requirement that 8 5 %  of nll sublending be channeled through the 
TACs. TAC progress toward self-sufficiency will be a particularly 
important point to bc studied U R  future grant disbursements to TACe for 
operating expenses and the development of new TAC models will be based 
partially on this aspect. 

The second evaluation will take place about September 1984. An 
input and output level performance review will again be undertaken. In 
addition, a review will be made of progress made towards achievement of 
purpose level targets. The first survey will be repeated and expanded to 
examine the effectiveness of the TA and training provided to the CAF, 
TAC's and small industries. The impact of project activities on 



alleviating the conotrointa to smell industry development will also be 
studied. For the Cwo additional TAC's entering the program, a survey 
will be initiated along the lines of that used in the first evaluation. 

The effectiveness of the institutional structure to carry out 
project activities will also be examined during the second evaluation. 
Attention will be given to identifying obstacles and weaknesses in the 
institutioncl framework requiring adjustment in order to effectively 
carry out project activities. 

During subfiequent project evaluations, targets at each level of 
the logical framework will be examined. The surveys will be repeated. 
Questions regarding the impact of the project on employment and income 
will be studied, In addition, evidence of spread effects from TAC 
 operation^ will be exnmined. A mnjor focua of t h c e e  eveluetione will be 
an examination of the effectiveneoo n f  the sublending and technical 
assistance model developed under the project. Experience gained 
regarding smell industry response, and cost effectiveness will be studied. 

All evaluations will be carried out jointly by A.I.D. and FIDE. 
Final preparation and publication of the evaluation documents will be the 
responsibility of FIDE. 

It is eutimnted that approximately $50,000 will be needed to 
carry out the s e r i e ~  of evaluations. ALL expenses will be funded under 
the grant. Fundc will be provided for the costs of technical assistance, 
local travel, per diem and motcrinls. 

F. Implementation Plan 

1. Schedule of Major Events 

Many project activities will require substantial time to 
fully develop and implement. A five year implementation period is 
therefore anticipated as necessary. The proposed schedule for the 
implementation of the major activities required during project 
implementation is: 

(a) September 1982 - Project Authorized 

(b) September 1982 - Project Agreement signed and first 
Implementation Letter issued. 

( c )  October 1982 - PIO/T for procurement of offshore TA issued. 

( d l  November 1982 - Project Agreement approved by Dominican 
Congrese 

( e )  November 1982 - Initial Conditions Precedent for Grant met. 



(f) November 1982 - 
(g) January 1983 - 
(h) September 1983 - 
(i) October 1983 - 

(j) September 1984 - 

(k) October 1984 - 
(1) September 1985 - 
(m) October 1985 - 

(n) September 1986 - 
(0) October 1986 - 

(p) September 1987 - 

Contract for offshore TA executed. 

Initial Conditions Precedent for Loan met. 

First evaluation completed. 

Conditions Precedent to Disbursement for 
1983-84 project year met. 

Second project evaluation completed. 

Conditions Precedent to Disbursement for 
1984-85 mec. 
Third project evaluation completed. 

Conditions Precedent to Disbursement for 
1985-86 project year met. 

Fourth project evaluation completed. 

Conditions Precedent to Disbursement for 
1986-87 project year met. 

Final project evaluation completed. 

G. Conditions, Covenants and Negotiation Status 

1. Negotiation Status 

Representatives of the Technical Secretariat of the 
Presidency and the Central Bank have worked closely with the Miseion 
staff on the design of the project. The GODR will be the 
borrowerlgrantee and will pass the program fund to the executing agency, 
FIDE. The GODR, not FIDE, will be responsible for making the loan 
repaynents. The project is being reviewed by the GODR Monetary Board; 
approval is expected within the week. There are no remaining issues 
which will require substantive negotiation. Once the project is 
authorized, the loan and grant agreements will be developed and 
negotirtetl with the C0I)R. The loan and grant agracments wi 11 then be 
reviewed and approved by thc legal aclvirors to the President. The 
agreement6 will then br signed shortly after. 

2. Conditions Precedent 

a) Initial Conditions  rant and ~ o a n )  

Initial conditions precedent to any disbursement under 
the project (both loan and grant) will include the usual A.I.D. legal 
requirements, including a statement by a recognized legal entity that the 
project is legally binding, and that the recipients of the loan and grant 



a r e  r e s p o n s i b l e  and l e g a l l y  bound t o  a l l  r equ i rement s  under  t h e  P r o j e c t  
Agreement. I n  a d d i t i o n ,  t h e  CODR w i l l  be r e q u i r e d  t o  name a  p r o j e c t  
c o w d i n a t o r ,  a c c e p t a b l e  t o  A . I . D . ,  who can devo te  adequa te  time and 
e f f o r t  necessa ry  f o r  t h e  s u c c e s s f u l  implementat ion of t h i s  p r o j e c t .  Once 
t h e s e  c o n d i t i o n s  o r e  met,  t h e  procurement of TA may begin .  

b) I n i t i a l  Cond i t ions   r rant) 

P r i o r  t o  d isbursement  of g r a n t  funds  f o r  t h e  o p e r a t i o n  
of t h e  p a r t i c i p a t i n g  TAC o ,  FIDE must submit t o  A . I . D . :  ev idence  t h a t  
t h e  coord ina ted  program of t e c h n i c a l  a s s i s t a n c e  and c r e d i t  between FIDE 
and t h e  TAC has  been s e t  up; a  manual s e t t i n g  f o r t h  t h e  p rocedures ,  
p o l i c i e s  and e l i g i b i l i t y  c r i t e r i a  t o  be fol lowed under t h e  smal l  i n d u s t r y  
t e c h n i c a l  a s s i s t a n c e  program; ev idence  t h a t  t h e  CAF o f f i c e  has  been s e t  
up wi th  adequa te  s t a f f ;  and a  d e t a i l e d  o p e r a t i n g  p lan  f o r  t h e  t e c h n i c a l  
a s s i s t a n c e  program which c l e a r l y  i n d i c a t e s  and j u s t i f i e s  t h e  suppor t  f o r  
t h e  TAC's needed. Once t h e s e  m a t e r i a l s  have been s u b m i t t e d ,  g r a n t  
d isbursement  f o r  t h e  TAC o p e r a t i o n s  may begin.  

Dirbursement of g r a n t  funds a f t e r  t h e  f i r s t  y e a r  of 
p r o j e c t  a c t i v i t i e s  and f o r  each subsequent  p r o j e c t  y e a r  w i l l  be 
c o n t i n g e n t  upon t h e  complet ion  of a  d e t a i l e d  e v a l u a t i o n  r e p o r t  on t h e  
p r o j e c t  a c t i v i t i e s  and t h e  recommendation con ta ined  i n  t h i s  r e p o r t .  I n  
a d d i t i o n ,  a  d e t a i l e d  o p e r a t i n g  p l a n  f o r  t h e  TAC s f o r  each  subsequent  
p r o j e c t  y e a r  w i l l  need t o  be  submit ted  t o  A.I .D.  

c )  I n i t i a l  Cond i t ions  (Loan) 

The i n i t i a l  c o n d i t i o n s  p receden t  t o  d isbursement  of 
l o a n  funds  w i l l  r e q u i r e  ev idence  of t h e  assignment of adequa te  s t a f f  i n  
FIDE t o  suppor t  t h e  eublending a c t i v i t i e s .  I n  a d d i t i o n ,  FIDE w i l l  have 
t o  e s t a b l i s h  t h e  CAF o f f i c e  wi th  adequate  s t a f f .  

P r i o r  t o  any disbursement  of l o a n  funds  under t h e  
p r o j e c t ,  FIDE w i l l  a l s o  be r e q u i r e d  t o  show ev idence  of t h e  e s t a b l i s h m e n t  
of  a  Small  I n d u s t r y  C r e d i t  Fund w i t h i n  t h e  C e n t r a l  Bank t o  suppor t  t h e  
a c t i v i t i e s  planned under t h e  p r o j e c t .  FIDE w i l l  be r e q u i r e d  t o  have 
s e p a r a t e  accoun t s  f o r  t h i s  fund. 

Aleo p r i o r  t o  t h e  d isbursement  of any p r o j e c t  funds  
f o r  sub loans  FIDE w i l l  submit an o p e r a t i o n a l  p l a n  f o r  t h e  f i r s t  
sub lend ing  pe r iod  of t h e  p r o j e c t  (from approximate ly  October  1982 t o  
September 1983).  T h i s  p l a n  w i l l  d e s c r i b e  i n  d e t a i l  t h e  a n t i c i p a t e d  
sub lend ing  a c t i v i t i e s  d u r i n g  t h i s  p e r i o d .  The p l a n  w i l l  i n c l u d e  t h e  
Monetary Board approval  t o  m a i n t a i n  t h e  program sub lend ing  r a t e s  a t  t h e  
maximum o f f i c i a l  r a t e  a l lowed.  T h i s  p lan  w i l l  i n c l u d e  t h e  numbers of 
sub loans ,  t iming  and w i l l  i n d i c a t e  i n d u s t r i a l  a r e a s  a s s o c i a t e d  wi th  each 
~ u b l o a n ,  and t h e  arrnngements f o r  TA and t r a i n i n g  f o r  t h e  subborrower.  
I n  a d d i t i o n ,  t h i ~  plen w i l l  d ~ ~ c r i h o  i n  d m t n i l  t h o  n r t i v i t i ~ s  nnl i r i p ~ t ~ t l  
t o  promote and suppor t  L I I ~  c r u b l e ~ i d j r ~ g  t l ~ t i v i l l e b .  binally, pricrr 11) ~ t ~ i s  



first disbursement of the loan funds for sublending activities, FIDE will 
submit to A.I.D. a manual setting forth the eublending and technical 
assistance policies and procedures, and eligibility criteria to be 
followed under the program. Once these conditions have been met initial 
disbursement of loan funds can be made. 

Disbursement of loan funds for sublending activities after the first year 
and for each subsequent project year will be contingent upon the 
completion of a detailed evaluetion report on the eublending and 
technical assistance activities including a report on the effectiveness 
of the inputs provided. In addition a detailed operational plan 
outlining sublending the activities planned for each subsequent project 
year will need to be submitted to A.I.D. 

3. Covenants 

FIDE will covenant to use end deposit all reflows of 
principal generated under the loan in the Small Industry Credit Fund and 
to use these reflows in accordance with the policies and criteria of that 
program. FIDE will covenant to establish an evaluation program ae part 
of the project and to submit an evaluation plan within six months after 
obligation of the project. Finally, FIDE will covenant to make available 
the effective sublending interest rates and risk reduction incentives to 
PFI's who wish to lend to small businesses with non project funds. 



" 'Y 0 - 
Departnzetzt of S t a t e  

JflCOfiIJNG Tqre6nM,i ItP &I i!isl ANNEX A-1 

Alder i c w  E ~ D u s s ~  ' ganro naming Page 1 of 4 

o 3ee1mz JUL. 52 
6 F X  S E C S T A T E  WASHDC 9- ,J q7]5 /c TO A X E M B A S S Y  SAh7'O D O M I N G 0  INNE!lIATE 1898' . 

- 
. , 

BT 
UNCL AS 'STATE 212'1 13 2}? n 

. 

A I D A C  .i~s c',--2 
. ,. 

, . 0 0  . 1'- r : 
E. 0, 12065 : N/A I I Z , ! ? r i E D ~ ~ ~ ~  
TABS: 
SfBJECT: SMALL I N D U S T R Y  D E V E L O P M E N T  

SVIPIARY: L A C  B U R E A U  R E V I E W  O F  SDJECT P I D  WAS HELD JUNE 
23, 1952. THE P I D  I S  VL?Pl?OVE3 AT THE L E V E L  OF D O L S  5 
K I L L I O , \ I  I N  L0.4d FU::DS ASD D G L S  350,eB2l i:J GRANT FUNDS, 
SUaJECT T O  S A T  ISFACT O i i Y  R E S O L U T  1 0 1 ;  3F T H E  C O N C E R N S  
OUTL I NED BZLOV. 

! C@SS?$?4! XTS AFFECT I:JG 3 A i i  EUSirV'ESSg 
0 

A ,  CREEIT: I?J  V I E V  Or'  K E Y  C O N S T R A I l J T S  ( E . G . ,  LACK OF . ' ,  . 
EORPIO'AER CREDIT '4CliiT HIKESS O 

DE QUATE GUARANTEES; E I S K  . . ,  

DUE TO T Y ? I C A L L Y  H I G H  F A I L U R E  R A T E S  O F  59ALL BUSINESS; ' 

LO!J GUAL IT Y EdTF;.E?;lE !iE U,SIAL S K I L L S ;  A N D  GOCR I N f  EREST 
RATE CONTROLS)  Y H I S H  A F F S C T  T 3 L - A Y O U h T  OF C R E D I T -  - 
A V A I L A X E  ia S % L L  a U S I K E S S ,  ?IISSION I S  ZEQUESTED, T O  
A N A L E E  THE S A i U E E  OF ' IHZ C i i E D I T  C C N S T i i A I N T  T O  E N S U R E  
THP.T PFIQJECT D E S  IG!S A D D E Z S S E S  GIXDI NG CONSTRAINTS T O  ' 

SIALL B U S I N E S S  . I ) Z V E L O P t l E N T .  AS MISSION AVARE, P P C  HAS 

? z E K -  
Q./(] . -q: 

ECON 7' 
' ITS - 0 

CONS 

Fk -- 

,$%+ 
xEm-- 
AGATT 1 
DAO 
MAAG 
USICA 
PC 

Q U E S T I O N E D  Y)-IETHER GOB2 P O L 1  CY M E A S U R E S ,  ESPECIALLY 
I N T E R E S T  R A T E  C O N T R O L S ,  ARE NOT A P R I N C I P A L  OBSTACLE TO 
F I N A N C I A L  RESCURCE ! S C l E I L I Z A T I d , V  AND T O  W A L L  E:JTERPRISE 
C R E D I T  ACCESS. I J K E S S  T H I S  CAtI  EE D E M O N S T R A T E D  CiOT T O  
BE TRUE OR U1\JTIL THE GGD2 T A K E S  A P P R O P R I A T E  NEASUiiES TO . 
R E M O V E  THE CONSTRAIEiT,  Y I S S I G : :  S H 3 U L D  NOT P R O C E E D  TO 
A U i H G h I Z A 7  IGrJ, NXSSIUM SHOllLD A N A L Y Z E  T H I S  QUESTION 
SOONEST AtJD T R A N S i I L T  R E S P O N S E  F O E  AID/W R E V I E W ,  

--E. OTHER P O L I C Y / R E G U L f i T O F i Y  C O ~ G T R A I N T S :  I N ' A D D I T I O N  . ,  
T O  T H E  I N T E i i E S T  R A T E  P C i L I C Y '  QUEST IO:J D I S C U S S E D  ABOVE, 
THE P I D  INDIrJTES T H A T  O T Y E h  GOVERNNEFIT P O L I C I E S  AEID 
FiEljULAT I C X  P.RE H I N D E R  I NG S ? ! k L L  iiUS1 N E S S  DEVEl.CIPMENT, 
MISSION SHOULD C L E A R L Y  IC)L!IT I FY C R I T  ICAL CGNSTh A I N T S  I N  w$'/ 
THIS AREA A&D E X P L A I N  W A  THIS P L O J E C T  OH O T H E R  VEHICLE 
(E.C.,, C B I  CR IFlF PROGRAMS) W I L L  ADDRESS THEM. 

