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PROJECT AUTHORIZATION . 

Nane of Country: Guatemala 

Name of Project: Private Enterprise Development 

Number of Project: 520-0341 

1. Pursuant to Section 106 of the Foreign Assistance Act of 

1961, as amended, I hereby authorize the Private Enterprise 

Development Project for Guatemala involving planned obligations 

of not to exceed $10,000,000 in grant funds over a five (5) 

year period from the date of authorization, subject to 

availability of funds in accordance with ~ ~ ~ / a l l o w a n c c  process, 

to help ifi financing foreign exchange and local currency costs 

for the project. The planned life of the project is five years. 

2. The Project ("~roject") consists of assisting the 

Gove'rnment of Guatemala Ministry of Economy and the Guatemalan 

Entrepreneurial Chamber (CAEM) to strengthen the economic and , 
policy role oE private'enterprise in Guatemala. The Project 

components include the provision of techaical support to small 

and medium enterprises; promotion of private sector export 

development; development of private ficancial markets; and 

support for new private sector initiatives. 

3. The Project Agreement(s) which nay be negotiated and 

executed by officer(s) to whom such authority is delegated in 

accordance with A.1.D. regulations and Delegations of Authority 



shall be subject to the following essential terms and covenants . 
and major conditions, together with such other terns and 

conditions as A.I.D. may deem appropriate. 
I 
I 

Source and Oriqin of Commodities, Nationality of Services 

Commodities financed by A.I.D. under the project shall have 

their source and origin in the United States, the cooperating 

country, or other countries included in the Central American 

~ommon"Market (cACM), excluding Nicaragua except as A.I.D. may 

otherwise agree in writing. Except for ocean shipping, the 

suppliers of commoclities or services shall have the Qnited 

States, the cooperating country, or other countries included in 

the CACM excluding Nicaragua as their place of nationality, 

except as A.I.D. may otherwise agree in writing. Ocean 

shipping financed by A.I.D. under the Grant shall, except as 

A.I.D. may otherwise agree in writing, be financed only on flag 

vessels of the United States, the cooperating country, or other 

countries included in the CACM excluding Nicaragua. 



I. 

11. 

111. 

IV.  

v. 

V I  . 
VII. 

GUATEMAtA - 
PRIVATE ENEWRISE DEVELDWEN! PRCLJXT 

520-0341 
PRmEET PAPER 

Table of Contents 

Page 

A. Recent Econoinic Situation 9 
B. Qnstraints to Continued Private kterprise Devel-nt 10 
C. Project Strategy 10 

1. Project Approach 10 
2. Relationship to USAID Strategy an3 Other Projects 13 
3. Relationship to GO3 Activities 15 
4. Other Donors 16 

A. Pro:ject C a d .  17 
B. Project Pupsc 17 
C. Praject Elenents by m n e n t  17 

1. Snull and Medium Ehterprise Technical Support 17 
2. Export Promotion 25 
3. Financial Market Developn~nt Program 3 5 
4. New Private Enterprise Initiatives 44 - ESI'IMnTE mD FILSXHCIAL PLAN 5O 

A. &ligating Instruments 
D. Project Managanent Wnit (M) 
C. Role of Private Sector Implementing Organizations 
D. Role of the ?linistry of Economy 
E. Procurencnt Plan 

A. Technical ?Wnlysis 
3. Financial Analysis 
C. Economic Analysis 
D. Institut iorlal hnlysis 
E. -3ial S~u~3ncss Analysis 



VIII. OONDITI~, aNENNS, AND NX;CIIIIATI.NG STATUS 

IX. EVAWATION A R R A M G m  

A. Introduction 
B. Key Indicators 
C. Benchmsrk Profiles 
D. Evaluation 
E. W g e t  



Iogical Framework 

Statutory Checklist 

kqucst for Assistance and Organization Commitment 

l'cchnical Analyses 
Economic Feasibility 
-i.al Sourdness Analysis 
Institutional Feasibility 

Policy Dialogue Concerns of the Mission * 

Initial Environmental Examination* 

Proposal from the Chatemalan Management Rssociaticn for the F g e q  for 
Intcrnational Ucvelopent (AID) * 

Pric i l iq  and Financinq t5e ACC Training and Tedmical Assistancc Course * 

Exccrpts from tkc pbntraditioml Prduct rxportcrs Guild P r w a l  * 

Invcst~wnt Proposal for Guaranty kbrd * 

I\nalysis of the Liquid i ty  of thc Chtemalan Banking System * 

Sumwry of Analysis and Rcoomndations * 

Project Management Infornution System * 

Procurement Plan * 

C o ~ i c s  K e t a  i n c d  a t  M i s s i o n  and L A C / D R / C L N  ( A I o / w )  



PCX; Guatemalan Managemer.t Association 

~ f ~ f d  Pgency fcr International kvelopment/'dashing ton 

CAEM Chamber of Ehtrepreneurs 

CBI -ibbean Basin Initiative 

CQVAPM National Ekport Pronotion Cbuncil 

IX\EC Development Assistance Executive C o d  ttee (AID/W) 

EDA Export Development Mvisor 

E?z 

milix * 
ETPF 

GF 

GOG 

GUT ID 

MOG 

NPZI 

OIP 

PED 

PFI 

PID 

EMIS 

ETVN 

PP 

PRE 

RDP 

Rocw 
Stm 

S3E 

Export Processing Zones 

m r t  Promtion Ebnd 

Foreign Trade Production FacilLties 

Guaraqty Fund 

Governmefit of Guatemla 

Nontraditiols31 P r d u c t  Exporters G n i l d  

'inistry of U ~ n o n y  

New Private Ehterprisz Initiatives 

Office icf Industrial Policy of the :.Silistry of ikonmy 

Private Enterprise Devel.opment project 

Farticipating Financial Institutions 

Project Identification Cocument (preliminary project proposal) 

Project Msnagement Information Systems 

Project Managemait W.i t 

Project Paper (Final project description and f Ming proposal) 

Bureau for Private bterprise 

Rese arch Development and Promt ion 

kg:.oml Off ice for Central American Prapams 

Small and Medium Fhterprises 



That a Grant be approved in the ammnt of $10,000,000, with initial r"Y 
87 furding of $6,670,000, to be utilized over a f ive-year period. 

The Grantees will be the Gwznmnt of Guatemala for $940,000 ard the 
O?aniber of Ehtrepreneurs (CAEN) for $9,063,000. 

Under the Cooperative Fqreement with CAPI, sutyrants will ke made to 
the Nontradi t i m l  Prduct Exporters Guild, the Guatemalaii Management 
Association, and the Guatemalan Ch- of Finance. A Project Grant Agreement 
will bs sigmd with the ffi,to support private sector related technical 
assistance to CIX; agencies that would be precluded £run receiving assistance 
thrauyn the Pri~te Sector. Pri~te banks will also participate. in he 
Project thro~yh t\e Gkaranty Fund for sail and medium enterprise credit, to 
be financed with ESF generated local currency. 

Tt~e gml of the project is to broaden participation in natimal 
socio-ectxxxnic developnt. This will result in greater private sector 
investment, particularly in sqport of smll and medium slze enterprises (SME) 
and export production, leading to increased national incane and employment. 

The p w p s e  of the project is to strengthen the economic and policy 
role of private enterprise in Gutemla. This will result in -roved access 
by smll a d  medium size firms to technical and managerial krmwledge and 
financial resources; expmdd evport production of nontraditioml products; 
improvd capability of private sector firms and support institutions to meet 
the n d s  of primte enterprise: and an improved policy environclent responsive 
to private Sector needs within the context of national ecommic develqment. 

'be project corlsists of the follwing four components: 

1. Smll and E*.dium Enterprise Technical Support ($1.3 ~ilhcn) 
* 

This canpcxlent will s-rt the devel.opnent of an SE kvelopnent 
Centcr ln the Guatemalan Management Assa5ati.m (AGG). The Center will 
perform the follwing functions: (1) provide assistance to SME through 
appropriate training and technical assistance; (2 )  assist individuals and 
firm in tlle primte sector to develop the capability to provide training and 
technical assistance to meet SME needs; and (3)  establish a pcrclanent section 
within AGG to be a constituent oqaniwtion for SF. managers which will 



support CAEM in policy dialogue wit1 government a d  larger private sector 
organi w tions, -rate ar\ inforration network for SKE, and provide other 
caistituent s e ~ c e s  to SE manbership. 

2. ESrport 2rcm~~tion ($4.3 Million) 
0 

Resources will be provided under this component to address three 
principal areas of concern to Guatemalan export developnent and promotion: 
(1) conditions in the cuuntxy affecting exports, such as transprtation, 
finance, fiscal incentives, cmhrsoene bureaucratic procedures, foreign 
exchange and investment plicies; (2) external market access, including such 
areas as quzlity standards, pricing and cost structures, production capacity, 
and interhational trade support' by the and (3) internal problems of 
enterprises, including technical asistancs, improved access to information, 
and training with regard to'the export process. The component's activities 
will be carried out by the. Nontraditional Products Ekporters Guild, CAI%, and 
the Ministry of Economy, prirqily through a3WEX.. 

3. Financial I4arke.t Devel.opnent Ccmponen t ( $0.7 Million) 

Assistance under this ccmpnent will address the key constraints 
to more efficient financial markets: (1) conservative colrnnercial &ink lending 
plicies limiting access to credit by smll and medium enterprises; ( 2 )  
insufficiently developed free market forces in the financial markets; ( 3) lack 
of canpetition limiting t??e availability of finaxial products and services; 
(4) weak capital markets characterized by excessive dependence on denand 

. depsitt and sllort-term instruments to finace long-term invesmt 
requj.rements. 

This project will address sane of these problems directly through: 
(1) developnent of a Guaranty Fbnd to prmmte lending to small and mcdi.um size 
enterprises; and (2) financial market research, developnent and prmtion, and 
policy dialogue. 

4. New Private Enterprise Initiatives ($1.0 Million) 

'Ihe New Private Ehterprise Initiatives (NPEI) mrpment is the 
Mission's mechanism for research, developnent, pramtion, constituency 
building, policy studies, and institutional silpport in "other" private 
enterprise areas. The purpose of this canponent is to analyze on practical 
policy concerns, build constituencies for policy clmge, attract practical 
business people to take risks in emerging areas of interest (e-g., 
privatization), provide institutions - public and private - with the 
resources to engage in policy dialogue, implement desired changes, and test 
new approaches to private enterprise developncnt. 

Financing under this mmpnent will: (1) assist the Ministry of 
Ecaxlmy to strengthen the public sector in its capacity to address plicy, 
regulatory and implementation issues which support the Guatamlan econany and 
its private scjctor, primarily small and medium entrepreneurs (i.e., "plicy 



supply" ) ; ( 2) strengthen privzte sector efforts in resvch, develcgnent and 
articulation of .policy options in the area of privatization, and other mlicy 
areas, primarily those which eliminate major bottlenecks to m i c  expansion 
(i.e., "policy denwnd") ; and ( 3 )  create an international training fund to 
finance highly specialized short-term training abroad. 

* 

, 
Given the gml of brmdming participtim in the eaonmic developnent 

of the mw,try, the primary taryet group of beneficiaries will 'be m l l  and 
medium size enterprises. All components of this project directly address 
problems of SME. The financial mrkets camponenc deals with ccxlstraints 
limiting SNE access to financiai services. The export camponent seeks to 
expind nurkets for Sic ,  directly and also indirectly, by generating backward 
linkages of larger eAvrting firros to S.E suppliers. The New Rivate 
Enterprise Initiatives Ccrnponent.wil1 address m y  SME-related interests. 

. . 
Horever, spcific assistance will not be limited to S.IE if justified 

in terms of the USAID. strategy. For example, the Guaranty F'tmd will initially 
be targeted to smll m.d medium enterprises. Yet, the Funl's services may 
become avallJh1.e to other enterprises as rquird to proiite ot?.?er elemeqts of 
the project, such as cxprt pramtion ad privatization opportunities. 
ibbreovcr, the project will lay the basis for inproved economic p e r f o m c e  by 
the private sector at 1.arcjo thrqh increased access to credit, and improved 
technical ilild nmagerial skills. 

biu~agement of the project by USAID will be the responsibility of a 
project mulager contracted directly by USAID. The ~ r i ~ t e  sector portion of 
the project will be managed by GLEN through a Project Managemnt Unit (EFlU). 
The RfU will assist CADI in management of subgrants to participating 
institutims. The R.IU, staffed with personnel familiar with Am regulations, 
will provide the oversight nccessvy to ensure tht grant f~mds are used in a 
manner consistent with the objectives of the project. Long-term technical 
advisors will be contracted to assist each of the major p~rtici,oating 
institutions, as described in Section 111, Detailed Project hscription. 

Summary budget is presented in Table 1-1. 

Thc Project Cc~mmittee has reviewed the technical, emnaaic, financial, 
institutional, and social aspects of the project. B~sed on this review, 
support& by cor~sult~mt studies, the Conunittee i-emmmnds the authorization of 
the projcct for $10 million in grant funcis. 

' h e  projcct meets all applicable statutory criteri~. 'Pne project is 
not expected to have a detrimental impact on the environment, and a negative 
determination was r ecomndd  in the IEE. 
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H. PI0 Cable Issues 

'Ihe following c o m n t s  and responses to DRM: cable observations a r e  
keyed to the c i rc led  nurbers inscribed on the copy of S t a t e  056746, 27 
Fkbruary 1987 which reported on the DCIEC review of the  Private mterpc ise  
Drvelopnent (FED) Project  on February 6 ,  1987. 

The PP does not  discxlss the OX f inancial  management and 
administration system a s  a l l  government-owned loca l  currencies 
w i l l  be mnaged through the USAID local currency t r u s t  fund. 
S p c i f i c  allocations of the loca l  currency w i l l  be joint ly  
progrmnd by AID and the OX. Zhe .?Ii.ssion w i l l  pcwide 
descriptions of project  a c t i v i t i e s  t o  the Ministry of Finance for 
their  review. Ck.lce written approval by the  M3F is received, the  
Mission w i l l  promed with t h e  subscibing the loca l  currency 
agreemn ts with grant r ece ipien ts . 
The project  does not finance the production, processing for export 
or shipnent of any c i t r u s  product or other prcduct covered by 
PD-7 1. 

The project conforrrn with the requirements of the Lautenberg and 
Wlmper s amenclmc>ntc; . 
The Xission's pr i v a b  sector strategy bas been presented in AIDPJ 
and appr wed. 

Ihe I E E  has be& prepared in accordance with MEC cable guidance 
(see Annex G) . 

?he Mission is addressing microenterpr ise assistance i n  other 
a c t i v i t i e s  of USRID and other donors (See Guatemala 06516, June 
22,  1987, Congressional Notification: Microbusiness Promtion 
(oPG) 520-0377; and Microenterprise D e v e l o p n t  520-0375 planned 
for $2 mil l ion 'as  an FY 1988 s t a r t .  

In designing the guaranty fund ac t iv i ty ,  the Mission has taken 
into account problerru with guaranty funds experienced elsewhere. 
(see ?kchn i c a l  AnaLys is) . The Miss ion was ass  is ted in preparation 
of t h i s  ac t iv i ty  by PRE personnel familiar with experience in 
other countries. 

An extensive analysis  of the l iqu id i ty  s i tua t ion  is prwided i n  
Annex 52. 

A mcra-level assessmnt  of demand for individual subloans was not  
conducted a s  the existence of potential  demnd was confirmed by 
data developed in  mnnection with other p ~ o j e c t s ,  inquiries amng 
bankers , and consul tan t observations. Preparation of a conlplete 
c red i t  demnd analysis would consume both time and resources, 
which would have s2rved only t o  confirm the potent ia l  gemand 
without p r w  idinq accurate cstimtes of e f fec t ive  demand. The 
guaranty fund is to be funded gradually w e r  a period of t im t o  
t e s t  the ef fec t ive  m r k e t  demand. 



8c. Separate project profiles of the guaranty fi* SNE target group 
were not prepred as descriptive maf:~:rials on the target group and 
terms and amditions of guaranteed loans are provic?ed. Moreover, 
the project provides funds to develop mre detailed profits of SME 
as part of the initial implenentatim phase. 

8d. IDB activities ar5 not expected to impact an the project in the 
near term. This is further discussed unler Section 11.4, Other 

9. The Mission coordinated with PRE in preparation of this project. . A mZE representative made three TDYs to Guatemala in cunnection 
with this activity an3 the Mission drew on assist- provided 
under the PFtE Financial Markets Project. PRE is actively 
considering a $2 million dollar guaranty facility. The nature of 
the PRE operation is such that it could operate independently of 
the local currency-guaranty fund established under this project. 