&!NCLASSS*FlED 
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--C. SMALL B U S I N E S S  ADVOCACY: PROJECT IMPLEMENTATION 
AN9 RESUPZANT OUTPUTS A R E  EXPECTED T O  F A C I L I T A T E  THE 
FLOU OF T I D E  LOAN FUNDS T O  P R I V A T E  FINAIJCIAL 

I N S T I T U I ' I O N S  FOR THE PURPOSE OF STIMULATING AND 
INCREASIIJG T H E  GilOWTH 3F SMALL B U S I N E S S E S ,  AND IMPROVE 
THE QUALITY OF SMALL B U S I N E S S  THROUGH THE P H G V I S I O N  OF 
TECHNICAL ASSISTANCE,  ' T O  HELP ACHIEVE THESE OBJECTIVES,  
1",ISSI6N SHOULD I D E N T I F Y  CONST I T  U E N C I E S  OF W A L L  B U S I N E S S  
DEVELOPillENT AND HOW PROJECT R I G H T  SUPPOi3T THEM ',N 
FOSTERX NG INCREASED ECOIJGM I C  GROUT H IN SMALL E U S I N E S S ,  
AT7'HACT IRG OTHEE RESOURCES,  AND I N F L U E N C I N G  AND 
LYPHWING T H Z  R E G L L A T O R Y  CLPYATE FOR SMALL B U S I N E S S  
DEVELOPMENT, 

- -A .  SL0-LOAN ItSTEFiEST RATES: REGqRDING SUB-LOAN 
I R E R E S T  R.ATESp MISSION SHOULD SEEK T O  HAVE RATES SET AT 
LEVELS CONPARABLE T O ' T H O S E  THAT WOULD BE ADE&UATE I F  
 SOU.;^^: OF FUYDS WERE PRIVATE DEPOSITS RAWER T H A N  
GCIIJEREiME:NTAL FUNDS, IN ORDER T O  AVOID G I V I N G  THE 
It4CENTIVE T O  FUBSTXTLIIE GOVERNMERT FUNDS FOR THOSE THAT 
COV-D BE R A I S E 3  CQMMERCIALLY. T H I S  WILL F A C I L I T A T E  
NAKI N G  T H E  LElJDI NG NECHANX SM EVENTUALLY 
SELF- SUSIALNI NG. FURT HERNORE,  IT CORRESPONDS T O  A, I ,D.  
POLICY NCT  T O  S U E S 1 3 I Z E  INTEREST RATES. S P E C I F I C A L L Y ,  ' 

t ? ISSION SHOULD SEEK T O  E S T A B L I S H  SUB-LENDING RATES TO- 
C W E R  EXPECTED ~ R F L A T T O N ,  P L U S  "U?OSITST\S1 REAL RATE OF 
RET E N ,  PLUS RESERVE FOR BAT) DEBTS,  PLUS ADMINISTRAT I V E  
COSTS, F L U S  RETURN TO F I N A N C I A L  I N S T I T U i I O N  TO MAKE IT 
FI h'Ah'Cf ALLY SELF-SUSTAINING.  I F  T H I S  CANNOT BE 
ACHIEVED, PLEASE INFORM 0 UREAU PRIOR T O  PROJECT APPROVAL.' 

B REVOLVING FUND: AS A MEANS OF P R E S E R V I N G  T H E  REAL 
V A L E  01: THE F'XDE REVOLVING L O A N  FUND AGAINST 

D E C A P I T  A L I Z  AT If;N C4USED BY I NFLAT I O N ,  M I S S I O N  SHOULD 
ATTEYPT T O  SZCURE AGREEMENT WITH FXDE SO THAT 

C O I J T R I E U I I O N S  WILL 6E MADE BY THE CENTRAL BANK T O  
M A I N I A I N  T H E  REAL VALUE O F  THE F I D E  AND A.I.D. REVOLVING 
LOAN FUND THROUGHOUT THE LIFE O F  T H E  PROJECT. 

3. . DESIGN OF TECHNICAL A S S I S T A N C E  COMPONENT: 

--A. MISSSON. SHOULD -DESIGN THE I;ROJECI W I T H  A VIEW 
TOWARD T A C S  ACHIEVXNG S E L F - F I N A N C I N G  OPERATIONS BY THE 
END O F  THE PROJECT, .EFFORTS'  SHOULD FOCUS ON E L I M I N A T I N G  
AS MUCH SUSIDY AS W S S I B L E  FOR T A C  O P E R A T I O N A L  E X P E N S E S  
BY MAXIMIZING PROFIT POTENTIAL FOR TACS,  AND 'BY 
I NIT I A T I N G  THE PROJECT IN A MODEST WAY, FREFERABLY WITH 

E X I S I N G  E S T A S L I S H E D  T A C  CENTERS (E.G., DDF, PROAPE) AND 
T A C  MODELS THAT ARE ALREADY GENER'ATING F I N A N C I A L  SUPPORT 
(Em G., CEPESA). MISSION IS E N C O U R A G E D  T0 SUPPORT T A C  
'OMPONENT IN A PRlRDEHT WAY, WITHOUI C O Y f l l T T  I N G  A 

'SPRQPORTIONATE MIOUNT O F  OHANT FUNDS 1 0  ANY ONY. MODEL. 



PHOVIDIK TECI4NICAL ASSISTANCE TO P O T E N T I A L  
Sm-BORROUERS,  flI SSION SllOlJLD R E V I E W  PCGP EXPERIENCE IN 
P A R A Q I J A Y ,  LAAD CUACEPT Ol- I I T Z L I Z I  ?lG SUCCESSFIIL SMALL 
BIJSINESS CLIENTS TO ASSIST AND A D V I S E  O N  T E C H N I C A L  
?lAf TZRS, 4V3 RECENT P I S C E S  PROJECT WHICH APIALYZED 
RESULTS OF SMALL XNDUST3Y P3OJECTS. CARRIED OUT IN 
AFgICA, ASIA AHD LATIN APlERICA. N I S S I O S  NAY ALSO VANT 
TO CONSIDER ESTASLISHING A ROSTER OF PRE-QUALIFIED SMALL 
B U S I N E S S  TECHNICAL CONSULTANTS AS A COST-EFFECTIVE NEANS 
TO A S S I S T  IN DEVELOPING SUB- PROJECTSw 
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C OtlCE TAC MODELS HAVE SEEN . I D E N T I F I E D  FOR SlIPPO9T 5. ,- 
IJNDE9 PROJECT, MI SSION SHOULD TRANSI'IIT DETAILS  AND 
RATIONALE TO BlJREAlj F0.R REVIEU A N D  COMMENT BEFORE q ?  
FINALXZI NG A N D  APPQOVING PRO JECTw - 5 

4. E L I G I B I L I T Y  CSITERZA: 

- WITH SESPZCT TO SUB-3ORROVE2 E L I G T 3 I L I T Y  C ~ I T E ~ I A ,  
PROJECT PA?CF! SHO1JL3 LAY OlJT BROAD FRANEWORX THAT WOIJLD 
ALLOW A N  A92.9Y OF SMALL BUSIUESSES (?IA;X!FACTVRI?lG A N D  
SERVICE IND!ISTFIIES i?l AGSICULTI.I?E, IFJDlISTRY, TOURIS?l,  
T4A?JS?ORT, qZPAI3,  ETCw 1 TO aE E L I G I B L E  FOR 
2ARTICIPATION I N  TYE PROJECT.=  

- 3  FOR NEW ENTZ9PFIISES9 F I D E  AND F I  NAYCIERAS SHOULD 
F I Y A N C E  F ~ O  W E  T X A N  a0-65 F E R C E N T  O F  T H E  C R E D I T  I 

RSQ:'IRE?lZ'4fS O F  A GIVEN SAALL B t l S I Y r 3 S  Slr3=FSOdECT, V!TH 
BALdNCZ F I I : ~ V C S 9  BY SIIS-BOR9Ob!ER. F09 SIJS-PSOJECTS 
1~4VOLVIVG Ti(Z UPGRADIhG 09 EXPA41SIO:J 97 AN EXISTING . . 
ENTERP?ISE ,  T H I S  REST9 ICTIO'J  NEED NOT WECESSA2ILY APPLY 

--C. CARE SXOIJLD BE TAKEN THAT THE TECHYICAL ASSISTAVCE 
REQUIRED TO SUALIFY FO!? SUB-LOAYS UNDE!? T H I S  PRCIJECT IS  
IN EACR CASE APPSOPRIATE TO THE I N D I V I 3 l l A L  FI2M.  
SV8-90!3?0LfZRS SHOUL3 VOT EE EXCLUSZD F W M  LOANS O R  . . 
REQUIRED TO ACCEPT UN-NIEDED TECHNICAL ASSISTANCE I F  
THEY CAI  OTHFPVISE SLIAL IFY  FO!? LOA:IS WITH NO 0 9  
RELATIVELY H I N O 3  TECHNICAL ASSISTANCE. 

- 9  MISSION SHOULD DETERMINE U Y 3 K R  WHAT CIRCUMSTAYCES, 
I F  A N Y ,  A StJB-DORROFrES LOlILD B E  E L I G I S L E  FOR FOLLOW-03 

CREDIT ASSISTAt1CE OYCE I N I T I A L  SOB-LOAN IS FULLY 
AflO ilT I ZED. 

- 5  P P  SHOULD INCLIJDE A L I S T  OF THOSE TYPES OF 
PRO..KCTS THAT WILL B":XXCL'J,"ZD .C33?l COIISIDSEATI31: :JNDEE 
THE P3O JECT DUZ TO THE 13 DZT!?I  MENTAL EdVI9ON!lFVTAL 
EFFECTS O R  I V T L I G I a I L I T Y  U N D E R  A .  1.D. REG!ILATIONS (E.B. 
GAMSLZNG). I E E  WIL.1. B E  A?EN;)ET> BY EIJREAU'S 

E N V I R O N W J T A L  O F F I C E ?  A N S  TSANSNITTED SOONZST TO n r  s sxo~ 
FOR INCL!JSIONS IN PP. 

5 0. APPRO PPIATION CATEGOFIY: VHILE 5!E ALITICI PATE THAT 
HAJORITY OF A .  1.Q. FllVDS b101IL3 3E FRO'!I F:4 ACCOUNT, 
MISSION WILL H A V E  TO DETERMINE THE C 6  A N 3  SDA S P L I T  A N D  

U N C L A S S I F I E D  
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UNCLASSIFIED 

SO INDICATE IN THE PP  AND CONGRESSION4L NOTIFICATION 
C C F I ) .  P3ESENTL.Y 3 0 L S  2.5 I I ILLION FROPI FN ACCOUNT 

AVAILADLZ FOR PROJECT T H I S  FY. BUREAU IS ALSO 
3EQUESSiING A4 ADDITIONAL DOLS 2.5 MILLION FROM SDA 
ACCOUIX FG? P R O J E C T ,  a m  A V A I L A B I L I T Y  O F  THESE FUNDS 
THIS FY I S  I!NCESTP I N .  M O P F O V E R ,  G S A N T  FI!YDS PSOPOSED 
FOR OBLIGATION IN FY 82 (DOLS 250,0(38) N9T CLl!?3ENTLY 
AVAILA3LE. BURZAU VLLL NOTIFY N I 3 S I O N  I F  SlfCH FUNDS 
BECOME AVAILABLE LATE? IN FY. IN A N Y  EVENT, PLEASE 
T3AU3MIT DYAFT A C T I V I T Y  DATA SHEET FOR CN AS S O 0 3  AS 
POSSIBLE BUT.  NOT LATER T H A Y  EN3 .OF' AUGUST. 

6. f l ISSIO!i  AVTHO?IZATiON: SUBJECT TO A .  1.D. WASH1 NGTON . 
CC)YCURRZ!JCE WITH T A C  PIODELS TO BE PROPCISED F O R  PSOJECT 
SU?PO9T, PEP FARA 3 CC) AaCIVE, A N D  S A T I S F A C T O R Y  
FiCSOLUTIO.?I C? FOLICY CONST8A!!IT QUESTION O F  PARA 1 ( A )  
A N 3  SIf3-L3AN I N T E R E S T  2 A T E  QUESTION OF PARA 2<A'>, 

MISSION DI?ECTOS IS HERESY !?CDEL.ZGATED ALITHORITY TO 
A Y T H O 8 I Z E  THE Si JSJECT P 4 0 J Z C T  AT T a E  LEVEL O F  DOLS 

-i 5,8Gk?,C?@ I?! LOAN FUY3S A Y 3  3 0 L S  85@,@08 IN G R A N T  FUNDS 
U V D 5 9  FUNDING ACCOUNTS TO BE  CONFIRMED E I T H  A.1.D. 
WAS HI NGiO N, 

7 .  F v i :  ALL.L.4C PIISSIOV PID A P Y Y O V A L S  A3-F SUBJECT TO 
ZEVALIDATION IF PC)Sf -P I5  PROJECT 3EVELOPMENT EX-TSNDS 
93YO43 ONE YEAR, t 3 S  FYI. SHULTZ,  
BT 
82 113 

Page 4 of 4 
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Departwent oJ State 
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UNCLASSIFIED 
P 1018132 SEP 82 
FR SECSThTS WASHDC t- 

TO ANEMBASSY SANTO D O M I N G 0  P R I O I Z I T Y  2477 
Br 
UNRAS STATE 254397 -. (.., ..__ 

A I D A C  

E.0. 12356: ?/A 
TAGS: .I I -' -. 

SU8JECT: SMALL INDUSTRY DEVELOPMENT P R O P O S A L  

2, L A C  BUREAU AND PPC REVILW INDICATES THAT PROPOSED 
PROJECT D E S I G N  FEATURES DESCRIBED IN P A R A G R A P H  10 OF REF 
C A I  . A P P E A R  TO ADDRESS REMAINING A I D / W  COIVCEHNS. 
SPECIFICALLY, WE NOW UNDERSTAND THAT PART ICIPATING 
FINANCIAL I N S T I T L K I O N S  CPFIS) WILL BE A9LE T O  "USE THE 
PI~OPOSED NEW SIBLEKDING RATES W I T H  THEIR owri OR OTHER 
.SESOL!CES FOR Str3LEhDING T O  SMALL BUSINZSSES." AXD/W 
U N D E R S T A N D S  THAT PROPCS,IZL I S  I N T E N D E D  T O  P R O V I D E  A 
PACKAGE OF. I N C E b l T I V E S  T O  ENCOURAGE P F I S  T O  LEND T O  SMALL 
BUSINESSES; AND PACKAGE AS DESCRIBED IN REF (3) A P P E A R S  
THOROUGHLY ADEQUATS FOR THIS PURPOSE. NONETHELESS, OUR 
COKTINUING CONCEi?N HAS BEEN THAT THIS PZOPOSAL, INSOfrlE 
P O S I T I V E  FASHION, IMPACT AS SOON AS P O S S I B L E  UPON THE 

PFI-SAALL BUSINESS R E L A T I O N S H I P  OUTSIDE OF T H E  FIDE 
S P Q N S O R E D  PROGRAM( S> , THEREBY ALLOVIEIG OR PROVIDING FOR 
PFI-SMALL BUSINESS L O A N  RELATIONSHIPS EASED ON R E G a A R ,  
OR N O N - F I D E ,  S O U R C E S  O F  FUNDS. GODR WILLINGNESS T O  APPLY 
THE PROPOSED RATES T O  ALL FORMAL F I N A N C I A L  SYSTEM 
SUBLENDING TO SMALL BUSINESSES I S  R E S P O N S I V E  T O  THIS 
CONCER Id. 