10. The statutory collateral rq~irement of up to 200 prcent is 
red~uled by the guaranty mecl.lanism. The broader issue of 
collateral requirements will be addressed in connection with the 

: financial mket research, development, and prcarotion activities 
describd in the PI? and Anna 53. 

11. aAEX: advice to avoid complex and inflexible administrative 
provisions was follmed in project negotiations. Primxy 
responsibility for.appraisa1 and credit decisions is placed on the 
participating banks. Flexibility m d  ease of administration has 
been preserved . 

12. The number of participating banks is limited to three at the 
cxltset of the program. 

13. Participating banks are guaranteed for 50% of princi~l loss only. 

14. The guaranty fund will guaranty loans at current mket rates. 
Carmnercial lending rates are currently positive in real terms. 

15. The "Gpital Access" activity as catenplated at the PID stage is 
not included in the PP. The financial w k e t  research, 
developnent, and pramtion activity is sup~prted by the private 
sector as represented by the sponsoring organization. The scope 
and nature of this activity is described in S-ticjn I11 and Annex 
53. 

16. klicy issues to be addressed in this project will be determined 
primarily by the Guatemalan organizations involved. Policy issues 
not addressed under the project within the framework of interest 
of Guatemalan organizations will be addressed by the Mission 



through other mechanisms. Mission policy concerns - .  are discussed 
throughcwt the PP and in Annex F. 

The financial capability of CW!d to purse research and policy 
dialogue issues after the project is caplet& will be primarily a 
function of nemtership perceptions of the utility and necessity of 
such activities continuing. If CAE23 fails to meet this test, and 
there remains a ne'ed to pursue these activities, alternative 
instituticnal vehicles may be appropriate. In this connection, 
the participation of organizations such as AGG may offer 
constructive alternatives. 

1$. ?he Guild has condu&ed an analysis of GCG plicies.which inhibit 
export and investment activity and developed an Action Plan which 
reqmnds to its'membership's perceptions of priority 
requirements. The PP. supports implementaticn of the Guild ktion 
Plan. In addition, the project provides technical assistance to 
a W M  and the Guild which will address technical aspects of 
government policy constraints on exprt expansion. Since the 
project wbrks with the pri~te sector rather than w i t h  the GOG, a 
condition precedent that policy problems will be raved would not 
be effective. In the judgerent of tihe Mission, h k t  will be 
effective is the private sector developing sound arulyses of 
problems create3 by 03G policies and presenting sucfi analyses in 
effectivs policy dialogue. Notwithstanding the foregoing, the 
Guild program will be viable within the existing policy framework. 

19. The focus of all eoject mk-ts is to premote greater 
participatisn of S4E in the Investment and mrt activities to be 
undertaken. Although SME may not be the only beneficiaries, 
clcarJ-y the mandate of the project is to broaden prtrticipation in 
the economic developat of Guatem~la. 

20. These concerns were taken into account in the design of the 
Prccurement Plan (Section V.D. and Amex M) . 

21. Financial prcxdures concernillg the use of dollar and ESF local 
currency funds will be governed by two parallel agreements with 
each grantee with UShLD (one for the EA-f unded bllar portion of 
the project and one for the trust fund-financed Cuetzal portion of 
the project). Under these arrangements, both ESE' local currency 
and dollar disbusemnts are subject to AID amounting and audit 
prdures. 

22. The Mission will give careful consideration to the use 'of 8-A 
firms for procurement of g d s  and services wherever feasible. 

23. ?he project provides for a ccmprehensive ndtoring and evaluation 
plan as described in Section IX and Annex L. 
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A. Recent Ekomnic Situation 

Reactivation of' private investment and export development are a 
centerpiece of current GI3G ~lScies. With the pri~te sector accounting for 
85 percent of GDP, the continued economic developnent of Guatemala dew& 
heavily on the success of these efforts. 

Prior to 1980, Guatemala enjoyeci decades of steady eclomnic growth. 
This era came to an abrupt end in 1980-81 due to a ccsnbinatioi of factors, the 
most inprtant of which were regional political instability an6 'capital 
flight, declining export cmtmdity prices and counterproductive rrracroecollchnic 
policies. These factors contributed to cause a prolonged recession in 
Guatemala daring the first half of the 1980s, and reduced real per capita 
incame by 16.5 percent. This period also broug3t a substantial decline in 
b t h  public and private investmeit, with investment as a percentage of GDP 
falling from 12.0 percent in 1980 to 7.6 percent in 1985. 

Jhr ing  this time, g o v e m t  efforts to correct Guatemala's economic 
policy pro3len~ were weak a d  inconplete. The adoption of inap_oropriate 
policies to effectively deal with the economic crisis agqavatd unemplo-flat, 
intensifid poverty, e1i;ninated investment oppxtunities and exaxaged the 
idling of productive capacity. lhese policies also increased uncertainty, 
distorted foreign excharge transactions, and plarized public opinion. . 

After the social, political and economic tunmil of the early 198O1s, 
the democratically elected government of President Cerezo has restored a 
significant measure of d m  and hope for a demcratic political and e c o d c  
future; hut the realization of that hope in the near future will require 
extraordinary efforts. The effects of faulty economic policy in the past 
haunt current development efforts. 

Fgainst this lmckqround, it is evident that the developrent challenge 
in Guatemla includes not only the dismtling of macro economic policies t3at 
generate j.nflationary pressures and international payment difficulties. - 
Indeed significant progress has been achieved in the macroecodc policy area 
and, with U S N D  encouragement and assisLmce, a full appropriate policy set 
will soon be established. It is considerably more difficult, hcwever, to 

- . induce the structural adjustments needed to link Guatemala firmly to the 
broader wrld economy. lhese adjustments require that old mrkets and 
products assume less imprtance and that new ones be developed. They also 
required that non-econdc barries to full participation in the economic 
process by all economic agents be identified and swept away. Finally, to 
enable Guatemalan enterprises to ccmpete effectively in tough, canpetitive 
world markets, it is essential that private market mechanisms within the 
mqtry function smthly and efficiently to pernit prcmpt reactions to 
changes in market circumstances. 



A positive sign in the current situation is President Cerezo's 
acknowledgement that political and e m d c  deatization mxst go hand in 
hand. Influential private sector leaders as well as the G w e n m t  of 
Guatemala (GOG) recognize Lye need for e03nCanic as well as pclitical 
demcratization in Guatmla. Further, they recognize that ecln4nic 
derrrxratization requires a pri~te sector with broader prticip3tion, deeper 
canpetence, and greater influe,nce on eccxlQnic and social plicy.  - 

Guatemala has an historic opportunity to change the nature of its 
&my by bradening' participation and extending benefits of econdc grawth 
beyond traditional limits. Pri~te enterprise is the essential means of 
economic dmratization. But there are only two major areas of potential 
growth which can be extensively exploit4 in the near term to achieve 
significant mvenent toward .eccxlonic damrat ization: enhanc-nt of the 
small and nediurn enterprise subsector and exprt e.vparsion. ?his project 
addresses fundamental requirements to profit by these wrtunities including 
technical support, firm-cia1 seIvices, and a policy and institutional 
environment that encoura5es private enterprise. 

The project will result i.1 more competitive Guatemalan enterprises, 
mre effective private sector institutions, and a pdicy envirament more 
conducive to business. 

This project prcvides $10,000,00 in devclopnent assistance grant 
funds to help Gulltamla achieve a private sector-led economic demcratization 
by: . - improving private enterprise access to business "bx-ha.? and 

technical and financial services; 
- enhancing the capability of private organizations, rather than 

government, to serve technical, training, and financial needs of 
private enterprise; - expading participation of private enterprise in policy dialogue. 

Constraints to Continued Private hterprise Developnent 

While the GOG has substantially improved its econCanic policies, there 
are still a number of factors which impede the rate of pri~te enterprise 
develqmrent. Among these are: (1) imperfect capital and. financial. msxkets, 
limiting access of small and medium size enterprises to necessary credit to 
expand production fcr both danestic and export markets; (2) imperf~ct market 
mnpetition and inappropriate business practices, which linit the development 
and dissemination of technical and managerial knowldqe and 'skills required 
for existing entrepreneurs to expand their operations and for potential ~lcs 
to enter the markett and (3) weak priwte sector institutions to supprt small 
and medium size enterprises. The weaknesses help prevent broadening of the 
economic base and improvement of the traditionally skewd distribution of 
income. While sane aspects of these constraints will require public policy 
changes, others can be improved through the primte sector's own effort. 



C. Project Stratw 

1. Project Approach 

The project will support the USALD strategy by enhmcing the 
capability of the pri~te sector to develop andenegotiate its own agenda with 
the a O;I essential policy is2ues related to improving in~sstnent, employment 
and export markets. - 

Given the goal of broadening participation in the ammmic 
devclopnt of the country, the prbry target group or beneficiaries will be 
-1 and.mediun size enterprises. All components of this project address 
problems of SME. The financial mrkets cmrqcment deals w i a  mtraints 
limiting SME access to financial services. The exprt component seeks to 
m d  markets for SME, directly and also indirectly, by generating backward 
lir?kages of larger exprting fins& to SC suppliers. Tie New Private 
&terf.rise Initiatives Carrpanent will address mny SME-related interests. 

Wever, specific assistance will not be limited to SlYE if justified 
in terns of the USAID strategy. For e;cample, the Guaranty Elmi will initially 
be target& to smdl, and medium enterprises. Yet, the Fund's services may 
hcxxne available to oeLhnr enterprises as required to p m t e  ot.?.?r elenents of 
the project, such as exprt prmtion and ~rivatization opprtdties. 
Mrsover, the project will lay the basis for i-roved econonic prformarice by 
the private sector at large through increased access to crdit, and improved 
technical and m a g e r i a l  skills. . 

?he strategy of this project is to build developrat programs 
within existing private sector organizations in three crucial areas: 
technological transfer, nontraditional export expansion, and financial markets 
development. The project seeks to integrate action programs, andlyses, policy 
dialogue, and institutim building to achieve its objectives. USAID has 
determined that s tep~ise improvement in the day-to-day policy environment of 
business, rather than seeping. reform, is the m t  effective aprwch in this 
conservative economy. CQnplementary support will be provided to COS agencies 
to improve their capacity to meet private sector needs. 

This project focuses on the Guatemalan private sector, building on 
the substantial economic and institutional base which already exists. The 
project strategy is to wrk w i t h  established oqanizatians rather than to 
create new ones; to leverage resources already in place rather than to create 
new programs; to encourage leadership in policy dialogue and program 
d e v e l m t  by the Guatemalan private sector rather than to provide that 
leadership. k v e  all, the project seeks to pranrote Guatemalan ideas, assist 
Guatemalan initiatives, and capitalize on Guatemilan energies in pursuit of 
economic denrxlratization. 

To that end, in the three most important project cunpnents, the 
respnsible Guatm~lan organizations continue their prticip3tim in the 
project design and implcmentatim process by detailed identification of 



problem w h i c h  Guatemdlan private enterprise faces, 4 by determination of 
specific solutims appropriate to those problems. In these capments, the 
participating Guatemalan organizations will also determine what policy 
dialogue issues they will address and how. The bulk of project resources is 
focused on assisting SHE in three subseative areas: training ~ 7 d  technical 
assistance, nontraditimal exports, and financial m-kets. 

In of the& objectives, the project will pramte the 
following : 

a. management of technical assistance and training to assure not 
only the delivery of services to SME clients Eut  also that 
project resources are directed toward forms of assistance and 
clients which damstrate irripact in terms of increased sales, 
enrployment, 'investnent, and profitability; 

b. develomt . of .Guatemlan caPJbili ty to deliver such teckical 
services in the future; 

c. training Guatemlar managers, entrepreneurs, and technical 
personnel in skills essential t=> small and medim enterprise; 

d. expr t  expansion services; 

e. impi-ov~mnt of the viability ancl mmptitiveness of Guatemalan 
enterprises, primarily small and medium ones, in export as 
well as dmstic markets; 

f. analytical activities focused on identifying policy and 
operational prsblems which directly or indirectly cons train 
the grwth of primte enterprise in Guatemxla; 

g. feasibility studies, investor support, and prorrrotional 
assistance focused hm rapid implementation of a 
free-trade-production-facilities strategy, including the 
apening of at least one export processing zone; and 

h. promticma1 and business intelligence efforts designed to 
expand foreign markets for Guatemalan private enterprise, and 
to prcnmte danestic and foreign investment. 

The project also incorporates a loan guaranty mechanism primarily 
far SME borrowers. $5.5 million in local currency will capitalize a Guaranty 
Fhd which will be used to improve access of small and medium enterprise to 
credit from Guatemalan financial institutions. 

It is expected that additimll ccPnponents will be added to the 
project by ammdment when, as, and if other opportunities to strengthen 
private enterprise mature. To this end, an imprtant element of thr? project 
involves research, developncnt, and promtion of new initiatives. 



. . 
Overall ccordination for private sector participtim in the 

prgrm will reside with m, the princiwl grantee under the project; public 
sector participation will be coordinated thro-h the Ministry of Econcany and 
will focus on policy and regulatory changes designed to promte increased 
- 
firms and export production. , 

2. Relationship to U S I D  Strategy and Other Projects 

PED is the flagship project to support the Missiop's second 
objectivein its Action Plan: Strengthening the E'ri~te Sector. This project 
is a major step in the evolution of USAID'S private sector strategy. It 
presents a unified approach.to areas of need identified in earlier studies and 
under earlier projects, m i n e d  with close donor coordination, to address 
-t.raints identified 5y  USAID, the private sector, an2 the G3G. This 
integrated approac? complements other AID projects and those of the GCG, World 
Bank and the U.N., optinizing the irnpact of all these initiatives. 

'ihe USAID Private Sector Strategy focuses on policy dialogue with 
koth tlru public and primte sectors, and enharicing the access of smll and 
medim size enterprises to financial a d  technical inputs to e w d  private 
investment and e p r t s .  TZlc strategy capitalizes on the pro-prit=te sector 
attitule demonstrated by the Cerezo government. 

The project is designed to supprt the USAID Pribate Sector 
Strategy by working with private sector interest groups in their efforts to 
identify and eliminate policy constraints to the developnent of a conrpetitive 
private sector through: 

a. Ekpmcling the private sector base in policy dialogue by 
incorporating sectors currently excluded, specifically srd.1 
and medium size enterprises; 

b. Revising fiscal and monetary policies which impede the 
efficient allocation of resources and cause disincentives to 
productivity arld nontraditional exports; 

c. Supporting policy and other donor initiatives aimed at 
raving CACM tariff distortions which limit Guatcmla 's 
export competitiveness; 

d. , Reviewing financial legislation 'and suggesting nodificatims 
which facilitate improved financial services and more flexible 

e. Assessing credit policies and prmting internal savings 
mbili7~tion and allocation to productive investments; 



f. Assessinrj policies oriented to give unfair advantage to 
GOGowned-or operated ccmmercial ventures, and recamending 
targets of opprtunity for privatization; 

g. Developing reconmendations on business prsonnel management 
and training as well as other measures to expand the demand 
for productive,employne~t, especially of the femle labor 
force; ard , 

h. Muating policies affecting the irnport of inpts vital to 
expanded production, particularly in the q - g  sector. 

The PED project ' s &plementarity with ongoing USAm pro jets is 
illustrated below: 

- .  
a. h e  Private Sector Develqment Coordination $1.5 million OPG 

is a successful umbrella project which strengthens the Chamber 
of Entrepreneurs (CAEM) while that W y ,  in turn, oversees a 
variety of sub-projects incluciing: 

1) 

2) 

3 

b. The 

an industrial sewing training project under the 
Technolqicd Foundation (!XNEC). This project is 
supmrted with technical assistance from the International 
Executive Service Corps ( IESC) ; 

a very sucessful wool project u&er the Development 
Foundationg(EUMMP). Under this vertically integrated 
project, sheep are raised, wcol is cut, cleaned, 
processed, and clothing is prduced and sold locally and 
on the export market. Technical assistance from the 
Fashion Institute of Technolq in New York is helping 
provide clothing designs; and 

a feasibility study campleted by kcion/AI~E~, under the 
aegis of CAEM, prepratory to a project aimed at providing 
credit, tedhnical assistance and training to 
micro-enterprises. The Micro-Business Promtion project 
(520-0377) will be initiated in late FY 1987 with a 
$500,000 OPG to Accion/AITM: followed in FY 1988 by a $2 
million grant for the 14icro-Ehterprise Lkvelopnent project 
( 5 2 0 3 7 5 )  . 
project will improve credit access by SME through the 

operation of the &ranty Rmd, while mre direct action, as 
necessary, on banking plicies will be taken up in the context 
of the policy dialogue under the ESF negotiatims. 

c. I,p 1986, USAID provided private sector-oriented training to 
528 participants in the fields of management, small 
enterprises, cooperative administration, export-related areas, 
business administration, computer science and electronics, and 



industrial and agricultural development. ?he E D  project will 
make additional fun;s a~ilable to train &re beneficiaries in 
these fields. 

d. Complementing the credit component of the Ayrikusirless Project 
with ED'S guaranty h r d  will help mve the forner's pipeline 
tcrwards SlYE in that subsector, while expanding EDs  impact on 
agribusinesses'. 

? 

e. ROCAP is undertaking a wide variety of private sector 
initiatives, including the follming projects: Ekprt 
Pramtion Fund; Nontraditional Pgricultural S w r t ;  mrt 
Agribusiness and Devel-t Promotion; and Wrt Management 
Training. It has also sponsored studies on rqional 
transporation.and capital markets. PED project management and 
ROCAP project management will cmrdinate closely to optimize 
the impact of their joint resources. 

Finally, AID/PRE has targeted pri~te sector development in 
~uatekla as one of its highest LAC regio~l priorities. 
Mission access to the Bureau's Financial Markets kvel-t 
contract helpcd initiate design of the project while its 
Office of Investment is providing continuing s ~ r t  in the 
design and implementation of the guaranty fund. Under a 
parallel project facility, PRE will make availajle $2 million 
for this prpose. 

3. Relationship to GOd Activities 
Thr:oughout the last six months of 1986 and thus far in 1987, the 

Guatemlan Government has continued to strengthen and adapt its econamic 
stabilization program to changing econdc conditions. During 1986 and 1987, 
the 03G, supported in part by ESF balance of payclents support, has instituted 
a series of measures designed to improve with the regulatory environment for 
the private sector -- in partidar, to stirmilate exports and investment - 
and correct other policy impediments to increased production. 

Achievements to date include: 

a. a simplification of import documentation requirements; 

b. the establishment of a National Eqmrt Council (03NAPM) to 
provide high-level public and private sector attention to 
mrrecting constraints to export promotion; 

c. the establishment of a high-level mechanism to assist 
importers and exporters in cooperating with proceedures to 
avoid over- and under-invoicing, with the goal of "resolving 
individual problems within 24 hours; andr 



d. establishment of a me-stop export window. 

The project is designed to build on these positive developnents 
and to provide support to the follming actions planned by the OX; for the 
coming year: 

a. the developmenf of a National Ekprt Plan; 
P 

b. revision of the laws for free zones and "mquila" operations; 

c. revision of fiscal incentives to export; 

d. review of financial policies; and, 

e. evaluation and implementation of selected privatization 
activities. 

. . 
These proposed actions, in canbination with continued efforts to 

ccsnplete changes begun in 1986, fom a comprehensive agenda on the part of the 
03G to create ccnditions conducive to reactivation of the private sector. 
Project support in broadening pri~te sector participation in the policy 
making process will be key to the develop~lent of appropriate policies anci 
regulatory actions as well as to their successful implcmer.tatim. To 
strengthen the OX; capability to respond to private sector plicy needs, the 
project will also assist CDNAZDM and the Kinistry of Economy in policy 
clevelopment and implementation. 

4. Other h o r s  

USAID maintains a close working interchange with 0th~ dmors and 
has incorporated mechanisms to assure that this project will enhnce that set 
of relationshi,%. 

With respect to specific related donor programs, the following are 
particularly relevant. ?he World Bank has a $20 million Industrial Credit 
prcgrm to finvice imports. The IDB has a $70 million loan for an Industrial 
Reactivation &~gra!b to finance working capital and fixed assets. These 
activities are comp1ement;ury to the PED p a n t y  fund. One major example of 
-ration with donors is the use of PED funds to provi2e tech.?ical 
assistance to ccmplement the World Ban.kls $80 million initiative for export 
developnent and promotion and bdlance of pyments sqqort. 



111. D l Z E U E D  PRfXEX.3 DESCRIPTION 

Ihe goal of the Private Fnterprise DeveloLanent Project (PED) is to 
broaden prticipation in national socicrec~nomic developnent. This means mre 
enterprises with more employe@ prospering in a vigon~1~~ econcry, as w e l l  as a 
wre open private enterprise system which provides access to financial and I 

technical services. It also means an omrtunity for the many as well as the 
few to influence government policy and private sector practices through 
representative constituency groups. 

B. Project Purpose - . .  
?he purpose of the project is to strengthen the emnmic and policy 

role of private enterprise in Guatemala. 

This will be* accomplished: 

I. at the level of the firn by improving amess to technical and 
mnagerial knmledge and financial resources; 

2. at the level of the business environment, within which the firm 
operates, by improving the capbility of ~ivate sector firm 
ard institutions to meet the needs of private enterprise, 
including the requirements of: 

a. small and medim enterprises (SI4E) for technical 
assistance, training, and financial res0~1l.-ces; 

b. export-oriented firms for facilities, technical assistaxe, 
and training; 

c. financial miukets to respond mre effectively to the 
legitimate financial requirements of SME; ad, 

3. at the level of the policy environment, within which the private 
sector functions, by encouraging pri~te sector organizati~ns to 
take the lead in plicy dialogue on issues essential to achieve 
a significant: and lasting expansion of e d c  ertunity. 

C. Project Elements by Component 

1. Snwll and Medium Ehterprise Technical Support 

Under this component the project will provide $1,115,000 to 
finance activities designed to improve the role of small ard medium 
enterprises in the e c o d c  and policy activities of the naticnal econcmy -- 
namely, improved magerial capacity, and enhanced ability to articulate and 



negotiate their policy concerns within the pri~te sector-as well as with the 
OOG. Spxifically, this taqment will: (1) Assist SME in identifying 
apprapriate sources of technical support in Guatemala; (2) kvelop and manage 
an SME information networking function; and ( 3 )  Support SME interests in 
policy dialogue w i t h  public and private sectors. 

a. Assistance pements 

1) Introduction 

This component will s-rt the develapient of an SME 
Developnent Center in the Guatemalan MaMgernent Association (G!. (see Annex 
H-3, the SME Center). The Center will perform the foilwing functions: 

proede assistance to SME in securing appropriate 
.training; . . 
provide assistance to .SME in securing appropriate 
technical assistance; 

assist individuals and firns in the private 
sector to develop the capability to provide 
training an3 technical assistance to meet S4E 
rids; arid 

establish a p e m ~ n t  section within AGG to senre 
a$ a constituent organization for Si4E managers 
which will: 

i support CAETl in policy dialogue with 
government and larger private sector 
organizations; 

ii. operate an information network for SME; and 

iii. provide other constituent services to SbE 
membership . 

The first three functions are seen as activities in 
which AGG will buy senrices and =age activities. nrjG anticipates that the 
program will continue as a service of the organization to its d r s h i p  
funded by membership dues, tuitions and service fees, in a m r  similar to 
AM;'s regular program. Direct USAID supprt will end after five years, 
although a trust fund capitalized from tuitions paid during the five-year 
AID-frtnded program will continue to assist SME unable to pay regular tuition. 
The fax th  function is seen as a permanent activity for which A X  will hire 
staff, and which will continue to be funded by AGG membership dues and other 
revenues after the project terminates. 



2) Training 

Lack of training in business disciplines has been 
identified as m e  of the mjor Cmstraints to SXE expansion. ?he project will 
provide training for SlYE managers and employees through several mechanisms. 

a) The Basic a l l  and Medium Ehterprise Program 
J 

The core of AGG' s 9E program is a comprehensive ' 

training and technical assistance course for SlYE owners and managers. Each 
program cycle will be offered over a six-month pericd after business hours, 
and in Mdules which will permit the gradual incorporation of newly learned 
b~siness skills and krxxJledge into individual enterprises. The project 
provide $275,000 for this sub-element. 

&&of four training cycles annually will be 
conrposed of 50 S l E  owners arad IMnagers. A group of six experienced advisors 
d twelve assistants in different business specialities, such as accounting 
and mrkcting, will teat? classes and attend all sessions. These advisors 
will be available for one-on-one technical assistance to S4E as a part of the 
program. nus, the SPE course participants, their instructors and advisors 
will form a group in which a high degree of interaction, focused on the client 
taking i~rip.~t-prcr?ucing action in the firm, will take place. As a centerpiece 
of the prqran,  each w:icipant will develop a fully elaborated business plan 
for his or her cwn enterprise. Both the students and the advisors will engage 
in an intense and practical learning enbiroment. Cwerall s w r t  to the 
program will ke provided by a highly experienced SME expert. Details of the 
program are set cut in Annex H21. 

During the first four cycles, AGG will mold the 
program to the neds of both SME students and advisors. The program will 
operate in an e-rimental mode for eighteen months. Results of the technical 
assistance and training will be closely monitored during this period. 'Ihese 
impact evaluations will help to refine the Center's Basic S d l  and Medium 
bterprise Program It is expected that the first program will involve a 
sixlnonth cycle including approximately 110 class hours and intense technical 
assistance in applying the techniques learned. 

Technical assistance will. be provided at the 
enterprise site by one or mre advisors who work with each class. The extent 
and nature of assistance offered will vary according to the needs of the 
enterprise. Pricing will mry according to the w u n t  of technical assistance 
used and according to ability to pay (see Annex H-2) . 

The training and technical assistance cycle e d s  
with an emltlation period in which results are examined critically and 
business plans adjusted in light of experience. The training a.nil technical 
assistance apprcnch itself will be continuously refined through th is  feedback 
mechanism. 



In addition to the basic course material, 
students and advisors will have access to AGG and American Management 
Association materials relating to the needs of the participants. 

Over a period of five years, there will he four 
annual cycles of 50 students each for a total of 200 per year or 1000 over the 
fiveyear project term. 

The training program will be staffed by 
ex&rienced spcialists contracted by AGG specifically for the prgam. If an 
irdividual advisor does not turn out to be effective, his contract can be 
dropped mre easily than releasing a staff employee. Each advisor will have 
an excellent wrtunity to be expsed to experts in other fields and to 
nembers of the target group. After several full cycles of participation, 
the advisor will be fully develcpd as an SME advisor, and it is expected that 
he/she will rove out of the program to offer these services outside the 
training prGgram (although possibly supported under the Center's Technical 
Assistants program described helow). Fdvisors rotating out of the training 
prcqr~m will be replaced by new trainer groups. Especially effective advisors 
who demonstrate significant promise will be eligible for assistance in 
training prcqrm in the U.S., such as tlmse offered by the Pmerican 
Ehnagement Association. 

The project will provide the equivalent in 
dollars and local currency of $2,560,000 during the f iveyear program for the 
ccxlrse and related expenses of owrating the SME Center. Students in the 
program will be charged for tuition and technical assistance. All studat 
payments will be placed in a trust fund for SEE training and technical 
assistance. ?his Trust E'und will provide both scholarship and financing for 
tuitions to students. In  this fashion, those able to pay for the program 
will do so. Those who cannot or who cannot pay immediately car1 be 
accomnlodated. Thus, the cost to participants of the course will vary 
according to the circumstances of the student, AGG costs will be covered, and 
AID funding will serve many users over time. The pricing policy apprmch is 
described in Annex H-2. AGG will seek additional funding for the Trust Ehd 
£ran the private sector and other donors. 

In appropriate circumstances, AGG will provide 
SME access to other regular training programs at reduced cost as an  additional 
counterpart contribution to the program. 

A s m r y  budget for the prcgram and related 
Center costs aFpears in the Input Section, below. 

b) hml ing  for Other Traininq Courses ,. 

The project will also provide funding for a wide 
range of irdividual courses whidh are available or which nny be developed to 
serve the specializsd needs of SME managers and technical pursamel. Examples 
of courses which can be financed under this project are described in Annex H. 



AGG, with R-lU assistance, will seek out new, 
better, and mre mst-effective ways to provide business and technical. 
training to SlYE managers and employees- Many possibilities exist within . 

= Guatemala to encourage effective training beyon$ the basic AGG program around 
which SE training will be built. In pzrticular, means will be found to 
encourage such training in thedepartments as well as in Guaterda City. For 
example, an excellent short management training course was develod by local - people an3 presented to local managers in the tam of Cuetzalt~ango. Tnis is 
precisely the kind of activity that PED Would wish to pronote. But it is not 
clear that that particular program is replicable in other areas or that an 
appropriate mix of instructors - or participants - wuld live in other 
locations. The Project, through AGG and -1, will explore these 
possibilities and develop appropriate means for assisting private initiative 
wherever ,cossible. $260,000 equivalent in 1-1 currency is provided for 
specialized training activity outside the basic course described abve .  . . 

Under sane circumstances, project £unds will be 
.=bailable for training programs outside Guatemala but this will Ije cnly in 
unusual cases and involve training of trainers or course designers. This 
overseas training will be financed by the $300,000 Overseas Training nird 
established as part of this project. Tne fundmental thrust of this activity 
is to build training capability for SME within the country. 

AGG will plrchase at rduced cost certain 
specialized management training course packages from the A~erican ~Magernent 
Pssociation. These course packages include Spanish-language written anci audio 
'visual material, training of trainers, and rights of reprcductim. These 
mterials will bolster an already strong AC;G training program. 

3) Technicdl assistance 

The project will provide a mechism through which SKE 
can access specialized technical assistance on business and tedmical 
subjects. ktching the need with the scurce is largely a management problem, 
which will be addressed by the developat of the AGG SME Center. Resources 
sudh as INCAE, IESC, or others may be drawn upon to provide specialized 
technical assistance, as needs are identified by AGG during project 
implementat ion. 

. The mechanism for technical assistance is described in 
Annex H-3. The project allocates $250,000 in dollars and $100,000 in local 
currency for specialized technical assistance. 

4) SlYE Orqcmizational Functions 

a) Support for SME I~terests in Pol.icyDialoque 

Policy dialogue is not an area in which SME have 
been extensively engaged. It is the ccmmunity of larger business enterprises 
that have in the past spken for the business scctor. 



SME interests are similar'to, but not necessarily 
wholly mistent with, tke larger firms and the pri~te sector organizations 
which often are closely associated with more ,merful economic interests. 
Representation of SLIE interests in plicy dialrque with g o v e ~ t  and within 
the councils of the private sector is highly dosirable. 

IY;G will establish a section for the SNE 
cmstituency which will be free to set its own agenda in the SE field. 
Within that section, resources will be developed for analysis of .FclE interests 
in policy dialogue with government and larger private s s o r  interests. This 
section will wxk closely with CMM in the negotiation of policy 
improvemeks. Technical sqport for policy dialape with the &G will be 
provided bj Cuat&an economic consulting £inns and by members of AGG. 

, . 
Prdxbly more important for mst S3E will be 

policy dialogue with managers of large financial organizations and other major 
corporations. AGG and CAEM are uniquely suited to promte this type of 
intra-private sector didogue. They emurage interchange between small, 

and enterprise their regular activities. 

b) SME Informtion NeVmrk 

ACG, as part of !'-r. counterpart cgltribltion for 
this project, will publish a newsletter for SA% and oryanizaticxls interested 
in SME developnent. ?he newsletter will provide information on resources, 
success stories and other business-related developents. 

c) Other Constituent Services 

AGG offers a range of services to its current 
mdxrship including seminars, business contact opprtunities, and 
publications. The question of what kinds of ~mstitue~t services are needed 
by SME and how those needs should be served, especially the needs of 
small-scale entrepreneurs seeking to enter the mainstream of the economy, will 
be examined closely during the project implementation, and those services will 
either be established or promted as soon as feasible. 

The primary implementing organization for SME will be the 
Guatemalan Management Association (AGG) . ACG is affiliated with, and in m y  
respects similar to, the American Management Association. It is dedicated to 
the professionalization of management in the country and is aplitical in its 
approach. AGG runs an extensive training program for over 2000 members. It 
publishes a mgazine, Gerencia, similar to the MIA's publication, Mmaqement. 

AGG developed and presented to USAID n thoughtful propsal 
in which it demonstrates its understanding of the crucial necessity for 
bringing more small enterprises into the forn~l sector of the economy (see 
Annex H-11. 