$36 I N  A C C O R D C \ N C E  WITH P ~ A  10 OF R E F  ( A ) ,  Al[D/W REQUESTS 
'THAT P R O J E C T  PAPER (PP) A K D  PROJECL' AGREEMENT S A T E  THAT 
T H E  NEW S U B L E N D I N G  FRAMEWORK OF ItiTEHEST RATES, FEES AND 

: cowrssrow WILL EE A P P L I C A B L E  T O  ALL SMALL EUSINESS - - ~ 

.' LENDING AT T H E - T I N E  OF INITIATION OF T H E  A I D  PROJECT, OR 
! AS SOON AS P O S S I G L E  THEREAFL'ER. WE F U R T H E R  REQUEST THAT 
! P P  DISCUSS BASIS FOR MISSION'S EXPECTATION, AS S T A T E D  III 
: -PARA-~&OF REs<& ,-T#AT @ J O E  JF1SAILLLLBE V E R Y  A N X I O U S  
' TO BZGIEI NON-PROJECT SWLENDItiG IN THIS SECTOR UNQUOTE, 
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' . 
SINCE THIS OBJECIIVE IS A PRINCIPAL AID/W ~ O N C E R N .  

I 

j 

4. G I V E N  ABOVE, A I D / W  CONCllRS WITH MISSION'S COMPLRING 
INrENSIVE REVIEW EFFORTS LEADING TO PROJECT AUTHORIZATION 
BY USAID THIS F Y e  

5.  BUREAU WILL NOTIFY MISSION BY SEPTEL R E G A R D I N G  CN 
EXPIRY DATE AND F U N D I N G  AVAILABILIT IES THIS FY. SNULTZ 
ET 
. 4397 
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-.-I -*- PROJECT OEIlGI( IVnUARY 
LOGICAL FRAUEWORK 

S n a l l  I n d u s t r y  Development 517-0150 
L p n  1-G L Y 4 r r  - . . - - . . - . - - - - - 

I 

To i n c r e a s e  t h e  p e r  c a p i t a  i n c o w  I and eapi-nt i n  t h e  Doninican-  

I RepuSlic ,  by improving t h e  per- 
. forn;jnce o f  t h e  p r i v a t e  s e c t o r .  

i 
1 To e s t a b l i s h  a n  i n s t i t u t i o n a l  

. i ~ c h ~ i s i . , ,  c a p a b l e  o f  p r o v i d i n g  a 
ccn t inuous  s o u r c e  o f  . c r e d i t ,  TA, 

i 3rd t r a i n i n q  t o  m a l l  e n t r e p r e a e u r s  
. i n  the Docin ican  Republ ic  

i b r a  b e e :  K-I] 
' 

1. h n s  t o  Smal l  E n t r e p r e n e u r s  { 2. E x i s t i n g  T k s  s t r e n g t h e n e d  and - 
p r o v i d i n g  TA t o  s m a l l  i n d u s t r i e s .  

$ 3 .  New TAC's t r a i n e d ,  s t a f f e d ,  and . 
p r o v i d i n g  TA t o  s m a l l  e n t r e -  
p reneurs .  

. j 1. - C r e d i t  
T e c h n i c a l  A s s i s t a n c e  I :: o p e r a t i n g  Expenses . 

4. E v a l u a t i o n  
5. Contingency 

R i s i n g  employment and p e r  
c a p i t a  i n c o w  o f  . the  Domi- 
n i c a n  Republic .  

An i n c r e a s e  i n  o v e r a l l  
p r o d u c t i o n  i n  t h e  Domini- 
can Republ ic  

G 4 . e . a ~  Am -.It rJ.c.1. r p w  h.s b e .  
~ d . m . . I :  End-eI.?~ai.c~ snl.m. 1B.l) 
EOPS $7 m i l l i o n  - 
Revolving C r e d i t  Fund 
TACs p r o v i d i n g  needed IA. 
1000 s m a l l  i n d u s t r i e s  w i t 1  
i n c r e a s e d  income, produc- 
t i o n ,  and i n p u t s .  
mil i n d u s t r i e s  r e c e i v i n l  
TA and c r e d i t  e a c h ' v e a r  
+.J. d &war: (C.7) 

1000 l o a n s  t o  s n a i l  indus-  
z r i e s  ($7 . m i l l i o n  t o t a l )  
1000 small i n d u s t r i e s  re- 
c e i v i n g  TA and improving 
performance 
Annual evaluations d u r i i g  
p r o j e c t  and one 'compre- I 

p e n s i v e  e v a l u a t i o n  - 
~&--I.I~U T W ~ I I  [Type &lib1 12.3 

N a t i o n a l  Income 
Accounts and I n c r e a s e  and 
E x p e n d i t u r e  Survey 
Employment Surveys 

A u d i t s  o f  Loan Records o f  
P F I ' s  and FTDE 
E v a l u a t i o n  r e p o r t s  on TAC 
performance 
E v a l u a t i o n  of performance of  
'small e n t r e p r e n e u r s  i n c l u d -  
i n g  f i e l d  v i s i t s  and inter- 
xlws - 
1-31 
Loan r e c o r d s  of  PFI i s  and P I  
~ e c o r d s '  o f  TAC's f o r  s e r v i c e  
p rov ided  and improved per- 
f ormance of c1ient .s  
F i e l d  checks and f i n a n c i a l  
a n a l y s i s  of small i n d u s t r i e s  
f o r  s e r v i c e s  and commodities 
r e c e i v e d .  E v a l u a t i o n  r e p o r t  

1. Bank Records 
2. A r r i v a l  of T.A. 
3.. Records o f  TAC's 

o d e v a s t a t i n g  n a t u r a l  d i s a s t e r s .  
h a t  t h e  world economy =ill remain suf-  
i c i e n t l y  s t a b l e  a s  n o t  t6 e r a s e  t h e  i s  
roved performance o f  t h e  pr:  ate s e c t o r .  
Tha t  T.A., C r e d i t ,  t r a i n i n g .  and coaT.- 

i t ies  provided ,  - d i l l  b e  adequa te  acd ap- 
r o p r i a t e  f o r  p r i v a t e  s e c t o r  needs.  

h a t  t h e r e  is and w i l l  c o n t i n u e  t o  b~ ade- 
u a t e  demand i n  t h e  s m a l l  i n d u s t r y  s e c t o r  For 
.A.  and C r e d i t .  . 
hac t h e  TA provided  w i l l  ' i q r o v e  t h e  7er:or- -T 
a n c e  o f  t h e  s n a l l  e n t r e p r e n e u r s ,  and c h q  i n  
u r n  w i l l  pay back t h e s e  l o a n s .  

- Smal l  i n d u s t r i e s  w i l l  b e  w i l l i n g  t o  pay 
l o a n s  s o  t h a t  fund w i l l  r evo lve .  
Tha t  t h e r e  is s u f f i c i e n t  deeand f o r  t r a i n i n g ,  
TA, and c r e d i t ,  and t h a t  t h e s e  i n p u t s  w i l l  
r e s u l t  i n  improved performance .of  b e n e f i c i ~ z i e s .  . 

1. C o u n t e r p a r t  f l inding is  G d e  a v a i l a b l e  
2. A p p r o p r i a t e  TA can  b e  l p c a t e d  and v i l l  be 

' a v a i l a b l e  on t i m e  a c c o r d i n g  t o  p r o j e c t  
demands . 

3: Budgeted sa la r ies  a r e  s u f f i c i e n t  t o  a t t r a c t  
q u a l i f i e d  s t a f f  
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5C(2) - PROJECT CHECKLIST 

L i s t e d  below a r e  s t a t u t o r y  c r i t e r i a  a p p l i c a b l e  g e n e r a l l y  t o  p r o j e c t s  w i t h  FAA 
funds  and p r o j e c t  c r i t e r i a  a p p l i c a b l e  t o  i n d i v i d u a l  fund sources :  Development 
A s s i s t a n c e  (wi th  a  subca tegory  f o r  c r i t e r i a  a p p l i c a b l e  on ly  t o  l o a n s ) ;  and 
Economic Suppor t  Fund. 

I S  COUNTRY CHECKLIST UP TO DATE? Yes. 
HAS STANDARD ITEM CHECKLIST BEEN REVIEWED FOR THIS PROJECT? Yes. 

A.  GENERAL CRITERIA FOR PROJECT 

Cont inuing Reso lu t ion  
Unnumbered; FAA Sec. 634(a) ; 
Sec . 653 ( b  1.: 

( a )  Desc r ibe  how a u t h o r i z i n g  
and a p p r o p r i a t i o n s  Committees 
of Sena te  and House have been 
o r  w i l l  be n o t i f i e d  concerning 
t h e  p r o j e c t ;  ( b )  i s  a s s i s t a n c e  
w i t h i n  ( o p e r a t i o n a l  Year 
Budget) coun t ry  o r  
i n t e r n a t i o n a l  o r g a n i z a t i o n  
a l l o c a t i o n  r e p o r t e d  t o  Congress 
( o r  no t  more than $1 m i l l i o n  
over  t h a t  amount)? 

FAA Sec. 6 1 1 ( a ) ( l ) .  P r i o r  t o  
o b l i g a t i o n  i n  excees  of 
$100,000,  w i  11 t h e r e  be ( 0 )  

e n g i n e e r i n g ,  f i n a n c i a l ,  o t h e r  
p l a n s  n e c e s s a r y  t o  c a r r y  out  
t h e  a s s i s t a n c e  and (b) a 
r easonab ly  f i r m  e s t i m a t e  of t h e  
c o s t  t o  t h e  U.S. of t h e  
a s s i s t a n c e ?  

FAA Sec. 611ia)(2)1 I f  f u r t h e r  
l e g i s l a t i v e  a c t i o n  i s  requ i red  
w i t h i n  r e c i p i e n t  c o u n t r y ,  whet 
i s  b a s i s  f o r  r easonab le  
e x p e c t a t i o n  t h a t  such a c t i o n  
w i l l  be completed in  time to  
permit  o r d e r l y  accomplishment 
of purpose of t h e  a s s i s t a n c e ?  

( a )  The p r o j e c t  was inc luded  i n  t h e  
FY 82 Congrees ional  P r e s e n t a t i o n  a s  an 
FY 82 p r o j e c t .  A Congrees ional  
N o t i f i c a t i o n  i e  r e q u i r e d .  

( b )  An Advice of Program Change w i l l  
be submit ted  f o r  t h e  change i n  funding.  

( 8 )  Not Appl i cab le .  

( b )  Yes. 

No f u r t h e r  l e g i s l a t i v e  a c t i o n  needed. 



4. FAA Sec.  61? - ( 5 ) ;  Con t inu ing  
Reso lu t i cn  Sec. 501. If  f o r  
wa te r  o r  v a t e r - r e l a t e d  l and  
r e s o u r c e  construction, has 
p r o j e c t  m e t  the s t a n d a r d s  and 
c r i t e r i a  as s e t  f o r t h  i n  t h e  
P r i n c i p l e s  and S tandards  f o r  
Planning Water and Ze lo ted  Land 
!lesources d n t c d  October 25,  
19 731 

5 .  z 4  Sec. --- 61 1(c) .  I f  p r o j e c t  is  
c a p i t a l  s s s i n t a n c c  ( c .g . ,  
c o n s t r u c t i o n ) ,  and a l l  U.S. 
a s s i s t a n c e  For it w i l l  exceed 
$1 m,llion, h a s  N i s s i o n  
D i r e c t o r  c c r t  i i f e d  and Regional  
A s s i s t z n t  r lc ln lnis t ra tor  taken 
i n t o  c o n s i d e r a t i o n  t h e  
c o u n t r y ' s  capab.;.lity 
effectively t o  m a i n t a i n  and 
u t i l i z e  :he p r o j e c t ?  

6 .  F A A S e c .  209. Is p r o j e c t  
susceptible of c:cecution 3s 
p o r t  of  reg ion11  or  
m u l t i l n t e r a !  p s o j z c t ?  I f  s o  
why i s  p r o j e c t  n o h o  
executed? Xnf o-mat ion nnd 
conc l u ~ i o n  w i l $ \ t ! ~ ~ l -  a ~ o i ~ t n n c c  
w i l l  ?r?courlagO r e g i o n n l  
d e v c l o p w n t  programs. 
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Not Appl icable .  

Yes. See Miss ion D i r e c t o r ' s  
c e r t i f i c a t i o n  i n  t h e  P r o j e c t  Paper. 

The P r o j e c t  cannot be executed a s  p a r t  
o f  a r e g i o n a l  p r o j e c t .  

F M  Sec. 6Ol<e) In2ormat ion --------- 
and c o n ~  l.vsions vhe t h c r  p r o j e c t  P r o j e c t  w i l l  p rov ide  c r e d i t ,  t e c h n i c a l  
w i l l  encournscs e f f o r t s  of t h e  a s s i s t a n c e  and t r a i n i n g  t o  
coun t ry  t3: (a)  increase t h e  approximate ly  1,000 smal l  f i rms .  
f low of i n t e r n a t i o n ~ l  t r a d e ;  
( b )  f o s t c r  p r i v a t e  i n i t i a t i v e  
and conpe; r i . t inn ;  !c! encourage 
d e v e l o p m r ~ ;  ar:d use  o f  
coopera t  i v e a ,  c r e d i t  u n i o n s ,  
and n a v i n g s  a n d  loon 
a s s o c i a t i o n s ;  (c l )  d i s c o u r a g e  
m o n o p o l i ~ t  i c  p rx : i cen ;  ( e l  
improve t c c h n i c u l  e f f i c i e n c y  of 
i n d u s t r y ,  a g r i c u l t u r e  and  
connercc;  2nd ( F )  nc . ronq then  
free 1r1l:oc. u ~ l i . o r ~ n ,  
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8. FAASec. 601 (b). Informat ion - 
and conc lus ion  on how p r o j e c t  
w i l l  encourage U. S. p r i v a t e  
t r a d e  and inves tment  abroad and 
encourage p r i v a t e  U.S. 
p a r t i c i p a t i o n  i n  f o r e i g n  
a s s i s t a n c e  programs ( i n c l u d i n g  
u s e  o f  p r i v a t e  t r a d e  channe l s  
and t h e  s e r v i c e s  o f  U.S. 
p r i v a t e  e n t e r p r i s e ) .  