4 .  

AGG is presently an organization prkily -sed of 
executives from the top 25% of mt-lan firms. While PEG has m y  members 
who fall within the statistical definition of SE, typically these individuals 
are fairly well ducated and relatively sophisticated. AGG's sbtei policy is 
to expand its organizatiandL base to incorporate smaller enterprises. 

PGG also r&izes that the interests of SME m y  not - . 
necessarily be wholly consistent with the interests of larger hsiness 
enterprises. AGG is n w  led by well-educated, sophisticated mnagers 
primarily of large organizations. AGC propses to establish a 
semi-independent section of the.organization dedicated to serve the interests 
of sNE. Tne S;"IE section wxld receive administrative, technical, publishing, 
and other forms of supprt from the parat oqanization. Nevertheless, when 
the interests of the SlYE constituency w a d  be served thereby, the SIE section 
Kxild be entirely free to take pitions in policy dialogue contrary to those 
of the parent organization: Similarly, the SME section wculd have independent 
membership fee, publication, and other policies if warranted. 

c. SE Mvisor 

The project will fund a full tine advisor to provide 
technic31 assistance and guidance for the S>lE cozrpanent as a wble. This 
advisor, who is budgeted at $500,000 for U)P, will be located at and supprtd 
by AGG. Lever, the advisor's m&te will raqe across the &,?tire spectrum 
of SME: activity including cross-fertilization efforts in other components and 
advising U S I D .  . 

d. Codities and Other Costs 

The project allocates $90,000 for canrcdities including a 
vehicle for the SlYE advisor, computer equipnent, publications, and costs of 
sirnil= W l  cammodities required for the program. 

e. Outputs 

Three types of activities will generate outplts: 

1) Training and Technial Assistance 
2) Policy Dialwe 
3) Institution Building 

a) Traininq and Technical tksistance 

i. AGG will develop and imp1-t a training program 
for smll enterprise managers. This program will train 1000 enterprise 
managers. 

ii. AGG will develop a training referral service to 
provide 1000 magers and technical staff Personnel of SL% training from 



G~atendlan training organizations, including AGG, in business skills, and in 
te&mical subjects not included in AGG's basic cycle. 

iii. AM; assistance will be provided to outside groups 
to develop at least three additional training programs ra t  presently available 
in Guatemla to train 200 pecple other five yeaks. 

b) b l i d  Dialogue (in conjunction with - 4 )  - ' 

i. 
ii. 

iii. 
- 

An SME policy dialwe agenda developed 
Establishment of f o m l  arrangements for 
presentation of SME agenda to the CCG 
Establishn-mt of better cormmrnicatims between 
SME and larger-scale business interests - 
particularly, the financial mmmunity. 

c) Institution Buildinq 

. i. AGG's SvclE Section established as a Qnstituency 
organization for S l E  

ii. SG information netwrk 
iii. 5NE membership services develop a capability to 

address SME needs 

The S.iE technology transfer camponent focuses primrily on 
enhancing the productivity of Quatemlan small and medium ente-ises. The 
key impact will be reflected in increased sales volume by S i i  participating in 
the basic cycle. 

It is estimated that as a result of the program the 
follwing impact will be achieved: 

At least a mdest six percent real growth rate will be 
achieved due to improved technologies ard management skills. lhis will result 
in the 1,000 firms participating in the basic cycle program increasing their 
sales during project life by approximtely $8.2 million. This sales increase 
will generate approximately 500 work years of employment during the life of 
the project. The inpact caused by outside technical assistance and 
canplementary training is not psible to estimate with precisian. Orders of 
mgnitude, ranging from 2-8 percent one-time growth impact, are well 
documented in development literature. Yet neither the data base nor a 
fine-tuned analysis exists presently in Guatemala to estimate this effect. As 
noted elsewhere, PED impact monitors will closely monitor this experience to 
register the effect of these services on the sales, prof its, investment and 
employment of Wicipating firms. 



?he smnary w e t  for the SME Center is as follows: 

&.s. bllar Equivalent 
($000) 

FX LC 'btal 

AGG's SME Develapnent Center 
ksign, Develapnent, ard 
Testing Basic Program 100 500 600 
Program Operations year 2-5 175 1,785 1,960 

Specialized training 260 260 

Specialized SME Technical 
Assistance 

SE Advisor 

%nmoditie; and other 
costs 

. 
In addition, pri~te sector contributions includins tuition 

will be placed in a trust fund to assist continuation of the SME prog& after 
termination of the project. These contributians are estimated to be $525,000 
mp. 

h. Bencf iciaries 

Primry beneficiaries will be current owners of SME. 

i. Ehd of Project Status 

1. Viable private enterprise based business training am3 
consulti- industry established 

2. ACX; SME Section institutionalized as a permanent 
service q a g e d  in networking, policy dialogue 
support, a d  membership service. 

a. Introduction 

$3.6 million in grant resources will be provided under this 
ccmp~ncnt to address three principal areas of concern to Cbtemalan export 



developrent and promtion: (1) &itions in the country. affecting exports, 
such as transportation, finance, fiscal incentives, cumbersane bureaucratic 
procedures, foreign exchange and investment policies; (2) extendl market 
access; including such areas as quality standards, pricing and cost 
structures, production capacity, and international trade supper, by the GOG; 
and (3) internal problem of enterprises, including technical assistance, 
improved access to information, and training with regard, to the export process. 

A 

?his project will support efforts to expand Guatdan exprt 
r 

markets through four activities: 

1 Sqgmrt for the Nontraditional Product Exprters Guild in 
policy negotiation, technicdl assistance, training, and 
promtion for nontraditional export products. This program 
cc~rrpl&ts two other AID programs which are in 
imp1aaentation.in the Guild, the UShID Pgrikusiness 
Developnent .Project ( 520-0276) and the RLXAP Zbntradi tional 
Agricultual Fxports Support Project ( 596-0108) . 

2. Support for research, developnent, and pronotion of Free 
Trade Prduction Facilities (ETPF!. This activity will be 
directly implemented by the Q.lamber of Ehtre-oreneurs (CAEM) . 

3. wrading the perfomce of export-related institutions in 
the public sector. This activity will be directly 
implemented by the Ministry of Economy. 

4. Support for 'policy changes affecting the capability of the 
pri~te sector to effectively compete in the international 
marketplace. This activity will be jointly developed by 
the Exporters Guild and CAEM. It will address the priority 
areas affecting exports indicated above, and is integrated 
into the discussion of the appropriate assis'cance elments. 

b. Elements of Assistance 

kntraditional m r t  Promotion 

This activity will provide $2 million to s w r t .  the 
developmt within the private sector of Guatemala of a program to influence 
various aspects of the global export system: country policies to foster 
nontraditional exprts,+ implementation of programs for groups of 
entrepreneurs classified by product ard actually exporting, and strengthening 
of the services provided by the ESrporters' Guild. This activity will be 
carried out by the Nontraditional Products Exporters Guild. 

Ekamples of mtraditional exprt products to be supported under this 
project are: allspice, achiote, pineapple, plantain, honey, cacllo by-products, 
cut flowers, macadamia nut processing, shark fins, dehydrated fruits and 
vegetables, fruit pulp, nediciml plants by-products, apparel drawback, 
sclubbing sponge, and nrbber products. 



Giwn tht export'policy is the respnsibility of the 
public sector through the- National m r t  kmt ion Council (QTiWEX), the 
project includes a separate activity to strengthen this key export sector 
institution as discusse? below. Mditic~lly, in keeping with the project's 
theme of increasing the policy role of the private sector, this activity of 
the project will support the policy andlysis capability of the ,private 
sector. The project will also s ~ ~ r t  provision of specific technical 
assistance to e x p x t  prcducers'with the goal of improving the mrketability of 
Guatemalan products in the international marketplace. t 

The project will fund a long-term Exprt Development 
Advisor (m) ard seven new staff positions in the Guild to assist in policy 
and technical assistance activities as well as institutional stzengthening. A 
key priority for fhe EDA will be to establish cost effective, profit driven 
rnechanisns in a. ,These mecha.2isms should expand the Wild's revenue base 
and help prioritize, following market directives, the Guild's services. 

. . 
Specific tedhnical assistance and training programs will be 

developed for qrot-ps 9f enterprises by prcduct class. This w i l l  include the 
prewrat ion of s<wtoral assessments, development and adaptation of production 
to market: derna&5, and promtional activities to assist Wrters in 
commercialization of their products in external markets. Thus far, programs 
have been prepared for a number of product lines. At the sane time, an 
analysis has been prepxed on internatiml market demand for 15 prcducts 
nanufactured in Guatamla (see Aniex I). Although this assistance el-t is 
not specifically targeted to SME, it is expected ',at a significant n-r of 
mE will beyin to avail themselves of Guild services as they enter the export 
market, primarily as a result df the AGG and credit campnents,of the project. 

The blission will ensure that assistance and training in 
connection with the prdction of agricultural cclanrodities for oxport cxmnot 
reasonably be =?,sect& to have a significant impact on the export of a similar 
U.S. camdity or will not directly rompete with similar U.S. eprts. 

To foster replicability and financial sustaimbility, the 
project will develop a system of user charges for product-specific services 
including technical s-rt and seminars. The Gaild n w  charges a nominal fee 
for seminars, but does not charge for technical s e ~ c e s  which are obtained 
free of charge from donors. Under this project, the Guild will charge for 
technical assistme. An estimated $435,000 in fees and service charges, and 
other d m r  assistance, have been estinuted to be generated over the life of 
the project, which has been incorporated into the project's budget as a 
countewt contribution. 

2. kee Trade Production Facilities 

?his assistance element will finance technical assistance, 
staff and pmtioml efforts required to support (1) the developnent of a 
FTPF strategy, initially taqcted to Section 807 industries; ard (2) 
establishment by CAEM of an FTPF Investors Service Center. 



a .  

a. FTPF Strategy 

CAPl will be the private sector driving force 
identifying, setting priorities, and pramting an improved policy environment. 
The Minister of Econmy'will be the key counterfart on the public sector 
side. AID support will foster,a constructive dialogue by both sectors on the 
export area through the Xational &port Promotian euncil (OXWEX) ; The 
policy dialogue, under the FTPF context, will include: legislation - 
canprisirq laws, decrees and regulations; procedures requirements; private 
sector practices; and inplementing entities. Policy negotiations will 
ccnrmence ixmnediately after proj-t start-up. 

The .FlpF strategy will camprise exprt production 
zcnes ( m s  shelter programs, free trade zones, special free trade zones 
(which m y  include single plant designation as ex tra-cus toms, dollar 
o,berations), "maquila" parks or plants, bonded warehouses, and industrial 
parks designed to become EPZs. Initially, this strategy excludes off-shore 
W i n g ,  office parks, and enterprise zones. The project will concentrate its 
support on 807-type ventures and related activities benefitting from the 
tariff advantages provided by the Caribbean Basin Initiativs. The high cost 
of Guatemlan industry rkes not allw, at least currently, a fully integrated 
approach such as the one found in Taiwan and South brea. 

The FTPF Strategy will address the following 
illustrative list ot policy actions that were jointly identifieci by USAID and 
Guatemalan Counterparts during ,intensive review: 

ci) In-depth discussion and presentations on the benefits 
provided by existing lyislation (e.g. k r e e  21-84) . These discusions will 
include: 

(1) The sibility of establishing free zones as 
-ed warehouses (ah& f iscaly This muld allow tenants to operate in 
foreign exchange (converting operating espnses into quetzales) and EPZ 
canpanies to charge rent in dollars. In addition to providing investors with 
a significant incentive, this arrangement would also minimize regulatory 
impediments. 

(2) Another cption for the legal operation of the EPZ 
while new legislation is enacted, would be to have the entire zoner as well as 
each of its tenants, operate W e r  the provisions of the Drawback Law (as 
dified by a joint public-private sector commission). Although re-export 
canpanies would be able to operate with a minimum of regulatory obstacles, the 
major disadvantage is that canpanies muld have to turn all of their foreign 
exchange earnings into the Central FWk. While this is not a problem at 
current e x c h ~ e  ratesf the mnptitiveness of the re-export axnpanies (and 
ccxlsequently the continlution of the jobs and exports created) would be 
subject to Government exchange rate policies. 



b) Identification of the min constraints which impede 
the canmercial management of U C .  Optimization of labor 'generation and 
enhanced profitability will be originally taqetted. As the FTPF activity 
gains nmentum, a stronger private sector influence in ZOLIC management may be 
fostered. After the COG decides to make ZOLIC mrk, improvements will be 
pramted ard "software" implementation (i .e., promtion) supported. 

C) ~~tmittal of f i ~ l  language on improved t-rary 
import ard new ETPF legislation. After laws are approved, required 
regulations will be drafted and negotiated. ksistance will be ,provided to 
GOG on law implementation, and small workshaps will explain the benefits to 
pri~te sector investors and to the Lawyers Professional &sociation (Colegio 
de Abogados) . U W D  e x p c t s  this cycle canpleted by the summer of 1988. 

d) A danestic prmtional campaign will be launched. 
This cwign, building on the enacted legislation, will f m s  on a single 
them: Guatemala's industrial export ccmpetitiveness. 

e) Research problems with existing custom procedures, 
develop solutiars, and' prmtc desired &ages. 

f) Research potential problems with ptential future 
quota allocation, a d  initiate solutions which anticipate future quota 
negotiations. 

g) Streamlined immigration prcczdures pertinent to ETPF. 

h) Research existing procedures for advance approval of 
imrts and consular invoicing, develop inproved alternatives, ard promote 
their adoptions. 

i) Restrictions on air freight service and their impact 
on FTPF will be identified. Findings will be used by CAR4 to negotiate, 
through a3NAPM, improved air freight policies ard regulations (Seth stated or 
implicit ) a£ fecting FTPF. Equally imprtant , identify bottlenedqs impeding 
fast turn around time at maritime ports. This process will address the 
"software" components (i.e., rules, regulations, practices), and excludes 
hardware (i.e., port infrastructure). 

j) Identification of mechanisms to improve financing 
legislation in medium and long term financing pertinent to FIPF investments. 

k) Identification of mlicies, regulations and practices 
which further aggravate the existing poor te1ecam;rmnicatim services to FTPF, 
design improved alternatives, and p m t c  them. 

As a direct result of the policy dialogue process 
highlighted above, a Guatemalan FI'W kveloprrent Strategy will emerge. This 
project elen~nt has opted for a progressive approach to the strategy design, 
instead of an initial rrraster blueprint. Extensive work along these lines has 



already been done in several countries (i. e., the bminican Repiblic and Costa 
Rica). The doc'sentatim generated, through USAID's funding, will help the 
Guatemalan process. Highly targeted external technical assistmce from the 
U.S. and other camtries will assist in the progressive an3 synergetic 
ez~rgence of a Gatemah? ETPF strategy, directly designed an3 negotiatsd by 
Guatemalans. A policy.dialogue Sased on constrtuency sumrt, rather than on 
technocratic design, is the hxxknental approach spoused by U S I D  in the PED 
project, C 

b. ?he Investors Service Center 

The Investors Service Center will perform the 
following tasks: (1) provide s-rt services to ETPFs, such as orientation 
material, seminars, and domestic and international promtion; (2) direct 
pre-investixtent services, including analysis, "matchmaking" with partners, 
general inarketiq assistance and networking; ancl (3) provide 
~~~~~/troublesfiooting serv-ices on customs procedures, work visa approvals, 
and investor responses to ETPF activities. The Center will gelerate 
approximately $23,000 in service and contract fees over the t w  years of 
project funding. 

The Fl?l?F Investors Service ,Center will be overseen by an 
ETPF Developne?t Cmncil, mrqmsed of regresentativss of the Idustrial, 
Finacia and Constructin Chambers, the Smtraditional Ekprters Guild, and 
the "Maquila" G~ild. 7% Center will be staffed hy a Center Manager, an 
administrative assistant and a secretary. Staff and equipnent costs have 'men 
estimated at $80,000. CXX, through the W, will w g e  an FRF Develapnent 
E h d  for prorrrotioml activities. Ihe FED allocates $250,000, plus $120,000 in 
local currency, to support Fund activities. 

Ihe Center will also take the lead in addressing pdicy 
con~tra~ts to ETPF developnt by prcrr~ting sound analysis of @icy and 
regulatory issues affecting the developnt of cmptitive ETP facilities in 
Guatemala. The policy areas ts be addressed include removal or' bureaucratic 
obstacles to smll and nedium size firms entering the export rmrket; extension 
of the fiscal incentives law, already granted to 80 of the largest firms, to 
include smaller scale eqterpr ises ; revis ion of the Central Arrcerican tar i f f 
regine to improve incentives for export production; improvement in trade 
pramtian activities af Guatemalan embassies abroad; and improved access to 
aedit, in part addressed by the Guaranty Fund to be established under the 
project. 

The E'acility will continue to provide services only if the 
private sector proves to have effective demand for the services provided by 
the Center. After twu years, Guatemalan private sector organizations, tne GOG 
and U W D  will rassess this activity. At that time, and against actual 
results and existing institutional capacity, a decision will be made on AID'S 
role, if any, in the future development of this highly promisi-y pri~te 
sector activity. 



3. Improved Performance of Export-Relatd Institutions in the 
Public Sector & .  

This element represents a buy-in to the $80 Sllion 'brld 
Bank Export Promtion Project to be presented for board approval in the fall 
of 1987. Ebwever, it'sbuld be noted that al1,elements under this activity 
are stand alone elements, except for mM. Funding for the Latter activity 
will be conditioned on the Wo~ld Bank amroval of theireproject. Funds for 
this element will support t m  facilities - the National Fxport Prdacrotion . t 

Council (001WM) and a working capital credit facility for wrters (=DM) - described below, which will enable the GOG to respond apprclpriately to the 
policy and administrative needs of private sector exprters. . 

The &tiox& Export Promtion Council (CON&?=), 
establish& in 1986, is composed of senior GOG officials and private sector 
representatives, who meet weekly to discuss means of promting Guatemalan 
exports. CCXSPEX's puSlic sector membership, d e  up of the Ministers of 
Ezonoiny (as chair), Agriculture, Pu~lic Finance, Foreign Relaticas am1 the 
President of the Guatemalan Central BanL, encanpasses the GOG entities wnich 
have jurisdiction over various aspects of export trade. Privzte sector 
rncrdzrship is similarly drawn from those parts of the economy whim exprt or 
w?lich provide services to axprters. The five private sector respresentatives 
are d m t e d  by the Chanhr of Fntreprareurs fxom the agriculture, financial, 
tourism, cooperative, industrial and ccmericdl subsectors. Decisiofis aze 
made through consensus, rather than mjority vote, a provision that was van by 
the private sector to prevent CCX!€APM from M n g  a mere rubbet stamp for 
government policies. This ensures that the policies adopted by SXQ4PEX have 
private as well as public sector support. 

The PED project will strengthen the analytical basis for 
CONAPEX policy dicussions by supporting the establishment of a technicdl 
secretariat within the Zouncil. Ahigh level trade policy and export 
promotion exprt will be contracted to assist C33NAPM in desi&rq and 
implementing a National Export Program. Budget support will be provide3 to 
f ixlance specialized consulting services. Lccal currency will je used to 
provide a permanent technical staff and administrative support for two years. 

aOWM will also be provided with technicsl assistance to 
uplate studies an comparative advantage an3 cornpetiveness of Guatemalan 
industry. For the purposes outlined above, the PED project will provide 
$340,000, plus &%SO, 000 equivalent in ESF local currency. 

The 'hrld Bank is preparing an $80 million Export Pramtion 
Project to be presented for IBRD board approval in the fall of 1987: $60 
million for balance of payments support and $20 million to establish a 
mrketing capital credit facility (FODM) for direct and indirect exporters 
(see Annex K). 



As a direct result of P D  su_Dport tb the Guild and COXAPEX, 
the World Bank has indicated that critical institutid needs for their 
project success will be met. By swrting these organizations, and their 
networking with other project elements through CAM and the RW, the PED 
strategy is to leverage the $20 million FODM fmd for our primq target - 
the small and mdium e.r,*epreneur. U W D ,  the Zxprtersuild a d  the banking 
camunity also expect chat the Guaranty Ehd will allw'SIYE to access mi)=, 
thus helping to enlarge the scope of FODM's clientele. Conversely, the 
effectiveness of the PED project will be substantially enhancd by this $20 
million facility. 

USAID will arrange for a "twi.ming arrang-qt" with a 
foreign institution that is successfully operating an export financing 
prqram. A full-time consurltqt financed by the PED project ($150,000) will 
be axtracted to develcp the operating _mlicies of the EDDEX, ard to put mDM 
into operation. RLL-t of the consultant's task will be to incorporate crdit 
for dcmestic sup~lliers, nomfiy sm11 rud mediun enterprises, to export 
industries (indirect expxters) as part of mDE< lending operation. This 
support will only be Provided in conjunction with the World Bank' $80 million 
project . 

h e  primary beneficiaries of the Guild program 3lre over 400 
nember firms ad, in particular, the firas in 18 targeted idustries. 
Secondary beneficiaries include employees, suppliers, a d  others who will be 
attracted to export operation &s a result of opprtunities identified a d  
network developd by the Guild. The prinary beneficiaries of the J?I'l?F Program 
will be the Guatemalan unemployed a d  urderemployed, particularly the female 
1-r force. ?he primary beneficiaries cf the C3WEX activity will be 
exporters and their employees generally. FDDM beneficiaries will be 
identical to those shown for the Guild and ETPF activities. 

The project will result in a comulative increase of eighty 
million dollars in exports of mntraditional products (derived from both 
product and non-product specific assistance to the .%ntradi t i a d  Praduct 
Exporters Guild). Given that the total assistance under this mmponent is m t  
expected to exceed the dollar and local currency equivalent of $3.6 million 
implying a significant leverage of project resources. Impact figures will be 
carefully monitored by the PNU. If the Guild's optimistic estimates prove 
accurate, the project will have produced a major shift in private sector 
strategy toward much heavier emphasis an exports. 

USAID and CAI24 expect several important accomplishments frm the 
FTPF activity: 



1. Leverage: USAID'S direct investment of $253,000 will be 
leveraged by $5 million in private aquity (or 
debt financing), and by additional private investment in 
re-export industries. In addition, RDP-f-d services 
will encourage investments -,generate about 6,500 direct 
jobs and about $39 million in exprt earnws. 
~p&ifically, a pri~te sectar owned and managed Export 
Pramtion Zcxle will be established by the ex3 of this RDP, 
i.e., two years. p 

2. Broad reach: The project will effectively mrk through the 
private sector towards alleviating structural problems, 
involving inmine distribution and access to resources, by 
opening up opportunities for new entreprenerrs to invest in 
ETPEs, and far underemployed Guatemalans to mrk at 
improved Gges.. 

3. Strcngtlieni*q private sector organizations, primarily CAEM 
and its affiliates, which support these actieties. 

4. Qinptibility with GO3 objectives: By creating significant 
numbers of jdx and mrtunities for a broadening of the 
private sector, this project element is ccapatible with GOG 
objectives. 

5. hionstration effect: ETPFs will undoubtedly be 
replicated, as has occurred with similar dels in Mexico 
and the bdnican Replblic. 

6. RamVal. of constraints to investment and expsrts: The 
project provides a vehicle that will attract private 
investment by facilitating access to the 1 q e  assembly 
:ndustry market where Guatmla has a significant 
cunparative advantage. 

7 .  Improving the business clirmte image of Guatemala: FIFES 
can change investor perceptions of a country by providing 
an operating environment witn the simplicity necessary to 
attract small- and medium-size firms. 

8. Increasing crnpetitiveness of local producers: 'Ihe 
Guatemalan FlTF program can accelerate inlustrial 
reconversion by prmting subcontracting links with 
efficiency conscious local firms. 

9. lkmonstrating market-oriented policy reforms: In its 
structural negotiations with the IMF and tk World Bank, 
Guat-la may wish to emphasize the role of its ETPF in 
pioneering new tax, tariff, regulatory, and privatization 
policies taward tangible benefits accruing f t u n  the export 
sector . 



e. Outputs . 
The expected outputs of the Guild program are: 

1. Ekprt expansion in 18 targeted product areas. 
2. Improved export perfonnance4by 400 firms. 
3. Effectiveness of the Guild in technical su~port improved. 
4. Guild incoderaising capacity impraved. p 

?he expected outputs in FTE?F are: 

1. New legislation on teqmrary inputs (i.e.; drawback) and on 
Export Prodhion Facilities enacted. 

2. Improved- crustans procedures which would drastically reduce 
the time required to move teapraxy imports' through customs. 

. . 
3. A Guatemalan ElTF strategy designed and appraved by GOG and 

private sector authorities. 

4. Ten ssminars/workshops organized (including three 
international fora), attended by 150 participants. 

5. CXle FTPF designed and at least two FTPF in dvance? 
negotiation phase. 

6. An FTPF Investors Service Center staffed and providing 
services. 

7. An established technicdl secretariat for CONWEX. 

8. Dcvelapment of the operating policies and initial 
operationalization of EODEX. 

f .  Inputs 

Summ2lry input data are as follows (based on detailed analysis in 
h e x  I, Attachment 2 a d  Annex K) . 

(thouzands U.S.$) - 
AID GOG Pri~te 

Inputs FX I& LL: Total 

Guild Program 2,000 570 435 3,005 
Specialized Tkchnical Assistance - 250 - - 250 
Free Trade Production Facility 250 200 20 470 
Export Ibvelopnent Advisor 500 - - 500 
M i t i e s  and Other Costs 90 - - 90 
OONAeM 340 450 - 790 
FODM Mvisor - 150 - - - - 150 - 



g. -of project status 

1. A vigorous private sector nontraditim exprt sector 
developed . 

2. fblky environment estzbliskd conducive to mntraditionaL 
exprts. J . 

? 

3. Strong Nontraditional Prcduct Ekporters Guild serving the 
nontraditional export cumunity. 

4. Awell-defined FTPF strategyand a functioning ETPF 
Investors Service Center. 

6. FDDEX fdly operational. 

3. Financial Mdrket Develqent P r q r a m  

Assistance under this ampnent will address the key mnstraints 
identifie3 with regard to developing more efficient financial markets: (1) 
conservative camercial bank lending policies limiting access to small and 

- medium enterprises to needed cqedit; (2) insufficiently developed free market 
forces in the financial wkets; (3 )  lack of competition linit- the 
availability of firmcial products and services; and (4) weak capital markets 
characterized by excessive dependence on demand deposits and short-term 
instruments to finance long-term investment requirements. 

?his component will address some of these problems directly 
through: (1) development of a Guaranty Fund to pronote lending to small and 
medium size enterprises; and, (2) financial market research, development and 
prcmtion, and policy dialogue. 

C 

b. Assistance Elements 

The Guaranty Ebnd 

a) Introduction 

This local. currency funded elemant will address one of 
the major defects in Guatemalan financial markets - the lack of access to 
credit by credit wrthy !HE. Consultants have anfirmed USAID'S rnderstanding 
that current banking practices result in carnnercial banks requiring up to 2009 
collateral for business loans. Ebrthcr, legal restrictions on asset-to-loan 
value often result in valuations for collateralization plrposes reachiry 300% 
or mre. Effective channels for credit must be established if small and 



nedium enterprise is to have any chance to play the role required of it in the 
econoary. The problem is .especially acute for S4E whi& t'ypically lack the 
financial depth or mmections to secure financing required to d u c t  a 
modern business enterprise. 

. Ths possibility of establishing a guaranty fund which 
wuld supplant or partially reduce the need for collateral was studied by 
several consultants and founi~to be a viable option for'immediate relief of 
credit amstraints for S3E. The consaltants' findings a d  recnmendations are 
set.aut in Annex J-1. USAID has given careful consideration to concerns 
expressed by the DAM: relating to failures of guaranty funds botn in Guatemala 
and elsewhere (see Annex J-1). 

b) Hcrw the Guaranty Fund Will Work 
. . 

i. The Ministry of Finance will transfer to the 
official disbursement deqsit account of USAID the equivalent i? local 
currency of U.S. $5.5 million. These ftrnds will be provided as counterpart 
support by the Government of Guatemala in amformance with the 1987 EX? 
agreement . 

ii. The AID Mission will transfer the m e y  and 
establish a trust in a local commercial bank (selected accordi~ to AID rules 
and replations regarding com,oetition), which will serve as the Guaranty Fund. 

iii. The Guaranty F'und wili be managed by a Steering 
Cormnittee canprised of the follwing: 

- A representative of 3iEM with s-rpcial interest in 
the concerns of SME. - A representative of the Guatdan aankers 
Association. - A representative of the Central Baa of Guatemala. - A representative of AID who will attend as an 
observer during the first three years of the 
pro jet. - Cbservers, with voice but not vote, fran the 
banks which are participating in t7e program. 

Fas& on the growth of the Ekd a d  the derrrand 
generated by the project, the ccrnpositian of the Committee may change in the 
future. The Ebnd's operations will begin with three local banks which have 
demonstrated interest in participatkq in the program and in -king with 
small and medim business loans. These institutions are: Banm del Cafe, 
S.A., Banco Industrial, S.A., and Ehnm Granai C Townson. The nunber of 
participating financial intermediaries m y  increase as the A d  grows. 

v. Tb take patt in the guaranty p r m ,  the banks 
will be qualified by and will have to sign an agreement with the Steering 
Camnittee. This agreement will establish the rights and obligations of each 



institution, as well as the operating mett.lods of the Ehd. Inclded in each 
agreement will Se a requirement that participating institutions provide an 
outreach and prumtion plan, satisfactory to the Steering Cormittee, to 