9. FAA Sec. 6 l2 (b )  ; Sec. 636(h) ;  
Cont inuing Reso lu t ion  Sec. 
508. Descr ibe  s t e p s  t aken  t o  
a s s u r e  t h a t ,  t o  t h e  maximum 
e x t e n t  p o s s i b l e ,  t h e  coun t ry  i s  
c o n t r i b u t i n g  l o c a l  c u r r e n c i e s  
t o  meet t h e  c o s t  of  c o n t r a c t u a l  
and o t h e r  s e r v i c e s ,  and f o r e i g n  
c u r r e n c i e s  owned by t h e  U.S. 
o r e  u t i l i z e d  i n  l i e u  of d o l l a r s .  

10. FAA Sec.  6 l 2 ( d ) .  Does t h e  U.S. 
own excess  f o r e i g n  cur rency  of 
t h e  c o u n t r y  and, i f  s o ,  what 
ar rangements  have been made f o r  
i t s  r e l e a s e ?  

11. FAA Sec. 601(e) .  W i l l  t h e  
p r o j e c t  u t i l i z e  compet i t ive  
s e l e c t i o n  procedures f o r  t h e  
awarding of c o n t r a c t s ,  excep t  
where a p p l i c a b l e  procurement 
r u l e s  a l l o w  o the rwise?  

12. Cont inuing Reso lu t ion  Sec. 
522. I f  a s s i s t a n c e  i s  f o r  t h e  - 
produc t ion  o f  any commodity f o r  
e x p o r t ,  i s  t h e  commodity l i k e l y  
t o  be i n  s u r p l u s  on world 
markets  a t  t h e  t ime t h e  
r e s u l t i n g  product ive  c a p a c i t y  
becomes o p e r a t i v e ,  and i s  such 
a s s i s t a n c e  l i k e l y  t o  c a u s e  
s u b s t a n t i a l  i n j u r y  t o  U.S. 
producers  of  t h e  same, s i m i l a r ,  
o r  competing comnodity? 

I t  is  a n t i c i p a t e d  t h a t  t h e  t e c h n i c a l  
a s e i s t o n c e  and equipment f o r  t h e  
p r o j e c t  w i l l  b e  procured from U.S. 
p r i v a t e  s e c t o r  sources .  

The loan  agreement w i l l  r e q u i r e  t h a t  
c o u n t e r p a r t  c o n t r i b u t i o n  w i l l  b e  uoed. 

There i s  no e x c e s s ,  U.S. owned l o c a l  
cu r rency  a v a i l a b l e  f o r  t h i s  program. 

Yes. 

This  p r o j e c t  w i l l  not  d i r e c t l y  produce 
any commodity f o r  e x p o r t  which i s  
produced i n  t h e  U.S. 
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B . FUNDING CRITERIA FOR PROJECT 

1. Development A s s i s t o n c e  P r o j e c t  
C r i t e r i a  -- 
a. FAA Sec. 102(5); Sec.  llli 
113: 281 (2). Exten t  t o  which 
-d . . 

a c t i v i t y  w i l l  ( a )  e f f e c t i v e l y  
invo lve  t h e  poor i n  
development,  by e x t e n d i n g  
access t o  economy a t  l o c a l  
l e v e l ,  i n c r e a s i n g  
l a b o r - i n t e n s  i v c  p roduc t ion  nnd  
t h e  use  o f  a p p r o p r i a t e  
technology,  sp reed ing  
i n v e s  tmene o u t  from c i t i e s  t o  
s m a l l  towns and r u r a l  areas ,  
and i n s u r i l v  -,vide p a r t i c i p a t i o n  
of  t h e  poor  I n  t h e  b e n e f i t s  of  
development on  n s u a t n i n e d  
b a s i s ,  usir-4 :tic a p p r o p r i a t e  
U.S. i n s t i - t u t i o n s ;  ( b )  h e l p  
develop c o o p e r a t j v c s ,  
e s p e c i a l  l y  by t e c h n i c a l .  as -  
s i s t a n c e ,  t o  a s s i s t  r u r a l  and 
urban poor t o  h e l p  themselves  
toward b e t t r r  l i f e ,  and o t h e r -  
wise  encourage  dcmocra t l c  
p r i v a t e  and l o c c i  govcrnmento 1 
i n s t i t u t i o n s ;  ( c )  Yupport the 
s e l f - h e l p  e f f o r t a  o f  deve lop ing  
c o u n t r i e s ;  !dl promate t h e  
p a r t i c i p a t i o n  of women i n  t h e  
n a t i o n a l  economies of 
dcve lop ing  c o u n t r i e s  and t h e  
improvement of women's s t a t u s ;  
and (e! u t i l i z e  and encourage  
regiona  1  c o o p e r a t i o n  by 
developing countries? 

105 106 107. Is ~ 8 s i s t n n ; e  ---- 
be ing  made a v a i l a b l e ?  ( I n c l u d e  
o n l y  a p p l i c a b l e  paragraph which 
co r responds  t o  source of  funds  
used. I f  more t h a n  one fund 
s o u r c e  i s  used for p r o j e c t ,  
i nc lude  r e l e v a n t  pnragraph for 
each fund source .  ) 

( d l  Women's p a r t i c i p a t i o n  i s  promoted 
through e q u a l  a c c e s s  t o  sub loans  by 
small b u s i n e s s e s  owned and opera ted  by 
women. 



( 1 )  [ l o 3 1  f o r  a g r i c u l t u r e ,  
r u r a l  development o r  
n u t r i t i o n ;  i f  s o  ( a )  
e x t e n t  t o  which a c t i v i t y  i s  
s p e c i f i c a l l y  des igned  t o  
i n c r e a s e  p r o d u c t i v i t y  and 
income of r u r a l  poor;  103A 
i f  f o r  a g r i c u l t u r a l  
r e s e a r c h ,  f u l l  account  
s h a l l  be  t aken  o f  t h e  needs 
of  s m a l l  f a rmers ,  and 
e x t e n s i v e  use  of f i e l d  
t e s t i n g  t o  a d a p t  b a s i c  
r e s e a r c h  t o  l o c a l  
c o n d i t i o n s  s h a l l  be made; 
(b )  e x t e n t  t o  which 
a s s i s t a n c e  i s  used i n  
c o o r d i n a t i o n  w i t h  programs 
c a r r i e d  o u t  under  Sec. 104 
t o  h e l p  improve n u t r i t i o n  
of  t h e  peop le  o f  deve lop ing  
c o u n t r i e s  through 
encouragement o f  i n c r e a s e d  
p roduc t ion  o f  c r o p s  w i t h  
g r e a t e r  n u t r i t i o n a l  v a l u e ,  
improvement of p lann ing ,  
r e s e a r c h ,  and educn t  i o n  
w i t h  r e s p e c t  t o  n u t r i t i o n ,  
p a r t  i c u l o r l y  wi th  r e f e r e n c e  
t o  improvement and expanded 
u s e  o f  ind igenous ly  
produced f o o d s t u f f s ;  and 
t h e  under t ak ing  o f  p i l o t  o r  
demons t ra t ion  o f  programs 
e x p l i c i t l y  a d d r e s s i n g  t h e  
problem of m a l n u t r i t i o n  o f  
poor and v u l n e r a b l e  people ;  
and ( c )  e x t e n t  t o  which 
a c t i v i t y  i n c r e a s e s  n a t i o n a l  
food s e c u r i t y  by improving 
food p o l i c i e s  and 
management and by 
s t r e n g t h e n i n g  n a t i o n a l  food 
recjerves, w i t h  p a r t  i c u l n r  
concern f o r  t h ~  needs of  
the poor ,  Lhrough measures 
encouraging domest i c  
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( a )  The p r o j e c t  w i l l  d i r e c t l y  
s t i m u l a t e  l a b o r  i n t e n s i v e  p r o d u c t i o n  
and inves tment  i n  r u r a l  a r e a s  through 
i t s  sub  l end ing  program f o r  r u r a l  and 
a g r i c u l t u r a l  i n d u s t r i e s .  The 
development o f  r u r a l  small b u s i n e s s e s  
w i l l  i n c r e a s e  income t o  bo th  b u s i n e s s  
owners and t h e i r  employees. 



produc t ion ,  b u i l d i n g  n a t i o n a l  food 
r e s e r v e s ,  expnnding r v n i l a b l e  s t o r a g e  
f a c i l i t i e s ,  r educ ing  p o s t  h a r v e s t  food 
l o s s e s ,  and improving food d i s t r i b u t i o n .  

( 2 )  [ I041  Eor p o p u l a t i o n  p l a n n i n g  
under  sec .  104 (b )  o r  h e a l t h  under  s e c .  Not App l i cab le .  
104 ( c ) ;  i f  s o ,  ( i )  e x t e n t o  t o  which 
a c t i v i t y  emphasizes low-cos t ,  
i n t e g r a t e d  d e l i v e r y  sys tems f o r  h e a l t h ,  
n x t r i t i o n  and fami ly  p lanning for t h e  
p o o r e s t  peop le ,  w i t h  p a r t i c u l a r  
a t t e n t i o n  t o  t h e  needn o f  mothers  and 
young c h i l d r e n ,  u s i n g  paramedical  and 
a u x i l i a r y  medical  pe r sonne l ,  c l i n i c s  
and h e a l t h  pont s ,  comn~ercia l  
d i s t r i b u t i o n  s y s t i t m s  n11d o t h e r  moden o f  
community r c n ~ c r c ! ! ! .  

( 4 )  (1051 f o r  educn t ion ,  p u b l i c  
a d m i n i s t r a t i o n ,  o r  human reoources  
development;  i f  s o ,  e x t e n t  t o  which 
a c t i v i t y  s t r e n g t h e n s  norLorna1 
e d u c e t i e n ,  makes Eorrnu 1 e d u c a t i o n  more 
r e l e v a n t ,  e s p e c i a l l y  f o r  r u r a l  Enmi l i e s  
and urban p o o r ,  o r  s t r e n g t h e n s  
management c a p e b i l i t y  of  i n s t i t u t i o n s  
e n a b l i n g  t h e  poor t o  p a r t i c i p a t e  i n  
development; and ( i i )  e x t e n t  t o  which 
a s s i s t a n c e  provides  advanced e d u c a t i o n  
and t r a i n i q ~  o f  peop le  i n  deve lop ing  
c o u n t r i e s  i n  such d i e c i p l i m s  a s  a r e  
r e q u i r e d  f o r  p'lnnnirlg and  
implementa t ion  of p u b l i c  and p r i v a t e  
development a c t i v i t i e s .  

( 5 )  (106; ISDCA of 1980, Sec. 3041 
f o r  e n e r g y ,  p r i v a t e  vol .untary 
o r g a n i z n t i o n s ,  nnd s c l e c t c d  development 
a c t i v i t i e s ;  i f  s o ,  e x t e n t o  t o  which 
a c t i v i t y  i s :  ( i )  ( a )  concerned w i t h  
d a t a  c o l l e c t i o n  and a n a l y s i s ,  t h c  
t r a i n i n g  o f  s k i l l e d  p e r s o n n e l ,  r e s e a r c h  
o n  and development o f  s u i h b l e  ene rgy  
s o u r c e s ,  and p i l o t  p r o j e c t s  t o  t e s t  new 
methods o f  energy prod*.~ct ion;  (b) 
f a c i l i t a t i v e  of  g e o l o g i c a l  and 
geophys ica l  su rvey  work t o  l o c a t e  
p o t e n t i a l  o i l ,  n a t u r a l  g a s ,  and con1  
r e s e r v e s  and t o  encournpe e x p l o r a t i o n  

Not App l i cab le .  
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l o r  p o t e n t i a l  o i l ,  n a t u r a l  g a s ,  and 
c o a l  r e s e r v e s ;  and ( c )  a  cooperae ive  
program i n  ene rgy  p roduc t ion  and 
confiervat  ion  through rcrsearch and 
Java lopn~an t  and uua of amal l  s c u l a ,  
d e c e n t r a l i z e d ,  renewable energy source  e 
f o r  r u r a l  a r e a s ;  

( i  i )  t e c h n i c a l  c o o p e r a t i o n  and 
development, e s p e c i a l l y  w i t h  U.S. 
p r i v a t e  and v o l u n t a r y  o r  r e g i o n a l  and 
i n t e r n a t i o n a l  development,  
o r g a n i z a t i o n s ;  

( i i i )  r e s e a r c h  i n t o ,  and e v a l u a t i o n  
o f ,  economic development p rocess  and 
t echn iques ;  

( i v )  r e c o n s t r u c t i o n  a f t e r  n a t u r a l  o r  
manmade d i s a s t e r ;  

(v) f o r  s p e c i a l  development . 
problems, and t o  e n a b l e  p roper  
u t i l i z a t i o n  o f  e a r l i e r  U.S. 
i n f r a s t r u c t u r e ,  e t c . ,  a s e i s t a n c e ;  

( v i )  f o r  programs o f  u rban  
development, e s p e c i a l l y  s m a l l  l a b o r  
i n t e n s i v e  e n t e r p r i s e s ,  marke t ing  
sys tems,  and f i n a n c i a l  o r  o t h e r  
i n s t i t u t i o n s  t o  h e l p  urban poor  
p a r t i c i p a t e  i n  economic and s o c i a l  
development. 

c. [ I071  Is a p ~ r o p r i a t e  
e f f o r t  p l aced  on use  of  
a p p r o p r i a t e  t ethnology? 

d .  FAA Sec. 1 1 0 ( a ) .  W i l l  t h e  
r e c i p i e n t  c o u n t r y  p rov ide  a t  
l e a s t  25% o f  t h e  c o s t s  of t h e  
program, p r o j e c t ,  o r  a c t i v i t y  
w i t h  r e s p e c t  t o  which t h e  
a s s i s t a n c e  i s  t o  be  f u r n i s h e d  
( o r  h a s  t h e  l a t t e r  c o s t - s h a r i n g  
requirement  been waived f o r  
" r e l a t i v e l y  l e a a t -  
developed" c o u n t r y ) ?  

By ex tend ing  c r e d i t ,  t e c h n i c a l  
a s s i s t a n c e  and t r a i n i n g  t o  small f i r m s ,  
t h e  p r o j e c t  w i l l  involv .  t h e  poor  i n  
development and w i l l  i n c r e a s e  income t o  
both  b u s i n e s s  owners and t h e i r  
employees. 

Not App l i cab le .  