attract the SME to use the F h d .  If the future situation warrants, other 

= 
financial institutions -nay also enter into a f o m l  agreement so that they may . participte in the prqram. 

vi. p e  Rrna will guaranty up to 50 percent of the 
principal of the loans, between Q2,500 and Ql00,000, made to tie sitdl and , - medium businesses which meet all of the follwing criteria: 

- 10 to 100 eraployees, 
-.industrial or agroindustrial, 
- presentation of certified financial statements, 

- and 
sabmissim of an acceptable busi?ess plan and 

. related doc~ntation. - .  
vii. The Cormnittee will review credit requests 

submitted by the banks to verify t ha t  they amply with tho selection 
criteria. ?he Cnmnittec will then issue a guaranty certificate. ?he 1- 
that the participating institutions provide under the guaranty will be 
registered sepxateky from their r w a r  credits and will reqaire an annual 
W a n t y  corrunission equivalent to one half of one percent of the unamortized 
principal amount of the laan. Proceeds will be used to offset the operating 
expenses of the Fund. 

viii. Guaranties will be nade on two types of loans: 

Working capitdl loans to one year, renewable 
after total repayment within one year, 
partial drawing permitted; a d  

Loins for pur-me of capital gmds for up 
to five years with mnthly payment of 
interest and amrtization. 

C ix. 'Ib recover the guarantied amount in case of loan 
defaults, participating banks will have to demnstrate that a loan is six 
mnths overdue. They will also have to denonstrate that they have.carried out 
their norm1 collection process during that period of time, and initiated , 

legal action to collect the loan. The bank m y  elect to withhold presentation 
of the defaultd note without prejudice to later presentation. 

x. Based on evidence of an ongoing collection 
process and the guaranty certificate, the Steerlng Cananittee will determine 
whether the bank has followed the loan criteria and the normal collection 
process. If a positive determination is made, the Committee will pay the 50 
percent of the outstanding loan principal guaranteed. 



After the guaranty has been paid, the 
participating banks will mntinue with the collection process. Any funds 
recuperated wiU be shard equally ad applied first to the outstanding 
principal of the loan. If any a i i u n t  remains after principal repaynert, it 
will be used to cover unpaid interest and related expenses of the lenders. 

xi. The local curren6 Guaranty Fund will be 
canplemented by a U.S. $2 milJim trast fund to be established PRZ in a 
U.S. bank. ?his fund will function under the sane guidelines and ielection , 
criteria as the Guaranty E'und. 

c) Oxrent Status of Neqotiatims 

The Guaranty €lux3 and its financing mechanism have 
been discussed with representatives of lccal haks ard finance cuxtpanies, the 
private sector, and the Centrid Bank. The consensus annag these institutions 
is that this is a necessary financial instrument to facilitate access to 
credit for a large sector of the ecommy. Tne Sanks' participation unier this 
program is predicated on the existance of an autanatic payment ;nc-.ch;unim on 
uncollected lobas, a pint with which the .blission fully agrees. ' 

As of the date of preparation of this project pqer, 
the procedure far transfer of the l m l  currency to the PiID trust account was 
still under negotiation with the Ministex of Finmce. As was aentioned 
earlier in this sstion, after the local currency has been transferred to the 
AID trust accxmt, the Steering Camittez wil; select through a competitive 
procsss the institution in which the fCClls wlll be placed in trust. .Ihe 
selection critieria for the trustee bank will be h s e d  on investment ~~s 
and prof itability of deposits, as well as the conditions it offers to maage 
the trust. 

d) Expected Credit Guaranty Utilization d e r  the 
Guarantv l?und 

Estimates of the  three institutions with which the 
Guaranty Fund will be initiate3 indicate that during the first five years they 
will issue an average of 500 loans for an approximate total amwnt of Q35 
million. This is detailed belw: 

NumSer of Loans h u n t  (Millions of dollars) 

Year 1 55 
Year 2 75 

. Year 3 110 
Year 4 125 
Year 5 
'IWI'AL 



The funding of the Guaranty Rrnd wiJl .be tranched to nutch 
the g r d  of projected demand for guaranties under the Rud in the follming 
manner: 

Fundiq in Millions of $'s 

Year 1 1.0 . 
Year 2 2.0' 
Year 3 2.5 5.5 v 

(Exchange rate used for transfer of ESF funds was 02.58287 = U.S. 
$1.00) 

The prqram may expand coverage and/or incowrate 
othe'r financial institutio&-under the-&anty. The-capitalization rate of 
the Fund may be accelerated or ,decelerated according to future ~~. 
Approxir;lately twenty-four months after promotion of the Rnd has begun, the 
F'und's perfomce will be examined to deternine whether it has attained it 
objectives. If the Fmd's performance is acceptable, the wnditions of the 
F'und will rennin in effect for a period not to exceed 25 years. The 
documentaticn used to establish the F u d  will contain a clause which places 
responsibility for final dispsitim of t!!e Fund with the Steering Committee. 
The doanent will alsa stipulate that the funds will be used to prarrote 
activities which support the original objectives of this project. 

If the E'und has m t  reacneci it objectives, the 
unencmkered assets of the E'und will be reprograuned toward other areas of the 
project. If this occurs, the hission will then determine if (a) the excess 
liquidity in the system has dried up, and/or (b) if other donors have rut 
created new lines of credit. If this is the case, the unencuxrbered assets of 
the Fund m y  bc used to create a line of credit to finance the activities of 
small and medium businesses falling under this project. 

e) Promtim Activities 

To maximize the possibility of dynamic use of the 
credit guarantied under the Fund, it was considered essential to develop an 
intensive pramtional campaign for which $SO,OOO in local currency has been 
set aside under the project. Also, foreign technical assistance will bc used 
to provide training for the staff of the banks participlting uder this 
project. U.S. $50,000 has been bldgetted for this activity. 

Credit Demand - 
During the past few yexs, USAID and FO3Q have 

contracted several stdies of-the fhncial &stem in Guatemala (egg., The - 
Private Sector Survey for Guatemala by bger C o r n  and Associates; Analysis de 
la Actividad Crediticia en Guatemala: ~erido 1981-1984 by Hqo H. Quinto y 
Asociados.) bbst recently, the Fgricultural Task Force analysed the financial 
sector and its problems (see Agricultural Finance Findings and 
REcarmnerIdations, Arthur Young/RfXA in the bulk file.) 



The findings of these 3nalyseS converge tmard a 
single conclusim...the potential demand for credit by mall ard medium 
enterprises seldan becones .effective demand due to high collateral 
requirements. USAID has mnitored and validated this conclusion througn the 
Agribusiness Project credit line. Pbst loan applications were rejected due to 
insufficient wllateralization. (See Attachment 4 to Amex J %r a detailed 
summary of firms and cause of )loan denial. ) 

Recent discussions, the latest m e  held on July 28, 
1987, with AID-Wed lmg-term consulk~ts contracted thrmgh ather projects, 
bve identified credit barriers, particularly collateral. requirements, as the 
greatest to their activities. l3ese consultants, the Agricu7.tural 
Task Force, bankers, private sector leaders, and small and medium 
entrepreneurs 5ave hammered- on a single issue - the number of reject ions clue 
to insufficient wllater~lization is Large. Sanks only keep track of the 
loans they finance and maintain no recor.2 of the rejected loan applications. 
Thus, t!!e potential d d  'is dif f icult to estisate. 

An operational study of credit demand, which includes 
bankers, suppliers, and small a d  medim enterprises, will require substantial 
technical resurces and will be time a=nsdng .  Its results, such as d d  
elasticities, reqxmse functions, and attitudinal. analyses may br drastically 
affect83 by macraecononic changes. It is not unusuzl. to find tiat expensive 
analyses becane okolete soon after they are caqleted. For exaple, the 
credit demand analysis commissimed by the Missim in 1983 has little 
relevance today due to subsequent macr~ec~nomic changes. 

I 

Based on the above, USAID has concluded the follwing: 

1) Tnere is a large potentid credit demard by small and 
medium enterprises; 

2) Progressive ele~ents in the banking system, aware of 
this d-d, are willing to expand their services to 
these strata. Tney have suggested that an effective 
guaranty fund muld be a key element to assist them in 
their expansion efforts into this area; and, 

3) An operational aedit denund analysis will 'be costly 
and the validity of its findings a d  reccgmnendations 
would be highly sensitive to sudden maaaemnomic 
changes. 

As an operational respcxlse to these conclusians, USND has 
decided to finance the establishment of a Guaranty F'und without incurring the 
expense of a credit d e m d  analysis. This W, tailored to the credit needs 
of SME, will grw through a controlled expnsion. winning with a mdest 
target, fifty-five loans during its first year, the E'und will expand in 
response to the effective demand of the W i n g  system. 



By pursuing this approach, WD/Guatemala tests a central 
wxking hypothesis: bankers will lend to SlYE when thd risks of doing sa 
decrease sufficiently. 1f the -3md doesn' t facilitate SME ' s credit access, 
the PED project will fund, through its Financial RDP, additim analysis 
seeking alternative options. In the event that the E b d  does mt function as 
envisioned, the net capital resources raining in the E'und will Se 
reallocated to financial instruments identified through the Financid RDP. By 
pursuing this actioc~rientedcapi?roach, the Mission implements one-of its 
private sector strategy core mncepts of mre reliance on markat forces and . 
less on studies. 

The outputs of the local currency guaranty fund 
activity w i l l  be: 

i. . A minim of 500 lcuns to WE which otherwise 
wbuld have been denied but for m a n t y  Ebd, 
5 years. 

ii. A minim of 335 million of credit guaranteed 
5 years. 

iii. No less t h r ~  three financial institutions 
participating in tile program. 

h) Inputs, 

The inputs for the Guaranty Fbd are: 

$5.5 million in S F  local currency plus $50,000 in 
local currency for initial support and promtion of the fmd, zinc3 training 
SlYE loan officers in participating conanercial W s .  Pdditimdly $50,000 
grant W s  will financz the foreign e x a g e  costs associated with the 
training activity. 

i) Beneficiaries 

in 

in 

ESF 
for 
in 

Direct beneficiaries of this mnponent will be owners 
and employees of approximately 500 SE whicn will receive credit that would 
not have been granted without the guaranty progran. 

Escporters am3 IlTF developers ard clients may also 
benefit from these services. 

j) Ehd of Project Status 

- A fully operational facility to guaranty of SW 
credits 



- Net increase in mmercial bank lending to SE. 

2. Financial Market Research, Developnt, Pramtion and 

a. Description of Element 

USAID,has determined that a systematic effort to 
develop Guatemalan financial mukets must be dertaken ard susaikd over an 
extended period of time in order to deal with a major obstacle developent 
in Guatemla: a rigid, restrictive financial system, The first step in this 
program is to gather data, identify key problems, and develop a strategy, 

The objectives of the W D  strategy will be to: (1) 
incr.ease the a~ilability of credit to s'irull and medium borr-st (2) develop 
the availability of medium- and long-tern funding for m r c i a l  entities; and 
(3 ) provide investors/de~sitors &i th realistic risk-revlrard imtives leading 
to heightened competition m n g  financial market sectors, institutions within 
a given sector, and financial instrummts available to the borrcwing and 
investing public. 

The initial steps in developing a strategy to 
accarrplish these objectives are as follows: 

(1) bvelop a data tnse to assist U S A D  a i d  otiwr 
donor agencies in deciding on the kinds of assistance needed axi the priority 
in which assistance should be given in or3er to strengthen Guateadlan 
financial markets. In t ! ! s  connection, this activity will catalogue all 
existing studies and identify the best data and analytical base cn which 
future studies axld be Wilt in order to avoid duplication of effort when 
undertaking studies and recanmend a structure ard format for such studies. 

(2) Develop a catalogue of the laws ani policies 
which govern the financial markets, stressing factars which inhibit 
develqmmt of new financial instruments, to serve as the bssis for 
comprehensive policy dialogue with the Cbvernment of Guatemala. 

(3) Develop an action plan which places in order of 
priority those structural, legal and legislative changes that must take place 
to strengthen, diversify and foster financial markets in G u a t d a .  Potential 
areas of focus may be: (1) remvdl of government intervention i? the setting 
of interest rates on deposit and 1- instruments, controlling credit 
adlability through management of the rediscount rate and resenre 
requirements t (2) assurance that special conditions for "special" deposit and 
loan instruments do mt distort the market; (3) provision of infrastructure 
support in the form of training and technical support; (4) encxxltagement of 
the develpnt of institutional investors that invest their own and client 
funds on the risk-reward principle: and, ( 5 )  revisions to the W i n g  laws to 
present collateral requirements for investment lending. 



(4)  Ehgage in policy dialape objectives, whim will 
be determined by USAID and participating PED or3anizations (e.g., CAEM, AGG, 
Guild), hsed in part on'the results of the RDP studies descriw above, and 
partly Qumber of Finance) on the basis of changing e c o d c  ad political 
conditions. 

' A total of approximteiy 100-person weeks of effort 
will be devoted to the varicxls studies a d  analyses to be undertaken in this 
assistance elomnt. The total ast of this effort is estimated at $250,000. 
The precise strategy, specific scope ad sequence of the financial market 
studies, and costs will be determined by C;REM, USAID, and the Guatemalan 
Financial Chamber during PED project hplementation. A total of $200,000 and 
$50,000 in local currency is budgeted for this activity. 

: The project also provides $~OO,OOO for a 
long-teri financial markets advisor who will assist the Financial Chamber and 
CAM in implementing this element of PED. . . 

b. Outputs 

Financial U k e t  RDP 

1. An improved policy dialogue process 
2. hn improved information ixse on the firancia1 system. 

Technical assistance funds for 
financial market research, 
developnent, and pronotion studies 200 K) 250 

Financial Markets Advisor 

d. Beneficiaries 

The primary beneficiaries of this activity will be S3E 
whose business wrtunities are constrained by lack of adequate financing. 
Secondary beneficiaries of improved financial market perforinance will include 
the entire Guatemlan society. 

e. Ehd-of-Project Status 

- Ncw laws, policies, and financial instruments capable 
of serving the needs of private enterprise 



4. New Private m t e r p r i s e  In i t i a t i ves  

a. Introduction 

The PED pro jec t ' s  three m i n  components - managerial 
technology transfer,  nontraditional export expmsion , and financial  m r k e t  
developnent - a l l  involve m j o r  action programs, analyses, policy dialogue and 
ins t i tu t ion  building elements. Yet there a r e  many other areas of private 
enterpr ise  developnont in whicb effect ive policy and project  interventions a r e  
needed whose ideas, constituencies, and programs have not ye t  mtured t o  the 
pint t ha t  the Mission is prepared t o  s t ruc ture  a project  component or commit 
' to a program. These areas of in te res t  a r e  the domain of the New Private 
Ehterpr i s e  In i t i a t i ves  compnent of t h e  PED project .  This approach 
complements and makes operational a key concept in  the project  rationale: t o  
support, but not d i rec t ,  pr ivate  sector i n i t i a t i ves  identified,  p r m t e d  and 
developd by G.Jateinalans. The Mission's project  comnittee w i l l  develop the 
c r i t e r i a  tha t  w i l l  govern the selc t ion of a c t i v i t i e s  to be financed under t h i s  
component. 

'Ihe New Private Enterprise In i t i a t i ves  (NPEI) compnent is 
the Mission's mchanisin for research , develo-mnt , pronotion ,. constituency 
building, policy s tudies ,  and ins t i tu t iona l  support in "other" private 
enterprise a r e x .  The v r p s e  of t h i s  cornpment is t o  analyze pract ical  
policy concerns; bu i ld  constituencies for p l i c y  change; a t t r a c t  p r ; l c t i ~ l  
business p o p l e  to  take r i sks  i n  ewrging aceas of in te res t  (e.q., 
privatization);  provide ins t i tu t ions ,  pu!>lic and pr ivate ,  with the resources 
to engage in policy dialogue; implemnt desired changes, and, t e s t  new 
approaches. 

Financing under t h i s  component w i l l  be directed to: 

1) Assistance to  the Minister of Economy t o  strengthen 
the p l b l i c  sector in its capacity t o  address policy, 
regulatory and implemntation issues which support the 
Guatemlan economy and its private sector ,  primarily 
small and medium en trcpreneurs . 

2) Research, develop and promote privatization options, 
primarily those which eliminate major bottlenecks to 
economic expansion. 

3) Establishnmt of an international training fund t o  
finance hiqhly specialized short-term training abroad. 

b. Ass is tance Elements 

1) Public Sector Policy Improvement 

This e l e m n t  w i l l  provide $450,000 and $260,000 in ESF 
loca l  currency t o  a s s i s t  the Ministry of Economy (WE) t o  carry out  a 
constructive p l i c y  dialogue w i t h  the private sector. It £ o a s e s  on 
strengthening t!!e cXX; capacity to develop a psi  t ive  policy and rcgula tory 



environment in response to the need to promte private sector investment and 
export production. - .  

The e l m t  coqlemats the export-oriented policy 
support addressed through OSrNAPM, by hilding the capacity to resporxl to new 
policy initiatives. USAID klieves that to focus only on export-related 
policies would be short-sightd. Guatemala will succeed in the export area 
only by encouraging an overall conrpetitive private sector. Rtrther, SMZ 
require specific attention wifh improvd policies a d  streanlined - . 

regulations. This element, then, addresses the private sector policy needs by 
strbgthening G S  capacity to respnd to them. 

The ?EX? project strengthens the private sector 
capacity to research desired policy changes, design improvements, and prorote 
chaqges. Operatiomlly, th is  will cause a stronger demnd for @icy 
changes. Yet the "price" will increase if the "supply" respcxrse doesn't 
improve. ?he price in this particular case nay well be plitical unrest and 
disenchantment with the democratic prmss. 

. PED resources, although primrily dediated to 
strengthen private sector institutions, will also facilitate the effectiveness 
of the GZ3 in its positive respcplse to plicy Lnprovement. By increasing the 
policy "supply" sidz of the equation, i.e., the GO3 capacity to respond, USFiID 
xi11 reduce the "price" of policy negotiation. 

PED resources will be primarily reached by the W E  
through detailed action plans that link PED, W E  md private =tor resources 
to highly targeted policy and regulatory results. 

?his project element will support the .+finistry of 
Economy in the following areas: 

(a) Training to Ministry personnel in the 
implementation of new lgislation. 

(b) ~~treamlining GX administrative procedures 
mtrainkrg primarily small and a i u m  
enterprises. 

(c) Assisting the MOE in assessing the creation of 
(INAPEX-type facilities in other sectors (e .g . ,  
investment, construction, industry, domestic 
trade, energy, transportation). 

(d) flrpporting the MOE information system (data 
managemnt, informtian distribution, etc.). 

(e) Ident i wing revenue-enhancing (e . g. , user 
charges) ard cost-cutting (e.g., improved 
personnel mnagement) options to inprove the 
financial base of the MDE. 



Assistance to the M3E will inclu3e one year of 
consulting services with ' the objective of furthering the establishment of 
fiscal incentives and remval of disincentives to lccal ard foreign investors 
and entrepreneurs. 

f 

Additi-lly, PED re-ces will fund sin%-term 
international an3 domestic teahnical assistance and the'procureaent of 
equipnent required to implement accepted policy recornexlations. 
Administrative and staff support required to facilitate bDE -ion of 
knowldge transferred by external specialists cwrplements this activity. PED 
will furid local technid assistance to encourage and allm the M3E to enhance 
its effectiveness by using the-primte sector. The ,WE will antract out 
specific assignx~lents to Guatemalan private sector cccrp?anies or individuals. 

2) hibate Sector Research, Dcvel-nt, ard Pramtion 
( RDP ) -. 
This assistance element will provide $2?,000 to 

support private sector efforts to identify and analyze targets of opprtunity 
to prmte private sector investment and export interests befort? the G X .  
CAEM, t??ough its relationship with swantees under the project will 
strengthen its role as coordinator among the various constitutd chaiis will 
'become the form for identifying specific private sector policy and investment 
interest that cculcl not be deterslined a priori. 

Although the stzteowned enterprise (m) sector of 
Guatemala is relatively smdl1,'SOEs are critical to the future developnt of 
Guatemala. They control telecommunications and p e r  generation, and a£ fect 
Guatemalan compstitivenes in international trade. There are relatively few 
legal barriers to privatization, and mst of these are of a h r  nature. 

Other areas that may be financed under this assistance 
element would be prefeasibility and feasibility studies to s-rt new 
private sector investment and export projuction efforts beyond the specific 
activities identified in this project paper. In all cases, prcspective 
studies will be evaluated prior to financing to ensure conforinity with the 
hutenberg and Etumpers m h n t s ,  as well as for oonformity with the U N D  
strategy for the sector. Fbnding may also be provided to develop an 
incentives program to decentralize industrial and other private sector 
economic activities; or, alternatively, to provide incentives for the 
developrnent of local entrepreneurial talent and identify pblic services 
required to prrmote local private sector economic development. 

Included in the activities under this a=mponent, the 
project provides $300,000 for short-tem overseas training directly related to 
project objectiws. This activity is intended to facilitate training 
opportunities such as export incentives in Colanbia, where a particularly 
successful incentives program was established, and the International Trade 
Center in Geneva. Cbmlementarv fundim of trainina owortunities offered by 



other donors will be a major aelicatim of those funds. Training for 
employees of private enterprise under this elemwt will bk M e d  on a 
cos t-shar ing basis . 

To strengthen the institutional capacity of CAE4 to 
play a role as the key.institution for coordimtion of private sector policy 
interests, the following support will be provided to CAE4. ?he PMU Chief of 
Party will serve as the primmy advisor to CAEM. In addition, the project 
will provide three local currency-funded professid positions: 

a) APEDprojekt manager. 

b) A staff ecwYamist. 

c) : &I executive assistant to backup the CAEM Project 
Manager in carrying out his/her duties under the project such as Executive 
Committee Chairman. . . 

CAEM's PED manager and execiltive assistant position 
will strewthen CAEM'S institutional capacity in the fulfillment'of its 
primary mandate - amrdinate private sector effarts oriented tc accelerate 
Guatemdlan develapnent. A key respcrnsibility of the PED project manager will 
be to assist CAM attain financial sustainability. 

The staff economist will reinfarce CAM's capcity to 
analyze existing arr3 desired policies. &/she will also help produce position 
papers for private sector negotiations with the public sector. Finally, as 
part of the CAEN team, he/she ~ 1 . 1  support policy initiatives and/or interests 
'flagged by AM; and tke Guild, as well as the RDPs on Financial ktarkets and 
FTPFs . 

Additiond.ly, CAM will contract specialized local 
technical assistance through individuals or companies to aid in the . 
identification of new private initiatives and business opportuniti~s. Ihese 
contracts will be primarily used to support SLYE belonging to CXM's member 
Chambers and Guilds. ?he same amtracting route will Se utilized to provide 
analytical support for the private sector policy dialogue. 

Tne direct staff and equipr~ent costs have ken 
estimated at $200,000 in ESF local currency over the LLP. An additional 
$250,000 in I;1SF local currency will be provided to CAR4 to finance the 
contracts for local services. 

c. How the New Private Ehterprise Initiatives Qmponent 
Relates to Other Elements of the Project 

Absent a supportive policy environme=t, investments in 
training, credit and other project activities will not yield high returns for 
Guatemalan entrepreneurs, or for the country as a whole. Favorable ecomuc 
policies involve efforts by both the public and private sectors. The New 



Private Enterprise Initiatives cro;rrponent represents insurance that the policy 
changes needed for a competitive private sector are carrie3 out an time, and 
with adequate stqrport by public sector implementing agencies. At the same 
time, the ampnent provides additiondl support in the area of privatization, 
to assist the pblic sector in concretely mving forward to end public 
-lies and improving efficiency of the e c o r ~ r r m y .  

d. Project Ekqeficiaries - 
Groups within Guatdan society which will benefit are 

invktors, and new employes of firms which expand operations due to positive 
policy changes, and the Guatemalan consumer who benefits froq a more 
ccmpetitive private sector. Overall, Guatemalan society will benefit from a 
mre positive and constructive policy dialogue between the public ard private 
sectors, and from more rapid'adcption of new, mre constructive policies by 
the public sector. . . 

Tne %W Pri~te Sector Initihtives ComIpnent anticipates 
the follcksing outputs by the end of the project: 

1. New fiscal incentives law implemented. 

2. At least 6 concrete activities underway or conpleted 
to implement policies which prmte investment, 
export, or productive enployment. . 

3. At least 2 privatization studies coapleted, leading to 
one f u l l  or partial pri~tization by end of project. 

4. At least 40 participants benefiting from short-term 
interwtional training prqrams. 

Inputs 

The budget for the New Private Sector Initiatives coqynent 
is presented belw. 



LVW PRIVATE -RISE. MTIATIVES 850 310 1660 

MOE PO&ICY DEEXPMENT FUND 
F i d  Incentives Adv. 
External T.A. 

Equipnent 
Lccal T.A. 
Equipnent 

Pdministrative Support 
PRIVATIWION . 

F x t m  T . h  
Iocal T.A. 

am INSTI?VTIONAL; Sui?mRr 
tr'EiZSEAS THAI.aW; SUPPOtiT . 

g. End of Project Status 

By the end of the project, the follcwing pezment changes 
in the Government of Guatemla's nranageaent of export and investment policy 
will be in place: 

- ?he Mipistry of Economy will be institutionally 
stronger and will have a leading role in maintaining and administering fiscal 
incentives for business expansicxl and cangetition, primarily focused on small 
and medium entrepreneurs. 

- Privatization as an issue will receive a r e  attention 
in Guatemla, spurred in part by partial privatizations and widely 
disseminated RDP actiors financed under the project. 

- CAEM institutionally strengthened to cxzdinate new 
private sector initiatives and policy dialogue with the GOS on ecunanic 
develqrment iss~es. 



?he cost of the project w i l l  total approximately $27.5 millicn, of which 
$10.0 million (36%) w i l l  be providd as a grant by AID, and the equivalent. of 
$17.5 million (64%) by the partici-ping public and private sector 
instituticns a s  counterprt t o  the project. 

Expditures under the project w i l l  cover a five-year period, from 
September 1987 through September 1992. Table IV-1 provides a sulnmary of the 
-get by input category a d  by source of funds (AID or counterpart). Fs 
indicated by the table, a l l  of AID'S contribution w i l l  finance dollar costs of 
t3! prajsct. -1 curreiicy costs w i l l  be covered by ESF local currency (63%) 
and other private sector contributions (37%) . Ebrther,mre, nearly seventy-two 
pqcent of project funding w i l l  be in suppr t  of training, technical 
assistmco, and credit guaranties to SL%. Less than five percent of the 
project costs are allocated t o  project nanagovent, increasing t o  just. urder 
eight percent when the cost of project coordination is factored izto 
administrative costs. 

Tnc project. resources outlir.& a b v e  w i l l  serve to  achieve exFzt.cy3 
o u t ~ u t s  under four basic components of the project. These crrmponents and 
prqect furxis buaseted for each are shown in expected amounts t o  'ix alloctte3 
per %ole N-2 

ExLp.*im-es under this project are expcted t o  take place ovzr a 
five-year period. W l e s  fV-3 ard IV4 provide details of expenditwes by 
fiscal yeex for each of the na jor ampxents of the project, and for each 
najor input category, respectively. 

As reflected in these tables, approximately one million dollars have 'been 
budgetd to  cover contingencies. Tkis amunt,, which is approximately 4% of 
the project. total w i l l  be used t o  cover any future events which may force 
origj.nal estimtes t o  change. In addition, approximtely $664,000 has been 
budgeted to cover inflation, .estimated at. 10% per annun. Also, *,he= tables 
i n d i ~ t e  *-hat- of total  projected e x ~ d i t u r e s  of grant rescurces, 
apgrflxi.mt.elqr 26% w i l l  take place in FY88, 28% in FY89, 19% in FY90, 15% i n  
W l r  and 138 .b FY92. 

The project is designed to  support nonprofit. p r i ~ t e  sector delivery of 
services to  profit-making private sector entities. The design is built. on the 
concept. that. grant funds te provided to  assist  the implementing instit.utions 
to e.xpanc3 services to clients not 'raditionally served (e.g., SbE) on the 
basis of sound financial management principles 

Tne rep1icabilit.y of the project wries  by actj.vity (discusse3 in more 
detail i n  t.he projst..descrj.ption). In ~ene ra l ,  activit.i.es desigwi to 
provj.de t.eclmica1 and/or financial services to private sector f i n s  have fee 
structures built int.0 t.hen. These fees w i l l  put the inst.i.tutions cn the rmcl 
to greater finmcial s c l  f-suf f iciency. 



A key task for the external tedmical assistance is t o  stxengthen the 
financial sustainabilit-y of the K G ,  Guild and CAE31 activities s,pnsred under 
this project. ?he progressive rate project& £,or revenue ard investments 
generated by these organizations is based cnly on preljminary figures, Early 
s i ~ r u l s  5ppei.r to indicate that. these projections nay be ccnservative. For 
exmple, only $20,000 in private sector countewr% has been projected for 
CADI'S, F~Tr" ceiiter. But  investments pramted by this elenent may surpass 
$5,000,000. 

tbrever, activities designed to  supprt  technical assistance for mre  
g lob1 pliq dialogue are not. anticipated t o  generate revenues directly ta 
s u p r t  their continuation after the project. ?he project may identify 
additional assistance opprtunities for AID t o  suppr t  Guatemala in  achieving 
the objectives under this project. In these cases, follow-on fudi rq  nay be 
provj.cied or r,ew projects w i l l  be develcpd to  support specific institutional 
e f h r  ts to pra.ot.s new investment opprtuni ties. 

' h e  metnds for financing the expense categories identified i n  M l e  IV-4 
are given i n  M l e  IV-5. 



Table IV-1 
~SAIDIGUfii~!lALA/PSPD 

PRIVATE EhiiRPkISi CEVELOPHEHi FROiEiT 

SUPJCIRY OF ?!:D6ET BY EIPEIiSE CATiXRlES 
{ I n  thtusands of US dol lars ,  or LC equivalent i n  d o l l a r s  C 92.50 - S1.00) 

--- LIFE Oi' P2OJECT ---- PERCENT 
606 P r i v  OF - A I D  - ESF SK PACJECT 

F I  LC LC LC T o t a l  TOTAL -_------------------------------------------------------------------------------- 
F.WECT TOTAL 10000 0 10930 t5K 27403 100.03L -------------------------------------------------------------------------- 
ZWTIKEiriCi5S 1006 0 0 0 1006 3. bW ---------------------------------------..------------------------------------ 
IVLATICII  Iapprcr i r a t e  102 per anncri 664 0 360 103 1127 4.102. 
- - - - - - - - - - - - - - - - ~ - - - - - - - - - - - - - - - - - - - - - - - - - - ' - - - - - - - - - - - - - - -  . 

TRAINIliS 575 0 2020 525 3120 ii.352 ---------------------------------------------------------------------------- 
C O k ~ S J I i l 3  k OTFER CESTS 205 0 150 0 355 . 1.292 



Table I V - 2  
S A I D / G U A T E M L A / P S P O  