Yes. 
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e. F M  Sec. 110(b) .  W i l l  
g r a n t  c a p i t a l  a s s i s t a n c e  be 
d i sbursed  f o r  p r o j e c t  over  more 
than 3 y e a r s ?  I f  s o ,  has  
j u s t i f i c a t i o n  s a t i s f a c t o r y  t o  
Congress been made, and e f f o r t s  
f o r  o t h e r  f i n a n c i n g ,  o r  i e  t h e  
r e c i p i e n t  coun t ry  " r e l a t i v e l y  
leas t -deve loped?" 

f .  FAA Sec. 2 8 l ( b ) .  Descr ibe  
e x t e n t  t o  which program 
recogn izes  t h e  p a r t i c u l a r  
needs ,  d e s i r e s ,  and c a p a c i t i e s  
of t h e  people  of t h e  coun t ry ;  
u t i l i z e s  t h e  c o u n t r y ' s  
i n t e l l e c t u a l  r e s o u r c e s  t o  
encourtigc i n s t i t u t i o n a l  
d e v e l o ~ m e n t ;  and suppor t8  c i v i l  
educa t ion  and t r a i n i n g  i n  
s k i l l s  r e q u i r e d  f o r  e f f e c t i v e  
p a r t i c i p a t i o n  i n  governmental 
p rocesses  e s s e n t i a l  t o  
self-government.  

g. FAA Sec. 122(b) .  Doe8 t h e  
a c t i v i t y  g i v s  reaconable  

Yes. 

The  p r o j e c t  d i r e c t l y  r ecogn izes  and 
u t i l i z e s  t h e  needs ,  d e s i r e s  and 
c a p a b i l i t i e s  o f  t h e  popu la t ion  and of 
t h e  implementing agenc ies .  

Yes. The p r o j e c t  should c o n t r i b u t e  
promise of c o n t r i b u t i n g  t o  t h e  d i r e c t l y  t o  t h e  development of economic 
development of economic r e s o u r c e s  and t o  i n c r e a s i n g  t h e  
r e s o u r c e s ,  o r  t o  t h e  i n c r e a s e  p r o d u c t i v e  c a p a c i t y  of t h e  Dominican 
of p roduc t ive  c a p a c i t i e s  and Repub 1 i c  . 
s e l f - s u s t a i n i n g  economic growth? 

2. Development A s s i s t a n c e  P r o j e c t  
C r i t e r i a  (Loans 0 n l v )  

a. FAA Sec. 122(b).  
Informat ion and conc lus ion  on 
c a p a c i t y  of t h e  coun t ry  t o  
repay t h e  loan a t  n reasonab le  
r e c :  of i n t e r e s t .  

b. FAA Sec. 620(dI. I f  -- 
a s s i ~ t a r i c e  i s  fo r  any 
??-oi .:.c ,. i v e  e n t e r p r i s e  which 
~11'1 p,;mpece wi th  U.S. 

The Dominican Government end t h e  
C e n t r a l  Bank a r e  no t  i n  d e f a u l t  on any 
A I D  loans  and appear  capab le  t o  repay 
t h e  proposed loan.  

Not a p p l i c a b l e .  

c , . t .  - : r i s ? o ,  16 t h e r e  an 
agreement !-y the r e c i p i e n t  
counL:-v t o  prevent  expor t  t o  
t h e  U . 2 : .  of more than 20% of 
t h e  e n t e r p r i s e ' s  annual 
p roduc t ion  dur ing  t h e  l i f e  of 
t h e  lcm? 



3. P ro j ec t  C r i t e r i a  So le ly  f o r  
Economic Support Fund 

a. FAA Sec. 531(a) .  W i l l  t h i s  Not app l icab le .  
a s s i s t a n c e  promote economic o r  
p o l i t i c a l  s t a b i l i t y ?  To t h e  
e x t e n t  p o s s i b l e ,  does i t  
r e f l e c t  t h e  po l icy  d i r e c t i o n s  
of  s e c t i o n  1021 

b. FAA Sec. 531 ( c ) .  W i l l  
a s s i s t a n c e  under t h i s  chap te r  No. 
be used f o r  m i l i t a r y ,  o r  
parami l i t a ry  a c t i v i t i e s ?  

ANNEX C 
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ENVIRONElENTAL TImSIIOLD DECISION 

Project Locat ion 

P r o j e c t  T i t l c  and Ntunber - 

Funding 
, 

Life of Project- -- 
I E E  Prepared by 

:: Dominican Republ ic  

,..*- 
: Small Indus t ry  Development --' 
' 517-0150 

: $5,000,000 Loan; $850,000 Grant 

: 5 years, FY-82 - FY-OG 

r Charlcn Rlenks to in ,  D i r ec to r  
C a p i t a l  Resources Development 

Recomnlended Threshold D c c i s ,  : Negative Determination 

Bureau Threshold Dec i s ion  : 'Concurrence with recommendation 

A c t i o n  : Copy t o  P h i l i p  Schwab, D i r ec to r  
USAID/Santo Domingo 

: Copy to  Char les  Blankstein 
USAID/Santo Domingo . 

: Copy t o  Barry Burnc t t ,  LAC/DR 

t Copy to  XEE f i l e  

James S. Hes t e r  
Chief, Environmental Officer 

' Buraau for L a t i n  America 
and the Caribbean 
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PROJECT LOCAT I0 N: 
. . 

Dominican Rcpub l i c  

Small Industry Devclopnent PROJECT TITLE: 

FUNDING: 

LIFE OF PROJECT: 

$5 Z i l l i o n  b a n  - $850 - Grant 

Fivc years, FY-1982/FY-1986 

Charles Rlankstcin,  Director, Capital  Resources 
Development 

IEE PREPARED by: 

ENVIROWENTAL ACTION P.ECCWENDE2 r . Negot i v c  D c t e m i n a t i o n  

CONCURRENCE; Ronaid F. Ve nez ia ,  Acting Direc tor  USAID/DR 

Signature J V 
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1. I?.xirn~J.r~atiut~ 13(: Fl,~turf~,-:~:!!l~~-?~~t- t?l!;lll(.~-llrl~~ (IT- .!!!Iv~ ~ : o t ~ n i ~ ! r ~ t : ; t l  Impact::; --. 

U t ~ d c r  t h e  r u  1 . ~ 8  propnr,c*~l i n  1l;lnlll 11-noF: 3 , i n r  c.r~vi ror~rncn t n  I. p x o c c d u r c s  
n I ~ X  2 ,  I 2 I .  1 1 1 i  I c ( 2 )  ( x )  , I n i  t i i l l .  Envi roh-  
mantnl. Kxirmi.nnL ~ C . I I I : I  i~rc ~ j c ! i i t ~ t . ; l l  1 y 1 1 1 1 1  1 1 1  I t S ( * t l  f ~ ~ i  ~ ~ r i . ~ j c c L : ;  tha t  aru 
dos i r~nad  as support:  f o r  i n t c m c d i n l : ~ :  f.::-l?c! i t: irl::t- i.t:uL j nns  e x c e p t  i n  t h o s e  
p r o j e c t s  where  A. I. I). has c o t ~ t r - o l  ovf:r ri~ltpro j c c t  d p p r o v a l  or knowlcdcjo 
of s u b p r o j e c t s .  Thc proposnd p r o j e c t .  i s  clcsiqncd to e s t a b l i s h  a n  i n s t i t u -  
t i o n a l  mechanism c a p a b l e  of. pro\-idilic; a c o n t i n u o u s  s o u r c e  of c r e d i t ,  
t e c h n i c a l  a s s i s t a n c e  and  t r a i n i n g  t o  m?ll c n t ~ : p r e n c u r s  i n  t h e  Dominican 
R e p u b l i c .  

The p r o j e c t  w i l l  p r o v i d c  a l o a n  of  5 5  rnj.1.li.011 1:o YIDE t o  bc u s e d  fo r  
c r e d i t  t o  smal l  cntreprenellt:!;  throu!;!~ ; , i ~ c t j  c : ip t . inq  p r i v a t e  i n s t i t u t i o n s  
such' a s  conunerc ia l  banks  and 1-: n a n c i e r  a:;. Tetflnica!  a s s i s t a n c e  a n d  
t r a i n i n g  t o  t h e  szmc s m a l l  e n t r c p r c n c : : r s  w i l l  be p r o v i d e d  in such areas 
as bus . ines s  a d m i n i s t r a t i o n  and mar.ac;c?+:;lt p r a c t i c e s  throug!l e x i s t i n g  
o r  ncwly c s t a b l i s h c c ?  t c c h n i c c l l  a s s i c fanc :c  c e n t c r l ; .  A qran'; o f  $850,000 
w i l l  bc p r o v i d e d  f o r  t h e s e  ac t . iv i t ic2 : ; .  'The project p r o p o s e s  to work w i t h  
e x i a t l i n q  husincssc: :  i n  thl! pns::il~Ir- , I I - ~ - . I ~ ;  of ~ n : ~ r r ~ r F ; ~ c t u r i r i c ~ ,  food pro -  
C C S S ~ ~ I ~ J  ilnd :;crvi ccl3-ralrlt i a r l  i I I 'I'l~o: 4 1  ~ 1 : i  ;:,t?n of l o t ~ n o  to buni- 
n e s s e s  thiit. would havc: a s.il,jnif icaltt . 1 * i ~ . ; r * r : 7 ~  i * f l c c t  o n  t h c  cnv i ronmen t  
w i l l  Lo p p e c i f i c a l . l y  c x c l t ~ d c ~ ~ l  f'rom :I:;II!I:I(:  u:..:c:r t.kc terms of tho l o a n  
and  g r a n t .  Thcse  i n c l u d e  lo ,~n: :  f o r  t i 1 1  ri~,~nufn~tl:::a, i m p o r t a t i o n ,  d i s t r i -  
b u t i o n  o r  a p p l i c a t i o n  o f  pcsticidcs, I:., i:.,:; for min ing  corzl r e e f s ,  a n d  
l o a n s  wl-,ich would c o n t r i b u t c :  t o  t h e  iy~i:,lui t a t i o n  of endange red  s p e c i e s .  
No a c t i v i t y  of  t h e  p roposed  2 r o j n c t  c:s,~Ld 5e classified as a n  a c t i o n  
n o r m a l l y  h a v i n g  a s i y n i f i c c m t  effect o : ~  t h e  c n v i r o n n e n t  as c i t e d  i n  sub- 
p a r a g r a p h  (d) o f  t h c  same s e c t i o n .  

Based on t h e  a b o v e ,  t h i s  1% f i n d s  tha t .  t h c  p r o j e c t  w i l l  n o t  have a d i r e c t  
s i g n i f i c a n t  e n v i r o n m e n t a l  i m p a c t .  

.II. Reconmendat i o n s  f o r  Environmcnta 1. Act i on 

The p r o p o s e d  p r o j e c t  w i l l  f o s t c r  1 1 2  c h a n r j ~  w i t h  a d v e r s e  i m p l i c a t i o n s  
for t h e  human o r  n,-tCural cnv i ronmcn t  (I!' the: lh;?i.n:can Rcpul1 . i~ .  It is  
rccom~nc:ndcd t h a t  t h c  Chic. f '  1:rivj r ~ J I I ~ I I ~ * I I I  4 1  I o f  f i.ct:r f o r  Latin t l~nur ica and 
the C a r i l l ~ c a n  a p p r o v e  a Ncqilt. i vcl l)c.!tc~~:r~ I I I J ~  i on f01' Lhir: project. 
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ANNNEX B, 

Xmpac t Areas a n d  Sub-Areas 

A. LAND USE 

Impact: 
fdant i f i c a t i a n  
and Evrr lun t ion  I /  

1. Changing the c h a r a c t e r  o f  t h e  l a n d  t h rough :  

...................... a. I n c r e a s i n g  the p o p u l a t i o n . .  N 

................... b. Excractin): n:~r .urnl  r c o o u r s c s . .  -- N 
.................................... c. Land c l e a r i n g  N 

d .  Changing s o i l  character. . . . . . . . . , . . . . . . . . . . . . . . . .  N 

...................... 2. A l t e r i n g  n a t u r a l  d e f e n s e s  ;. .... N 

3. F o r e c l o s i n g  i m p o r t a n t  uses . . . . .  . . . . . . . O i . . . . . t . . . . . . . .  N 

4 .  J e o p a r d i z i n g  man o r  h i s  works ........................ N 

5. O t h e r  E a c t o r s  

B. WATER QUtUdZTY 

............................. 1. P h y s i c a l  s t a t e  o f  w a t e r .  N 

....................... 2. Chemical and b i o l o g i c a l  s t a t e s  N 

.................................. 3. E c o l o g i c a l  ba l ance .  N 

4. Ocher  f a c t o r s  

1/ - No e n v i r o m e n r a l  impact .  - 
L - L i r e  l c  environmental impac t .  .. --- 
M - Mocler;it.a environmc?ntal  imp; ,  ..*.. - ----.. 
H - HizI! r ! t ~ ~ i . r ~ n ~ n * r n ~ i ~ l  in1p;acr. 
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ANNEX B . 
C. A'IMOSPHERIC 

1. Air a d d i ~ i v c s . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . , . .  N 

....................................... 2.' Air p o l l u t i o n  N 

D. N A T U b L  RESOURCES 

..................................... 3. Noiae po l lu t ion  N 

4. ' Other fac tors  

1. Diversion,  a l t e r e d  use o f  water . .  ..,................ N 

2. Irrevers ib le ,  i n e f f i c i c n r  corsnitnents...,........... N 

3. Other fac tors  

E. CULTURAL 

1. Altering physical  symbols ........................... N 

2. D i l u t i o n o f  c u l t u r a l  t r a d i t i o n s  ..................... N 

3. Other fac tors  

- 
F. SOCIO-ECONOMIC 

1. Changes i n  economic/employment patterns.  ............ L 

............................... 2. Changes i n p o p u l a t i o n  N 

3,  Changes in c u l t u r a l  p a t t e r n s . . . . . . . . , . . . . . . . . . . . . . . .  -- N 

4, Other fac tors  



ANNEX B c 

C. HEALTH 
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...................... 1. 'Changing a natural  ctrviro~~mcltrt I_C_ N 

................. 2. E l i m h u t i n ~  nn acory~itcttl ulemclnt I.. N 

3. Other factors 

................................ 1. Internationalimpacts N 

............................. 2. ' Controversial impacts.. N 

3. Largerprogramirnpacts .............................. ?T 

4.  Other factors 
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CERTIFICATION PURSUANT TO 

Section 611 (e) of the 

FOREIGN ASSISTANCE ACT 

As Amended 

I, Philip R. Schwab, the principal officer of the Agency for International 

Development in the Dominican Republic, do herewith certify that in my 

juc'ment, the Dominican Republic has both the financial capability and 

hmes resouiecs to maintain and utilize effectively goods and services 

procured under the capital assistance project entitled Small Industry 

Development. 

This judgment is based upon the record of impl~rnantntion of AID-financed 

projects in the Dominican Republic and the results of the consultations 

undertaken during intensive review of this new project. 

Philip R. Schwab 
Director, USAID Dominican Republic 



REPUI.iL ICA Of  ~ b ~ l F I I C A N A  SLp 

SANTO OOMINGO, D. N. 

A l '  : Seiior 
Philip Schwab 
Director de l a  Agencia Intemacional 
para e l  Desarrollo, AIT) 

ANNEX F 

Corn es de s u  conociiniento el Gobierno Constitutional que 
preside e l  Ciudadano Presidente Dr. Salvador Jorge Blanco, tiene l a  firme 
decisi6n de incrementar e l  d c s a m l l o  de l a  pequeiia empresa a t r a d s  de 
nuevas fuentes y financiamiento y asistcncia t6cnica a dicho sector. 

En tdl  sentido, y con e l  objeto de hinamizar estas acti- 
vidades de l a  pequefia empresa, represcnrantes , del Gobierno Dominicano e l  
Bhco Central y l a  Agencis Interamericana para e l  Desarrollo (AID) disefia 
m n  de manera conjunta un proyccto por un monto de RD$7,850,000.00 (Sietz 
millones ochocientos cincuents m i l )  , 3 f in  de proporcionar recursos f i- 
nancieros y asistencia tgcnica a pecpciios empresarios. Dichos recursos se 
rian canalizados a travgs del Banco Central y las intermediarias financiij 
ras autorizadas para tales f ires.  

Por t a l  motivo, deseo presentar a nombre del' Gobierno 
Dominicano una solicitud de pr6stamo por un valor de IJS$S.O millones bajo 
las condiciones concesionsles que ofrrcc e l  AID para operaciones de este 

a s i  corn una cooperaci6n .t6cnica no recmbolsable por un monto de 
US "P" 850,000 .OO l a  c u d  scria clost inn& i~ cst.ttblocer nrecanismos inst i tucig 
nales de asistencia t6cni.ca il lor; pcqucfios empresarios. 

Deseo llcvar n su corlwinliento quc e l  Gobierno Dominica- 

Con scntimiqto dc consi.deraci6n y est.im, 
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Legal Constraints to Small Business P~rticipation 

Law 299, the Industrial Protection and Incentives Law, 
passed in 1968, was intended to promote import substitution through the 
use of incentives and tax exemptions. However, the impact of this 
protection was diminished considerably when Law 79 of 1970 permitted up 
to 50% exoneration of profit taxes for importers providing that the 
amount exonerated is invested in certain domestic activities. Also, the 
process of qualification of benefits under these laws has proven to be 
too complicated end costly for many small businesses. 

Law 221, Incentive8 for Smell Indvctries, passed in 1971, 
was intended to stimulate emall industries, workshops and artesany. 
Those who qualified could benefit from a reduced tariff in the following 
areas: a 5% tariff on import machinery, equipment, hardc~re; and a 10% 
tariff on imported raw materials. The greatest drawback of this low was 
that small industry was not defined. Those enforcing the law had no 
means to determine which industries qualified and which did not. Also, 
the small entrepreneur could not taka advantage of import tax exemptions 
for lack of capital with which to finance the imports. 

Law 69, the Promotion of Non-traditional Exports, passed 
in 1979, would grant additional tax exemptions ar,d use of parallel market 
foreign exchange by the exporters of non-traditional agto-industries. 
Again, small inaustry lacked the capital with which to avail themselves 
of the benefits under this law. 
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Enterprise  
S i z e  

Category Law 299 Law 221 Law 69 

Small 

Medium 

Large 

Source: XNTEC surveye,  1982 

*Def i n i t i o n e  : 

- Small : A e s e r n  between ~~$10,000 and ~~$250,000 

- Medium: A a s ~ t e  between ~~$250,000 and R D $ ~  m i l l i o n  

- Large : Assets  over RD$I m i l l i o n  
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A I D  Exper ience  i n  Small Businees  S e c t o r  1966- i i lZ  

Banco Popular  - Fondo pa ra  A r t e s a n i a  y  PequeRa Enipresa 

I n  1966, A I D  e s t a b l i s h e d  a  fund of $100,000 f o r  sma l l  
bu. ; ircss.  Loans v a r i e d  between $500 and $3,000. The maximum loan  amount 
was $3,b30 f o r  a  pe r iod  of 36 months, and t h e  maximum inves tment  i n  t h e  
company was $10,000. Loans were made t o  53 smal l  b u s i n e s s e s  g e n e r a t i n g  
208 jobs  a t  an  average  c o s t  pe r  job of $490. 

Under t h e  terms of sub-borrower l end ing  t h e  on ly  
s e c u r i t y  r e q u i r e d  was a  c h a r a c t e r  r e f e r e n c e  of t h e  b e n e f i c i a r i e s ,  and f o r  
t h i s  r eason ,  t h e  Banco Popu la r  d i d  n o t  i n v e s t i g a t e  t h e  payment r e c o r d s  of 
t h e  borrowers  b e f o r e  making t h e  l o s n a .  A s  a  r e s u l t  many l o a n s  were no t  
r e p a i d .  

Banco de  Reserves  

I n  1969, A I D  e e t a b l i a h e d  s l o a n  fund of $300,000 t o  p rov ide  
superv i sed  c r e d i t ,  t e c h n i c a l  a s s i s t a r i c e  and g e n e r a l  management a s s i s t a n c e  
t o  smal l  b u s i n e s s e s ,  which d i d  no t  have any o t h e r  a c c e s s  t o  c r e d i t .  The 
maximum loan amount was $7,500,  wi th  n term of 7 2  months,  and t h e  maximum 
c a p i t a l  inves tment  i n  t h e  b u s i n e s s  was $35,000. T h i s  t ime ,  both  a 
c o s i g n e r  and a  p ledge were necesaa ry .  T h i s  program approved 76 loans  and 
c r e a t e d  jobs  f o r  263 pe r sons ,  a t  a c o s t  of $1,225 p e r  job. I n  1970, t h e  
program was suspended by t h e  bank becnuse of  a  low ::c.:uperation r a t e .  

T h i s  o r g a n i z a t i o n  was formed i n  1967 a s  an agency fox 
community development. I n  1970, i t  o rgan ized  groups  i n  t h e  b a r r i o s  of 
Sonto  Domingo, which t r i e d  t o  c r e a t e  sma l l  b u s i n e s s  prodl lc t ion  u n i t s  and 
provided s m a l l  loans  f o r  machinery,  equipment and c a p i t a l .  A I D  made 
$35,000 a v a i l a b l e  which was matched by $115,000 from t h e  O f f i c e  of  
Community Development (ODC) and t h e  Corporaci6n de Fomento I n d u s t r i a l  
(CFI). 

The groups d i d  not. r e c e i v e  any t e c h n i c a l  a s s i s t a n c e ,  
and t h e  m a j o r i t y  of c a e e s  had no bunj.ncrrs exper i ence  o r  e x p e r t i s e .  The 
program d i d  not  hove adequate  s t a f f  f o r  follow-up. E v e n t u a l l y ,  t h e  
C o n l i t 6  was d i s s o l v e d .  

Lessons Learned from t h i s  E x ~ e r i e n c e  

i )  The need t o  e s t a b l i s h  c l e a r  c r i t e r i a  r e g a r d i n g  loan 
amounts, and types  of e l i g i b l e  b u s i n e s s ;  
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i i )  The need f o r  o c l e a r  p o l i c y  of l o a n  r e c u p e r a t i o n .  I f  
t h e r e  i s  a  s e n s e  t h a t  t h e  l o a n s  do  not have  t o  be  r e p a i d ,  
t hey  w i l l  n o t  be r e p a i d ,  and t h e  b e n e f i c i a r i e s  w i l l  n o t  
l e a r n  t h e  u s e  of c r e d i t ;  

i i j )  The need t o  e s t a b l i s h  a  g u a r a n t e e .  R a t h e r  t h a n  a  
spec  i f  i c  mor tgage ,  i t  c o u l d  be backed by "group  p r e s s u r e "  
such  a @  o C o o p e r a t i v e  o r  s S o l i d a r i o .  

i v )  The program shou ld  be  l i m i t e d  t o  e n t r e p r e n e u r s  w i t h  
e x p e r i e n c e  i n  t h e i r  f i e l d ;  

v )  C r e d i t  w i t h o u t  t e c h n i c a l  a s s i s t a n c e  c a n  be 
c o u n t e t p r o d u c t i v e .  

v i )  The l o a n / j o b  c r e a t i o n  r a t i o  d i m i n i s h e s  w i t h  t h e  s i z e  o f  
e n t e r p r i s e .  

Development of  Employment Polj* 

;"lore r e c e n t l y ,  USAID h a s  app roached  t h e  s m e l l  b u a i n e s s  
s e c t o r  f rom t h e  p e r s p e c t i v e  of  t h e  employment problem. I n  J u n e  1978,  
USAID a u t h o r i z e d  t h e  Employment P o l i c y  P r o j e c t .  The p r o j e c t  was d e s i g n e d  
t o  p r o v i d e  t e c h n i c a l  a s s i e t a n c e  t o  t h e  Dominican R e p u b l i c ' s  O f f i c e  of 
P l a n n i n g  and O f f i c e  of S t a t i s t i c s  (ONAPLAN/ONE) t o  d e v e l o p  i t s  c a p a c i t y  
t o  c o l l e c t  and  a n a l y z e  d a t a  and t u  f o r m u l a t e  p o l i c i e s .  A l though  t h e  
p r o j e c t  s t a r t e d  a s  a  s u r v e y  and s t a t i s t i c s - g a t h e r i n g  program, i n  i t s  l a s t  
p h a s e ,  (1980-1981) i t  was g i v e n  more of a n  a c t i o n  o r i e n t a t i o n  by t h e  GODR 
t o  d e v e l o p  p o l i c i e o  and s t r n t e g i e s  t o  combat unemployment and t o  r e l a t e  
l a b o r  s u p p l y  t o  demand. The p r o j e c t  hoe comple ted  househo ld  sample  
s u r v e y s  l o o k i n g  a t  employment q u e s t i o n s  i n  S s n t o  Domingo and S a n t i a g o ,  
s econda ry  c i t i e o  and r u r a l  o r e c s ,  Final a n a l y s i s  i n  now b e i n g  
comple ted .  The p r o j e c t  h a s  h e l p e d  t o  g s i n  a c c e p t a n c e  a t  t h e  h i g h e s t  
l e v e l  of government  of t h e  need f o r  d e v e l o p i n g  and imp lemen t ing  a n  
employment p o l i c y  i n  t h e  Dominican R e p u b l i c .  The GODR Employment P o l i c y  
G u i d e l i n e s ,  i s  a  d i r e c t  outcome of t h i s  p r o j e c t .  
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"l'ecl~nical A ~ a i  stance Statement of Work 

The general objective of the contractor services to be provided is to 
assist the Fondo de Inversiones para el Desarrollo Econ6mico (FIDE) 
within the Central Bank in developing two coordinated institutional 
subsystems to service the business development needs of small 
entrpreneurs, including a credit channel and a self sustaining technical 
assistance network. To achieve this objective, the contractor will 
provide ass5stance to project Technical Assistance Centers (TAC Is), 
Participating Financial Institutions (PFI's) and FIDE in the area of 
small business promotion and development 

A. Scop,r of Work 

The contractor will be responsible icr providing technical 
assistance to: TAC's and PFI's partkipacing in the project to upgrade 
ttchnical and manageridl functions; and to FIDE to develop and manage the 
overali technical assistance and sublending project subsystems. The 
contractor will work with FIDE, the PFI's and the TAC's and will develop 
criteria and procedures for the development and approval of individual 
small business development plans. (The development plans will include 
provision for needed credit and technical assistance). 

The technical assistance team will utilize a multidisciplinary 
approach in providing the services required to TAC1s and PFI's through 
FIDE, i.e. each advisor will coordinate hielher responsibilities as 
necessary to assure the success of the project effort. Assistance will 
include provision for both on and off shore training programs for TAC, 
PFI and FIDE officers. Specifically, the technical advisory teem will be 
responsible for providing the following assistance to FIDE: 

1. Prior to January 1983, assist FIDE in developing the 
detailed opexating procedures for the project technical assistance 
operation. These should include procedures for the approval and control 
of the technical assistance and other inpute providcd to the 'ilAC1s, PFI's 
and procedures to assure that the technical assistance received by the 
small businesses is adequate, Also included should be detailed 
procedures and criteria for the approval of small business development 
plans. 

2. During first year, carry out an assessment of the 
skill needs of FIDE, participating financial institutions (PFI's) and 
participating TAC's. Rased on this nsscsement, develop and implement a 
training program for FLOE, the PFI's and TAC personnel. (The training 
program could include both in-country and off-shore training activities). 

3. During first year of project: 

(a) Review FIDE's sublending and technical assistance 
policies, procedures, and eligibility criteria 
and make recommendations. 
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of manuals' setting 
forth the detailed sublending and technical 
assistance policies, procedures and eligibility 
criteria to be followed under the Small Industry 
program. 

4. Desien, coordinate and manage in-service training 
seminars for specialized staff of PFI's and TAC's in the following 
areas: accounting, distribution, marketing, plant maintenance, 
production control, financial management, public relations, and 
recruiting and training of advisors. (These courses may include 
participation of INFOTEP, IESC, INDOTEC, UCMM, etc. and on an off shore 
short term TA specialist). 

5 .  Assiat TAC's in developing effective operating 
procedures, in developing more cost effective methodologies, and in 
developing systems for accessing local small business entrepreneural 
talents. 

6. Assess institutional capabilities of TAC's proposed to 
participate during second year of project and make recommendations. 

7. Review detailed operating procedures of all 
participating TAC's and make recommendations. 

8. Design on evaluation system: to test effectiveness of 
sublending and technical assistance ssbsystems; to assess TAC progress 
towards achievement of financial self sufficiency; and to test 
periodically the progress of project in meeting targeted outputs, and 
achieving desired project purpose and goal. 

B. Budget 

- Small Industry Specialist 12 pm 

- Short-term TA 3 Pm 

- In country-courses 
( 2  coursee per year for 3 years) 

Total 

Total TA Budget 

- Total from above 
- 3 Training visits ( e . 8 .  Mexico, 

~olombia) 
- TA from other in-country sources 

( e. g . INFOTEP) 
Total 



ANNEX H-1 
Page 1 of  3 

FIDEIAID Revolving Fund P r o j e c t  ion  

The FIDEIAID r e v o l v i n g  loon  fund mechanism i s  based upon c e r t a i n  

assumptions which c a n  be a e o c r i b e d  i n  t h e  fo l lowing  way; 

1. A l l  sub-loans a r e  e s t i m a t e d  t o  have a n  ave rage  d u r a t i o n  o f  t h r e e  

y e a r s  (1-3 y e a r s  f o r  working c a p i t a l ;  3-5 y e a r s  f o r  p r o d u c t i o n  

and inves tment  c r e d i t . )  

2. The FIDE/AID Small  I n d u s t r y  C r e d i t  Fund o f  RD$; m i l l i o n  w i l l  b e  

f u l l y  d i s b u r s e d  d u r i n g  t h e  f i r s t  t h r e e  y e a r s  o f  t h e  p r o j e c t  

($1.168 m i l l i o n  y e a r  one;  $2.56 m i l l i o n  y e a r  two; and $3.272 

m i l l i o n  y e a r  t h r e e .  ) 

3. FIDE's e s t i m a t e d  income from i n t e r e s t  o n  l o a n  fund. ,  i s  based 

upon a n  ave rage  r e t u r n  o f  7% (8% f o r  l o a n s  i n  San to  Domingo and 

6% on  l o a n s  o u t s i d e  t h e  c a p i t a l .  ) See sub lend ing  s p r e a d  

a n a l y s i s .  

4.  The sub-borrower w i l l  make a n  annual  payment t o  FIDE o f  2% on  

t h e  o u t s t a n d i n g  l o a n  ba lance  f o r  t h e  purpose  o f  e n s u r i n g  t h e  PFI 

a g a i n s t  75% o f  t h e  v a l u e  o f  t h e  l o a n  i n  c a s e  o f  d e f a u l t ,  t h u s  

b r i n g i n g  t h e  t o t a l  i n f l o w  t o  FIDE t o  9%. See Guarantee b a n  

Fund A n a l y s i s ,  Annax 11-2. 
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The fo l lowing  FIDE/AID r e v o l v i n g  l o a n  fund p r o j e c t i o n  shows t h a t  

i n t e r e s t  income a c c r u i n g  t o  FIDE from PFI s m a l l  i n d u s t r y  l o a n s  i s  

s u f f i c i e n t  t o  cover  FIDE's c o s t s  and gunrnn tee  fund c o n t r i b u t i o n s ,  and a t  

t h e  same t i m e  g e n e r a t e  s u b s t a n t i a l  c a s h  s u r p l u s e s  used  t o  s t r e n g t h e n  t h e  

l o a n  c a p i t a l  of  t h e  r e v o l v i n g  fcnd.  The s c h e d u l e  i n d i c a t e s  t h a t  by 

p r o j e c t  comple t ion  a t  y e a r  end 1987, FIDE w i l l  have  added t o  t h e  

r e v o l v i n g  fund more t h a n  R~$450 ,000 ,  t h e r e b y  a l l o w i n g  t h e  TACs t o  deve lop  

more s m a l l  i n d u s t r y  l o a n s  and a c h i e v e  g r e e t e r  f i n a n c i a l  independence a s  

t h e y  approach n s e l f - s u e t n i n i n g  l eve  1. 
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Loan Fund 
Disbursenents Beginning of the  Year 
($7 mil l ion  Fund) 1,168,000 2,560,000 3,272,000 

Average Yearly * 
Fund Balance 1.007.844 3,201,444 5,934,378 6,864,711 7,000,000 7,000,000 7,000,000 7,000.03G 7,000,000 7,000,000 7,000,000 ~ , I JOO,P  

Accumulated 
Stirplus icr 
Relending - 14,956 83,741 202,899 342,838 488,226 861,586 1,253,567 1,665,090 2,097.132 2,550,107 3,t);t ,L:- 

Tota l  Cap i ta l  - .. -- 
F l w  1,007,844 3,221,400 6,018,119 7.067.610 7,342,836 7,488,226 7,861,588 8,253,567 8,665,090 9,097.132 9.550.707 10.0?6.4;- 

3: FIDE 
Allocat ion 30.296 96.835 180,905 212.452 220.726 - 

22 Sub- 
Bor rwer  20.227 64,653 120.784 141,847 143,371 l50.289 157,782 165,649 173,908 182,579 191,683 201 ,? i :  

r n L  Costs 

22 Mmin. E x p .  20,227 64.653 120,784 141,847 147,371 150,289 157,782 165,649 173,908 182,579 191,683 201,Z;i 

Fund Surplus  19.956 63.785 119.158 139,939 145.388 373,362 391.979 411,523 432.042 453,584 476,198 494,9&; 

AccurmlateC 
Surplus 19.956 83,741 202,899 342,838 488,226 861,588 1,253,567 1,665,090 2,097,132 2,550.716 3,026,914 3,526,PSt 

Th is  line i t em is ca lcu la ted  based upon an average y e a r l y  fund balance which assumes an average manthly payment over  t h r e e  y e a r s  wi th  approxinately 
1 / 3  of t h e  loan  recuperated a f t e r  one year. This  f i g u r e s  a l s o  inc lude  a s h o r t  l a g  time requ i red  f o r  t h e  TAC'S t o  prepare loan  p r o j e c t s  for 
approval  by t h e  PFI's and FIDE throughout t h e  l i f e  of t h e  p r o j e c t .  
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A n a l y s i s  of FIDE Guarantee  Fund Mechanism 

Upon i n i t i a t i o n  of t h e  Small I n d u s t r y  P r o j e c t ,  FIDE w i l l  have a 
ba lance  of approximate ly  ~ ~ $ 9 . 5  m i l l i o n  i n  i t s  Guarantee  Reserve  Fund f o r  
t h e  purpose of  ensur ing  PFI smal l  i n d u s t r y  loans  a g a i n s t  d e f a u l t  of up t o  
75% of t h e  loan  va lue .  Over t h e  l i f e  of t h e  p r o j e c t ,  FIDE w i l l  make a 3% 
c o n t r i b u t i o n  on a l l  p r o j e c t  l o a n s ,  the reby  i n c r e a s i n g  t h e  Guarantee  Fund 
l i q u i d i t y  by some ~ ~ $ 7 4 0 , 0 0 0 .  I n  a d d i t i o n  t o  t h e  FIDE c o n t r i b u t i o n ,  t h e  
sub-borrower w i l l  pay 2% on t h e  d e c l i n i n g  ba lance  of  s m a l l  i n d u s t r y  loans  
i n  o r d e r  t o  s t r e n g t h e n  t h e  c a p i t a l  of t h e  guaran tee  fund and broaden i t s  
usage.  The 2% Guarantee  Fund f e e  p a i d  f o r  by t h e  sub-borrower w i l l  over  
t h e  l i f e  of t h e  p r o j e c t  g e n e r a t e  an a d d i t i o n a l  ~ ~ $ 4 9 5 , 0 0 0 ,  thus  b r i n g i n g  
t h e  t o t a l  Guarantee  Fund up t o  RDS10.7 m i l l i o n  by t h e  end of  1987. 

Under t h e  assumption t h a t  a l l  ~ r o j e c t  loans  made by PFIs w i l l  make 
f u l l  use  of t h e  Guarantee  Fund, an  ee t ima ted  ~ ~ $ 5 . 5 5  m i l l i o n  (75% of 
R D $ ~  .4 m i l l i o n  l o a n  funds )  w i l l  be mainta ined a s  a sa feguard  i n  t h e  
u n l i k e l y  e v e n t  t h a t  s u b s t a n t i a l  l o a n  d e f a u l t s  w i l l  r e q u i r e  u t i l i z a t i o n  of 
t h e  funds  h e l d  i n  r e s e r v e .  Thus, FIDE w i l l  have a Guarantee  Fund s u r p l u s  
of ~ ~ $ 5 . 1 8  m i l l i o n  t h a t  w i l l  most l i k e l y  be used t o  g u a r a n t e e  l o a n s  f o r  
p r o j e c t s ,  o t h e r  than smal l  i n d u s t r i e s ,  o r  be invee ted  i n  shor t - t e rm,  
h i g h l y  l i q u i d  a a s e t s .  

Guarantee Fund Ana lys i s  (As of J u l y  31,  1982) 

Guarantee  Fund T o t a l  $12,421,987 

Less :  T o t a l  Loans Guaranteed (2 ,758,439)  

Funds U t i l i z e d  (152,117) 

Fund Balance  RD$9,511,431 

Fund Balance  9,500,000 

FIDE C o n t r i b u t i o n  3% 
( o v e r  5 y r .  l i f e  of p r o j e c t )  741,214 

Sub-borrower C o n t r i b u t i o n s  2% 
( o v e r  5 y r .  l i f e  of p r o j e c t )  494,882 

Es t ima ted  Value of Fund a f t e r  5 y r s .  $10,736,096 

Est imated Fund Balance i f  f u l l y  
employed under Small  I n d u s t r y  P r o j e c t  
($7.4 m i l l i o n  x 75% = 5.25 m i l l i o n )  5 ,550,000 

P r o j e c t e d  Guarantee  Fund S u r p l u s  $5,186,096 
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TAC Cash Flow Projections 

1. Dominican Development Foundation (DDF): In view of the institutional 
capacity of the DDF to develop and aseist omall entrepreneurs for their 
participation in the project,- it ie eetimated that the Foundation will be 
able to generste sufficient income from fees and commissions to reduce 
its cash shortfall to 5,611 by year 4. Although a slightly increased 
deficit is projected for years 5 and 6, it is most likely that if 
successful the DDF would consider increasing the initial technical 
assistance fee which, based upon the projected number of new loans, would 
allow the DDF to cover all of its costs by the end of the project. In 
addition, the DDF has proven itself to be an effective promoter of small 
industry and consequently would be able to tap other resources in order 
to overcome short-term cash flow restrictions. 
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TAC DDF 
PRWETED CASH 

WRTEDLIO --------- 
# OF' LUANS mDE CORING YEAR 

AVEHAGE SIZE QF LiDAN 3000 5000 7500 7500 7500 8000 - ------------------------------------------------------ 
$ VALUE OF POHTFOLJO - BEG. OF YE;AR 0 229680 502920 774400 ll35500 1272000 
$ W U E  - NEW W S  330000 550000 825000 1200000 1200000 1280000 
$ VALUE - RECUPERATIONS -100320 -276760 -553520 -838900 -1063500 -1224320 ................................................ 
$ VALUE OF PORTFOLIO - END OF YEA,P 229680 502920 774400 U.35500 1272000 1327680 ----------------------------------------------------- 
AVERAGE O/S U3AN BAWUJCE P W  YEAR 279840 641300 1051160 1554950 1803750 1939840 

ItcmE ----- 
LQW PACKAGING FEE - 3% ALL L139NS 9900 16500 24750 36000 36000 38400 
'IR W E  - 2% (BASED ON 759 QF O/S 4198 9620 15767 23324 27056 29098 
LOAN BALANCE) 

OTHER INCDlE - COURSES 2400 2640 2904 3194 3514 3865 ------------------------------------------------------ 
'IDTAL 0PERATI:NG INC(3ME 16498 28760 43421 62519 66570 71363 

EXPENSES ------- 
SALARIES - D I R E C l W  

- CHIEF OF DIVISION - PRCElOTER (4) 
- simummY 
- X ' W  BONUS 
- OlIBR BENEFITS (15% 

VEHICLE OPER & MM 
OFFICE SUPPLIES & mTERIALS 

m OPERATIM; EXPENSES 

OPERATING P R O F T T / ~  ( - -36895 -28905 -19255 -5611 -7492 -9155 

* 100% OF OPEPAmNG DEFICIT 36895 28905 19255 5611 7492 9155 

- 
Inflation factor of 8% used m -rating E%penses 
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2. PROAPE: On the basis of generating approximately 100 new small 
industry loans in year 3 of the project and with a slightly higher 
average loan size PROAPE is able to show a cash surplus at the end of 
year 3. With expanded loan portfolio in years 4 through 6 PROAPE will 
have a positive cash flow position throughout the remainder of the 
project, Even in the case of PROAPE adding another promoter to fortify 
its small industry development program, the TAC will still be capable of 
covering its costs in yeare 4 end 5. 
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17AC PHOAPE 
PWECTED CASH FLOK 

- YEARS - 
1 2 3 4 5 6 

AVERAGE SIZE OF UXN 8000 9000 9000 9000 9500 9500 

$ VALUE OF P O R ~ L I O  - BEG. OF YEAR 0 222720 554960 855720 991584 1180368 
$ V A L U E - ~ ~ S  320000 630000 900000 954000 U97000 ll87500 . 
$ VALUE - RECUPERATIONS -97280 -297760 -599240 -818136 -1008216 -1105660 ------------------------------------------------------ 
$ VALUE OF EXWImLIO - END OF Y E M  222720 554960 855720 991584 1180368 1262208 

AVERAGE O/S IX)AN BALANCE PER YERR 271360 703840 US5340 1400652 1684476 1815038 

I K a m  ----- 
W I N  PACKAGING FEE - 3% ALL URNS 9600 18900 27000 28620 35910 35625 
'Jh CHARGE - 2% (BASED CEJ 75% OF O/S 4070 10558 17330 21010 25267 27226 

Low BALANCE) 
UEiER 1- - COURSES 2400 2640 2904 3194 3514 3865 

------------_-----------------------.-------------- 
'.rWl% OPERATING IKCM3 16070 32098 47234 52824 68691 66716 

EXE'ENSES ------- 
SALARIES - DIRBCrOR 

- CHIEF OF DIVISION 
-pw=p.pTER - sEawmRY - X'MG m s  
- CrPHER BENEFITS (15% SAL) 

m a E  OgER & m 
OFTICE SUPPLJES & I % m S  

m OPERATING EXPENSES 

* 100% QF OPERATING DEFICIT 22134 9163 0 0 0 0 

* m m x a ~ s  ti ma WIPMENT 5000 o o o o o . 
* XXWL USAZD FUNDING 27134 9163 0 0 0 0 

Inflation factor of 8% used oil Operating Expenses 



3. CEPESA: With CEPESA taking a 
small industry lending in year one, it 
loans generating ~ ~ $ 3 2 , 7 0 0  in revenues 
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more conservative approach to 
is estimated that approximately 30 
will cover approximately 2/3's of 

CEPESA'S operating expenses in year one. However, CEPESA~S intent of 
developing larger size loans of from $25-35,000 in years 4 and 5 will 
allow the institution the financial flexibility needed to cover its costs 
and establish a profit generating trend. Tn this respect CEPESA is 
operating at an advantage compared to the ork*2r TACs by focussing its 
program assistance on larger size, less costly, small industry loans. 
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FORTFOLIO ------..- 
# QF ILYWS W E  WRING YERR 

SIZE aE. LOAN 12000 15000 20000 25000 35000 40000 

OF POHTFOLIO - END OF mR 250560 548640 775200 Ll61200 1673000 2029000 

O/S IAAN BALANCE PER YEAR 305280 699600 1061920 1593200 2292100 2851000 

UNN PACKAGING FEE - 3% ALL UXNS 10800 18000 2400C 37500 52500 60000 
'IR CHARGE - 2% (BASED CN 75% OF O/S 4579 10494 15929 23898 34382 42765 

- OKIEF OF DIVISION 8400 9072 9979 10977 12075 13282 - pi?cMnTi? (3 )  12600 13608 14697 15872 17142 18514 
- SECRETARY 3660 3953 4348 4783 5261 57 87 
- X t ~ S  QoJWS 3055 3299 3629 3992 4392 4831 
- ClMER BEEJEE'ITS (15% SAL) 5499 5939 6414 6927 7481 8080 

VEHICLJ2 QPER & MM 1800 1944 2138 2352 2587 2846 
OFFICE UPPLIES & MA'SEKZALS 2400 2592 2851 31 36 3450 3795 ----------------------------------------------------- 
nrrCIL OPERATING EXPENSES 49414 53367 58054 63157 68714 74767 

OPERATING PEUIFIT/LOSS ( -  1 -16635 -7233 -221 16435 36681 46863 

* 1008 OF OPERATING DEFICIT 16635 7233 221 0 0 0 

I n f l a t i o n  factor af 8% used on @crating EKpenses 



SOCIAL SOUNDNESS CASE STUDIES 
CASE STUDY No. 1 

DOMINICAN SHOE DIE CO. 

Owner: Rafael  Sdnchez 
Manufacturer of  c u t t i n g  d i e s  f o r  t he  shoe indus t ry .  
No. of employees: 6  
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This  bus iness  has  been going s i n c e  1969 bu t  has  never developed because 
of  t he  l a c k  of  funds,  and i t s  i n a b i l i t y  t o  broaden t h e  range of products.  

Due t o  t h e  lack  of  working c a p i t a l ,  M r .  SBnchez cannot buy t h e  proper  
m a t e r i a l  f o r  t he  d i e s ,  which i s  a  e t e e l  r u l e  imported from the  USA. 
I n s t ead ,  he buys used c a r  l e a f  spr inge.  These are formed t o  ehape i n  a  
homemade fo rge ,  and t he  c u t t i n g  edge ground by hand on a  g r ind ing  wheel. 
A s  a  r e s u l t ,  h i s  manufacturing c o s t s  a r e  excess ive  and h i s  p roduc t iv i t y  
per  man-hour t o o  low. 

M r .  Sdnchez c la ims  he  could i nc r ea se  h i s  s a l e s  and a l s o  supply c u t t i n g  
d i e s  t o  Puerto Rico i f  he had proper s t e e l  r u l e  and b e t t e r  machinery. 

Report of  v i s i t  of  September 8, 1381: 

The ques t i onna i r e  was completed and reviewed. Ae no f i n a n c i a l  records  
had been maintained,  t h e  b a s i c  accounting system was explained and s e t  up. 

Basic Problems: Present  manufacturing methods a r e  very an t iqua ted .  
Manufacturing c o s t s  a r e  t o o  high and q u a l i t y  of  t h e  f i n i shed  product i s  
not s a t i s f a c t o r y .  His range of is- t o o  l imi ted .  

Requirements: 

1. A marketing s tudy  t o  determine where products  can be s o l d ,  both i n  
the  n a t i o n a l  market and i n  Puerto Rico. 

2. I n v e s t i g a t e  p o s s i b i l i t i e s  of o the r  products  t q  i nc r ea se  s a l e s .  

3. Source a  US s u p p l i e r  f o r  s t e e l  r u l e .  

4. Determine machinery requi red ,  and i f  a v a i l a b l e  i n  l o c a l  market. 

5. Determine manufacturing c o s t s  with  presen t  process.  

6 .  F e a s i b i l i t y  s tudy  t o  j u s t i f y  purchasing e t e e l  r u l e  and a d d i t i o n a l  
machinery. 

A ba s i c  accounting system was i n s t a l l e d  comencing  i n  September and 
maintained month by month. The f i g u r e s  showed monthly s a l e s  were l e s s  
than  $3,000 and t h e  n e t  p r o f i t  was s o  low t h a t  t h e r e  was no way a  loan  
could be repaid.  

Regre t tab ly ,  t h e  conclusion wae reached t h a t  a g r e a t  d e a l  of a e s i a t ance  
would have t o  be g iven  t o  t h i s  bueinese i n  r e l a t i o n  t o  the  f u t u r e  
p o s s i b i l i t i e e  f o r  i t s  growth. 
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COMMENTS ON CASE No. 1: THE DOMINICAN SHOE D I E  Co. 

T h i s  i s  a n  example o f  a c a s e  where t h e  market  need was s e e n  and a 
product  was produced t o  meet t h a t  market  need. Lack o f  c a p i t a l  prevented 
M r .  Sgnchez from purchas ing  t h e  a p p r o p r i a t e  raw m a t e r i a l s ,  s o  ar, i n f e r i o r  
l o c a l  r e source  ( c a r  s p r i n g s )  was s u b s t i t u t e d .  Th i s  i n n o v a t i o n  llerved t o  
g e t  t h e  o p e r a t i o n  o f f  t h e  ground,  b u t  wi th  a r e l a t i v e l y  i n f e r i o r  p roduc t ,  
t h e  market ,  a e  w e l l  a e  t h e  growth p o t e n t i a l ,  was l i m i t e d .  Th i s  was a 
c l e a r  c a e e  o f  l a c k  of s u f f i c i e n t  c a p i t a l  f o r  equipment and f o r  i n p u t s .  
I n  s p i z e  o f  the f a c t  t h a t  t h e  c i i e n t  was reeponeive  t o  t h e  r e q u e s t  t o  
i n s t a l l  a n  accoun t ing  system, t h e  financiers s t i l l  could  n o t  p rov ide  a 
l o a n ,  simply because  p r o f i t s  were t o o  low. This  c a s e  shows t h a t  t h e  
prudent  f i n a c c e  companies ( n o  m a t t e r  what a l t r u i s t i c  mot ives  t h e y  might 
hzve) , w i l l  b e  fo rced  t o  make some h a r d  c h o i c e  under  t h i s  p r o j e c t .  
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CASE STUDY NO. 2 

DUARTE SANDAL COMPANY 

Owner: Orlando Mart Inez 

Lic .  Orlando Martlnez i s  an  accountant  who works p r i n c i p a l l y  i n  r e t a i l  
s t o r e s .  I t  i s  probably t h i s  background which gave him t h e  i d e a  t o  s t a r t  
making sandals .  He i s  no t  g iv ing  a l l  h i s  t i m e  t o  h i s  business ,  bu t  
r a t h e r  ob t a in s  o rde r s ,  a r ranges  f o r  t h e  purchase o f  raw m a t e r i a l s ,  and 
handles  co l l ec t i ons .  

He s t a r t e d  ou t  sometime i n  1981 with 5-6 employees i n  a emall  rented 
bu i ld ing  i n  V i l l a  Duarte, s e l l i n g  approximately $3,000 p e r  month. He 
q u a l i f i e d  f o r  a loan  under t h e  DDF's micro i ndus t ry  program, and t h i s  
enabled him t o  i ~ c r e a s e  h i s  bus iness ,  r e n t  a second bu i ld ing ,  and h i r e  4 
more employees. 

His business  i s  now a t  t h e  po in t  where he should move t o  a l a r g e r  
bu i ld ing  and spend about $1,500 on a d d i t i o n a l  machinery. 

He b e l i e v e s  he has  enough c o n t a c t s  t h a t  he  could i nc r ea se  monthly s a l e s  
t o  $6,000 bu t  he recognizes  t h a t  a s  t h e  shoe market i s  seasona l ,  he w i l l  
have t o  h i r e  a salesman t o  m a i n ~ a i n  t h i s  l e v e l  a s  we l l  a s  ob t a in  o rde r s  
i n  t he  secondary c i t i e s ,  

He has  a b a s i c  accounting system i n  ope ra t i on  a s  w e l l  a s  having c o n t r o l  
of h i s  manufacturing c o s t s .  

His f i n a n c i a l  needs a r e  a s  follows: 

1. Increreed working c a p i t a l .  Normally, c l i c n t o  pry i n  30 day8 but some 
of the  compet i t ion g ive  cig t o  90 days c r a d i t .  He does not have the  
resources  t o  permit  t h i s .  By o f f e r i n g  a lower p r i c e  he  i s  o f t e n  a b l e  
t o  o b t a i n  business  with  payment 30-45 days. 

2. Addi t iona l  machinery. Estimated c o s t s  $1,500, 

3. Larger manufacturing f a c i l i t i e s .  H e  i s  p r e sen t l y  paying $80 p e r  
month f o r  t h e  f i r s t  bu i ld ing  and w i l l  probably have t o  pay $125-175 
pe r  month with  enough space t o  a l low him t o  expend. 

He has  e s t a b l i s h e d  t h a t  he  i s  capable of i nc r ea s ing  h i s  business  and t h e  
f i r s t  loan  from DDF has  a s s i s t e d  him. iie w i l l ,  however, have t o  make a 
dec i s ion  when he i s  prepared t o  devote  100% of h i s  t ime t o  t h i s  business.  
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COMMENTS ON CASE No. 2: DUARTE SANDAL Co. 

The Duarte Sandal Co. ia an example of a micro induetry which under 
the DDF project grew to be a "small" industry. In a vieit to this 
factory, even the uninformed visitor can rapidly see the need for 
expansion capital. 

In an unwindowed room approximately 4 yard by 8 yards, 10 to 12 
people were working just as bard as they could. Most of them did not 
even look up to see the visitor. The visitor must remain outside looking 
in - not because he is unwelcomed (quite the contrary), but because there 
was no place large enough or safe enough to stand. The need to expand 
was apparent, but since the property was rented, there was no incentive 
to expand the existing facility. 

This firm h ~ d  an interesting (end unusual) division of management 
responsibilities. The shop manager was also the accountant (with some 
college training) while the owner was absent - presumaly out promoting or 
delivering sales. 

The lack of working capital is indicative of the unpalatable choices 
that a small businessman must make - sell at an even lower profit, or 
extend credit for longer periods - either choice would restrict cash 
flow. The need for equipment capital as well as for expanded facilities, 
would still have to be sought in the informal sector (or in this case, 
possibly DDF) . 

Thie ie one of the very few casea where all three type# of capital 
(working, equipment, and expaneion) could easily be injected, little or 
no TA would be needed. 
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CASE STUDY NO. 3 

HERNANDEZ BAKElCf 

Owner: Salvador  H e r d n d e z  
No. o f  Employees: 10 

M r .  i le tn indez i s  a n  e n t r e p r e n e u r  who h a s  had many y e a r s  o f  running h i s  
own s m a l l  b u s i n e s s .  This i s  t h e  second bakery he  h a s  opera ted  a l though  
h e  i s  n o t  a  baker  and knows very l i t t l e  about  t h e  bakery bus iness .  

We have been working w i t h  him c o n s t a n t l y  s i n c e  t h e  f i r s t  c o n t a c t  was made 
on September 3 and t h e  r e s u l t s  have been encouraging.  

Following complet ion of t h e  quos t ionnn i ro  two tauka were accomplished: 

1. S e t t i n g  up o b a s i c  accoun t ing  system. 

2. Determining manufactur ing c o s t s .  Up t o  t h i s  t ime he had no i d e a  o f  
vha t  h i s  c o s t s  were. 

S a l e s  and p r o f i t s  a r e  a s  fo l lows :  

September 
October 
November 
December 
January 
February 
March 
A ~ r i  1 

S a l e s  P r o f i t s  

From o u r  converea t ione  i t  was apparen t  t h a t  t h e r e  were two weaknessee i n  
:he way t h e  bue inees  was being run: 

r .  Having no knowledge o f  h i s  mnnufacturing c o e t e  h e  was n o t  c o n t r o l l i n g  
t h e  i n g r e d i e n t s  used i n  t h e  bakery ,  n o r  t h e  amount o f  waste.  It was 
suggested h e  should  spend more t ime i n  t h e  bakery l e a r n i n g  about  want 
went on ,  a s  h i s  s i n g l e  b i g g e s t  e x p e n d i t u r e  was i n  raw m a t e r i a l s .  

2. He was n o t  c o n t r o l l i n g  t h e  caoh r e g i s t e r .  A change was made e o  t h a t  
o n l y  he  o r  h i s  wi fe  would hand le  t h e  money. 

liis bakery being l o c a t e d  a t  t h e  edge o f  b a r r i o  C r i e t o  Rey was a d v e r s e l y  
a f f z c t e d  by t h e  p r e s e n t  economic c o n d i t i o n e .  For example, s a l e s  f o r  
Seprcmber, October and November averaged $8,146 a s  oppoeed t o  a  second 
qu..rter average  o f  $10,664. 
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H i s  o r i g i n a l  p l a n  had been  t o  spend $ 8 , 0 ~ 3  t o  remodel t h e  s t o r e  and add a  
second s t o r y  t o  a c q u i r e  more equipment a t  abou t  $5,000. H e  was 
encouraged t o  d e f e r  t h e s e  e x p e n d i t u r e s  u n t i l  t h e  ecoaomy improved, and i n  
t h e  meantime reduce  e x p e n d i t u r e s  t o  t h e  minimum and r e t z i n  t i g h t e r  
c o n t r o l  o f  t h e  o p e r a t i o n .  

To a s s i s t  him L e  u s e  o f  t h e  c a s h  book was i n t r o d u c e d  ( r e f e r  t o  t h e  c a s e  
s t u d y  Fanader l a  h i r i t a )  and t h i s  h a s  been s u c c e s s f u l l y  used  f o r  t h e  
months of  February ,  March and A p r i l .  

For example: 

Bank d e p o s i t s  
C a ~ h  on  hand 
Employees' l o a n s  

Net P r o f i t  March 1982 

Cash on hand 

Bank d e p o e i t s  
Cash on hand 
Employee s '  l o a n s  

Net p r o f i t  A p r i l  1982 

Cash on  hand 

180 day s h o r t  te rm d e p o s i t  
Cash on  hand 
Bank d e p o s i t s  
Employees' l o a n s  

A s  c a n  be s e e n ,  Mr. HcrnAndez h a s  now i n v e s t e d  $6,000 of  t h i s  s u r p l u s  i n  
s h o r t  te rm d e p o s i t s ,  and monthly w i l l  b e  adding more. T h i s  s e t  a s i d e ,  
c a p i t a l  w i l l  be  a v a i l a b l e  when he  r e q u i r e s  i t  i n  t h e  f u t u r e .  
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COMMENTS ON CASE No. 3: HERNANDEZ BAKERY 

This i s  a c a s e  where s imply  more e f f i c i e n t  u s e  o f  r e s o u r c e s ,  and more 
r e a l i s t i c  p l a n n i n g  were needed.  H i s  p l a n s  f o r  e x p a n s i o n  f a r  exceeded t h e  
c u r r e n t  economic r e a l i t y ,  and such  e x p a n s i o n  a t  t h e  p r e s e n t  t ime  c o u l d  
have  r e s u l t e d  i n  t h e  demise  of t h e  b u s i n e s s .  

M r .  HernBndez, a s  was found i n  a lmos t  a l l  c a s e 8  s t u d i e s ,  had n o  i d e a  
what t h e  c o s t s  of  o p e r a t i n g  h i s  b u s i n e s s  r e a l l y  were. E s t a b l i s h m e n t  of 
an  a c c o u n t i n g  sys tem was a  move in t h e  r i g h t  d i r e c t i o n ,  b u t  i n  t h i s  c a s e  
n o t  enough. The "Cusa book" app roach  was t h e n  c s t r b l i r h e d  where a l l  
money waa counted  and  r eco rded  a t  t h e  b e g i n n i n g  and t h e  end of each day.  

S i n c e  i t  was found t h a t  more efficient uea of c u r r e n t  r e n o u r c e r  
shou ld  r e s u l t  i n  accumulation o f  a d e q u a t e  c a p i t a l ,  'nie was a  c a s e  where 
T.A. and n o t  c a p i t a l  was needed. 