P R I V A T E  3 i E i t P R I S E  tEVELO?HE!iT P K i J E t T  

S U M l A i l  OF B U X E T  BY COI(P0I;ENT 
( In  t h o u r a n d s  of U S  d o l l a r s ,  o r  L C  e q u i v a l e n t  I n  d o l l a r s  C 42.50 = 61.00) 

--- LIFE OF PROJECT --- PERCENT 
606 P r i v  OF - AID -- E S F  Sec PROJECT 

FX L C  L C  LC T o t a l  TOTAL _--------------------------------------------------------- 
PROJECT TOTAL 10000 0 lO?OO 6583 27483 100.001 

I F L P T I O N  I a p p r o ~ i a a t e  131 per a n u !  664 0 360 105 1127 4.101 -------------------------------------------------------------------- 
K O J E C T  E L E E h T S  & COOF13INCtTIEE;/RA44tE/EYAL 8330 0 10540 6490 2 5 5 0  92.242 -------------------------------------------------------------------- 

P ~ ~ O J E C T  E L E ~ E ~ S  6095 o 9 x 0  6 4 a ~  22325 81.232 --------------------------------------------------------------------- 
S n i L L  & REDIUII EWTERP2ISE EZW. SIlPPSRT 1115 0 2120 525 3760 13.681 ---------------------------------------------------------------------- 
EXPDPT D E V E L C i K N T  3580 0 1220 4 3  5255 19.122 

I 
k t 3  P R I V A T E  U i ? E i l ? R I S E  Inii!CTlVES 050 0 8 1 0  0 1660 6.041 

PROJECT HAlr'AGEENT INtORI(Ai1OR SYSTEI! . 100 0 -  355 0 155 . .. 1.661 . 



S % l l  b G C l M  E I X W R I K  IEM. FJPPI l  111s 0 2120 US Pb? . 2b1 0 44s 38 144 - 310 0 522 82 914 2bO 0 400 113 715 191 0 3 0  140 127 85 0 3: 150 6CO 
;IES b l t r p f i ~ m  C t d o p t 0 1  t109118 215 0 11b0 525 2560 75 0 U S  18 408 75 0 4 3  02 502 :O 0 11: 115 :00 :O 0 12: 140 51% 3 0 1CO 150 415 
S:tc~rl~;td Trrlnirq O 0 2b0 @ 260 0 0 18 0 S I  0 0 72 0 11 0 0 50 0 SO 0 0 5 0 0 % .  0 0 5 O O : O  
S ~ t c i r i i t r d  SX t t d u l t r l  A ~ ~ i ~ l m c n  250 0 100 0 .  IS0 SO 0 SO 0 90% :O 0 I 5  0 13 SO 0 15, 0 b5 50 0 15 0 b5 50 0 I3 0 b5 
ss tivisar - so0 o o o xo 11s o o o 113 150 o o o 1:o 150 o o o 1:o 87 o o o el 0 0  0 0  0 
:cual~!res b C 5 t r  tosls 10 0 0 0 90 25 0 0 0 25 S O  0 0 U 10 0 0 0 10 IF  0 0 0 10 10 0 0 0 13 

- - -  -. - - ~  ~-~ - .  - . ~ - -  . --... ---.. ..-.---..-..------.-.-..---.---. 

trr:~i r 9 t : x t r  5520 o 1223 45s 52:s 1012 o 387 ha ~ t s q  801 0 SO1 82 1464 dbO 0 110 83 8:) 547 0 110 100 751 450 0 110 I:.# 5t3 
E r r r i t l  P r q r r r  20?0 0 510 455 SO35 I00  0 KO 10 469 450 0 120 10 640 450 0 110 15 (45 4a 0 110 103 110 4JO 0 l i b  I20 42) 
C;€cirlixtd Itclmitrl Lhsirtmrm 250 0 0 0 7% 50 0 0 0 50 :O 0 0 0 :O SO 0 0 0 :O 3 0  0 0 %  : o o  0 0 3  

.' E ~ a r l  h r t i c p t r a t  M v l l o r  :OO 0 0 0 500 111 0 0 0 111 !SO 0 0 0 I50 1 9  0 0 0 IS 87 0 0 0 07 0 0  0 0  0 
C r a ~ c d ~ l ~ t l  L Other Costs , 90 0 b 0 90 SO 0 0 0 50 10 0 0 0 10 10 0 0 0 10 10 0 0 0 I0 10 0 0 0 10 
FLEE 1PP:E ?kCEuCIIP F R C I L I ~ ~ E S  I D ?  ZSO ,O 200 20 670 150 0 100 B 25a 100 0 100 12 212 0 0  0 0  0 0 0  0 0  0 0 0  0 0  0 
tS'.h;tt 140 0 450 0 190 25b 0 Ib9 0 425 84 0 201 0 365 0 0  0 0  0 0 0  0 0  0 0 0  0 0  0 

Ttrce Foli:) Alviror 1% 0 0 0 150 111 0 0 0 111 17 0 0 0 S7 0 0  0 0  0 0 0  0 0  0 0 0  0 0  0 - Ealtrnrl  1.A. 1% 0 0 0 150 I 0 0 0 111 37 0 0 0 I 7  0 0  0 0  0 0 0  0 0  0 . O O  0 0  4 
lscrl Econorisls I21 0 0 1% 0 1'50 0 0 . 5 6  0 :b 0 0 94 0 94 0 0  0 0  0 0 0  0 0  0 0 0  0 0  0 
# t m i a i s l t ~ l i ~ t  P t t s o ~ n @ l  0 6 - 5 0  0 SO . 0 0 19 0 19 0 0 31 0 J l  0 0  0 0  0 0 0  0 0  0 0 0  0 0  0 

. L q u ~ g s ~ a l  k S u ~ p l i r s  0 0 100 0 100 0 0 56 0 S6 0 0 44 0 44 0 0  0 0  0 0 0 . 0 0  0 0 0 ' 0 0  0 
k c & !  1.k. 0 0 1% 0 150 0 0 :8 0 J8 0 0 112 0 111 0 0  0 0  0 0 0  0 0  0 0 0  0 0  0 
Cat;. L:tm!rgt Sludy 4 0 0  0 0 4 3 -  3 0 0 0 0  30 10 0 0 0 10 0 0  0 0  0 0 0  0 0  0 0 0  0 0  0 

t&U 3 SfXtfSlfi 150 0 0 0 150 11s 0 0 0 Ill 37 0 0 0 31 0 0  0 0 . 0  0 0  0 0  0 0 0  0 0  0 
F X E I  L4riscr S O  0 0 0 1:O !IS 0 0 0 111 I 7 0  0 0 5 7 -  0 0  0 0  0 0 0  0 0  0 0 0  C O  0 
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, '. IV-4 ... . .. US810lGUAIVJUllKPO 
PnIvnn UILIRISL OEYUOPKWI PWXCT 

. . . . .- . . DEIIIILED LUORI ~1 E~PWSE ~AIEGORIES 
. . : II8 1hwshaads 01 US l a l l r r s  or LC tquiraltnl  In l o l l u r  # 02.50.SI00) 
/ 

. - -- LIFE Of I R O J P T  -- -- FV 1983 ---- --..-- FV 198? ----- . -.--- FI 1990 -- 
me.. f l  1 9 1  - -- f1 1?92 --- 

606 P ~ l v  GCS P ~ : V  t o ~  Prlv tOG Priv 603 Prlv SCS Prlv 
. . -- dl0  -- EY Ste T o t a l  - AID - ESF Src k l r l  - n13 - tSf Sec Total - A I D  - LSF Ste Total - A10 - LSF See l o l r l  - AID - ESr k c  l o l r l  

FI LC LC LC I1 LC LC .It .FI LC LC LC Fl  LC LC LC I1 LC LC LC F! LC LC LC 
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15 
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47b 
Ill 
113 
113 
11; 
i s  
1s 

115 
l i S  

0 1045 116 0 I:l 0 29: 115 0 I l b  0 151 
0 250 6 0 23 0 7b 125 0 25 0 1% 
0 250 b 0 20 0 7 b  12: 0 25 0 1% 
o 2'10 60 o eo o 163 0 0  0 0  o . 
0 255 0 0 4 1  0 41 0 0 Sf 0 51 
0 7s ' 0  0 I 2  0 12 - 0 0 15 0 I 5  
0 SO 0 0 8 0  8 0 0 10 0 10 
0 130 0 0 21 0 21 0 0 2b 0 Zb 
0 340 . 0 0 10 0 10 SO 0 103 0 150 
0 143 ' 0 0 0 0  0 50 0 98 0 140 
0 140 0 0 0 0  0 0 0  0 0  0 
0 bO 0 0 10 0 Ir) 0 C 10 0 10 

87 0 I l b  0 205 0 0 61 0 b l  
19 0 5 0 24 0 0  0 0  0 
19 0 S 0 24 0 0  0 0  0 
20 0 20 0 40 0 0  0 0  0 
0 0 b I  0 61 0 0 51 0 S I  

, 0 0 1 8 0 1 8  0 0 IS 0 15 
0 0 12 0 12 0 0 10 0 10 
0 0 31 0 31 0 0 26 0 21 

50 0 30 0 80 0 0 10 0 10 
0 0  0 0  0 . 0 0  0 0  0 

:o 0 20 0 70 0 0  0 0  0 
0 0 :o 0 10 0 0 10 0 10 

)Bj;Efi  ?A:SE%!iT 1110 0 195 0 1305 SO0 0 JP 0 SIP 300 0 I9 0 339 180 0 39 0 219 170 0 39 0 209 1hO 0 39 0 199 
0 1 e l  o l  Frr!1 & Chi3 Scaior M v l r t r  150 0 0 0 130 150 0 0 0 150 150 0 0 0 1% l:O 0 0 0 150 150 0 0 0 1:O 150 0 0 0 150 
b:D ? t ~ t k f t S  360 0 0 0 IbO 1.50 0 0 0 136 I!*o 0 0 0 150 $0 0 0 0 30 20 0 0 0 20 10 0 0 0 10 
Erecu!ire Lrstslmt 0 0 100 0 100 0 0 20 0 23 0 0 20 0 20 0 0 2 0  0 2 0  0 0 2 0 0 2 0  0 0 20 0 20 
KJIO. r l r s ~ r l r c l ~ S n t t l a t ~  I 1  0 0 40 0 40 O O U G  B 0 0  8 0  B O b  0 0  8 0 0  8 0  8 0 0  8 0  8 
B:r:t. Lrsis:ml15ecretary (2 O O N O U )  O O b O  b 0 0  6 0  b 0 0  L O  b 0 0  I 0  b 0 0  I 0  b 
b?rln. h s s ~ s l w ! l S ~ t ~ L a t y  83 - 0 2 0 IS 0 0 5 0  S 0 0  5 . 0  S 0 0  3 0  5 0 0  3 0  5 0 0  5 G  5 -------- -----------------------~------.--------~--------.-~--~~-~-----~--- 



Wle IV-5 

Methods of Pro jec t  Implementation and Financing (in $000) 

Implt 

Tkchnical Assistance* 

Training 

Projec t  mnagement 

Projec t  Coordination 

Implernen ta t i o n  . 

t4 thai 

AID ~ i r e c t / ~ e c i p i e n t  
I n s t i t u t i o n a l  Contract  

AID D i r e c t h c i p i e n t  
I n s t i t u t i o n a l  Contract 

AID Procu r m n t /  
Eaecipient 

AID Direct/Recipient 
I n s t i t u t i o n a l  Contract 

AID Direct  PSCs 

Tota l  

Financing Approximate 
*th& Amount 

Direct Pay/ 6,710 -7 
&inbursement 

Direct Pay/ 690 .3 
&Mursement  

Direct pay/ 246 .1 
Rahbursement 

Direct  Pay/ 1,332.5 
Reinbursement 

Direct Pay 1,020.4 

10,000 .o 

* Includes technical  a s s i s b n c e  , i n s t i t u t i o n a l  s u m r  t and i n f o r m  t i o n  tEAID 
budget i tens. 

N3TE: -- Under the Cooperative Aqteement with CAEM, g r a n t  and subgrant 
r ec ip ien t s  w i l l  be  responsible for a l l  procurement ($6,652,000 in DA g ran t )  . 
UIder the  Projec t  Grant Agreement with t h e  Ministry o f  konomy, AID d i r e c t  
procurement w i l l  be t h e  implementation method for DA d o l l a r  funded a c t i v i t i e s  
($940,000). AID d i r e c t  procurement w i l l  a l s o  be used to ob l iga te  
apptoximtely  $2,408,000 i ; ~  cont rac t s  t o  support  the  A I D  management of the  
project .  



A. &ligating Instruments 

The grant w i l l  be obligated through a aoperative agreement with CAEM 
for $6,652,000 and a bilateral project grant agreement with the Government of 
Chatemla for $940,000. The remining funds w i l l  be obligated through direct 
AID contracts. Sub-grant agreements w i l l  be entered into by CAE3 w i t h  AGG, 
the Nontraditional Ekprters  Guild through the Charrber of Industry, and the 
Charrber of Finance as  required to support implementation of the project. The 
Ministry of Emnomy w i l l  be signatory to the Project Agreenrent, and w i l l  use 
'the assistance primarily in support of the public-private sector dialogue 
process currently underway in CONAPEX, in promoting a m r e  responsive OX to  
policy initiatives of the private sector and to finance the Guatemalan Central 
Bank's FDDM advisor. 

B. Project mnagement Unit (PMU) 

CAEM, with project funds, w i l l  establish a Project E.hnagement Unit 
(PMU) to oversee implementation of the project and supervise the Project 
Management Information System. The PMU w i l l  have offices in CM~I and w i l l  be 
staffed with contract U.S., TCN and Guatemalan personnel financed through an 
institutional am tract  contracted by USAID or CAM, as appropriate. Projected 
N staffing includes the following 10 positions: 

Team leader and Principal Pdvisor to CAEX 
Specialist in procurement and financial procedures 
ESrea~ t ive Assistant to procurement specialist  
Impact Monitors (2 or: more) 
Senior Information System Specialist to manage the PMIS 
Informtion Sysrem Specialist 
Administrative Assistant and Secretaries (3) 

C ? ,  through the WU, w i l l  support two key management functions: 
Overall project management and inform tion assistance . 

Project ~ar1agemen.t: 

1. Oversee the administrative and financial ac t iv i t ies  of 
sub-gran tees related to procurement of: technical ass is tance and other 
technical support services; offshore training; conrmodity proaremerit; and 
ass is t sub-grantees as  required in project related management ac t iv i t ies  such 
as arrangements for conferences, seminars and workshops. 

2. A t  the request of sub-grantees prepare project documentation for 
a l l  procurement. 

3. Prwide status reports on project progress, and financial 
r epor ts . 



4. Assess the quality and c o n f o m c e  t o  project objectives of 
services provided by contxact technical assistance and by implementing 
organizations. 

Information Assistance: 

1. Through the Project Implementation 1nfomtj.on System, gather 
data on project impact: and evaluate the cost effectiveness of project- inputs 
and activities on a oontinuing basis. 

2. Develop a roster of technical advisors and sepices a ~ i l a b l e  
from Guatamlan and foreign sources. 

3. Gather business information of use t o  implementing organizations 
and t o  U S U D  (information networking function) . 

4. Develop a network w i t h  programs by other donors and the G3G. 

The FMIS w i l l  provide the data required for very close mnitoring of 
project implementation by project managers. As lessons are learned about. h m  
t o  improve the quality and delivery of technical assistance and t ra iniw,  the 
project w i l l  be focused on higher impact services, methods of delivery, 
techniques, target client groups and cost- efficiency. Tkis mnitorjng is 
intended to  result. in  regular fine tuning of project. resource mmagenent. 
reflecting operatiq experience. 

~hus,  the project w i l l  be increasingly "directed" by the  market.'^ 
response, rather tha,? by any a priori assumptions about what activit ies 
generate what impact. i n  the Guatemalan economy at. this time. As the project- 
"learns" mre about the needs and how to  provide tec'nnical services, the PLW, 
i n  coordination w i t h  USAID management, w i l l  regularly assess project 
performance and reassess and revise the plans and procedures of the 
imple~enting agencies. 

CAEM, through the PMU, w i l l  free up implemenking agencies to 
concentrate on carrying our: their prqrams, identifying additional problem 
areas anti solut-ions, and engaging i n  policy dialogue. . 

Avoiding burdening Guatemalan organizations with lezning the AID 
systen has several significant advantages . First  a d  f o r m s  t, the energies 
of client organizakfsns can be focused on the things they do best - 
umierst.sndiry their client.ele, developing locally acceptable solutj.ons to  deal 
with their problems, and imnplemcnking those solut-ions. Secorr3, AID can hire 
e p r t s  in  AID reyulations to  do the bureaucratic wrk for a client 
organization instead of trying t o  train m l e  to  service A I D ' S  system. 
'Ihird, oy taking respnsibil i ty for deal& wj.t.h the rqulat-icns, rather than 
training others to  do SO, the 0pprtuni . t~ opens for AID t.o take a mare direct. 
posture w i t h  r e s p t  to  varj.cus aspect.s of the mnnyment. of AID resxrces. 
Ses An11t.u L for additional inforration on PMU fimct.i.cns and cperakicns. . 



The project- provides $1.110 million for foreign exchange costs of 
staffing the P W  and the local currency equivalent of $450,000. The project. 
also provides $25,000 in foreign exchange and $50,000 in local currl2r.q for 
carmrodities and other costs of establishing the FMJ and related st==-up costs. 

C. The Role of Private Sector 1mplementj.rq Organizations 

1. b';urmnary of Functional Responsibilities 

a. Chamber of Ehtrepreneurs (W) 

1. Mip ien t  and overall project, management 
2. Lead agency for policy dialogue and lobby for 

regulatory reform with the GOG; 
3. promotion a d  preinvestnent support for Ree Trade 

Production E'acilities; 
4. financial narkets development ( w i t h  the Chxber of 

Finance, a CAM member). 

b. Nontrzditional Products Exporters Guild 

1. Promotion of products and identificakion of new 
markets; 

2. Lobby for export-re1at.d policy, regulatory and f i s m i  
reform. 

c. Guatemalan Management Association 

1. Training and consulting services £or small and medium 
enterprises; 

2. Iobby for S l E  policy and regulatory changes 

Each implementing agency w i l l  he respcnsible for executing the 
activities described in  Part 111, Project Description. This w i l l  require 
preparation by each organization, during the first- t-wo t o  three mnths of the 
project., of a five-year implementation plan tcgekher with a detailed 
i,nplenentzition plan, budget., ar.d schedule for first-year act.j.vi t ies  for 
suixnission through CAM t o  USAID for review and approval. Second - and 
subsequent-year imp1en;entat:ion plans w i l l  also be required. 

Quarterly progress reports w i l l  bc submit.ted to  USAID by each 
iirplement.incj organizat:ion through CAFi4, outlining accanpli shments , prablems 
a13 propxed solutions and a l ist .  of key activikies to  te carried out over the 
n2st quarter. An annual progress report w i l l  also be suhit.ted by a . 1  t o  
US\ID. 



D. Fble of the Ministry of E;conomy 

a. technical. Secretariat of CONAPEX; 

b. establish FODM; 

c. address policy, regulatory and impiemntation issues which 
s u p r  t the Guatemlan economy and private sector with 
err@asis on the SME subsector. 

2. Implementation Respns ibil i t ies 

The bDE w i l l  prepare an annual work plan including a time-phased 
schedule and budget for submission to W I D .  

E. Procurement Plan 

USAID/Guaternala w i l l  sign a Cooperative wreemnt w i t h  CAEM and a 
Grant Agreement with the Ministry of Economy. Both organizations have the 
capability and management know-how to contract and supervise the Gua temlan 
personnel required to implment this project. CAEM, for example, is 
successfully implemnting a $1.5 million OFG. 

Under the CAEM Cooperative Agreement, the Mission w i l l  reserve the 
right to prior approval of key personnel and procurement policies, including 
the selection of long-term, in-country personnel, selection of local 
implemnting institutions, and workplans. . 

CAM's responsibilities under the Cooperative Agreement w i l l  include 
implementation of policy dialogue activities w i t h ,  and broadening services 
for, srnal 1 and rredium entrepreneurs, nontraditional exporters and the 
investment community. In  addition, CAEM, building on its strong linkages with 
othet private sector institutions , w i l l  play a crucial role i n  coordinating 
project activities. To this effect, CAEN w i l l  sign implementation 
Subagreernents with the Guatemalan Eihnagement Association, the Nontraditional 
Product Ekporters Guild and the maternalan Financial Charrber. AID w i l l  give 
prior apprwal to these Subagreernents. 

Under the CAE24 Cooperative Agreenren t and Subagreements , respctively , 
CAEM and the other implementing agencies w i l l  be responsible for procurement 
funded through either dollars or local currency. AL1 Guatemlan organizations 
which w i l l  be conducting procurement are capable of doing so. Currently, the 
Nontraditional Product Dtpor ters Gui ld  is operating successfully under A I D  
grants. The Guatemalan Management Association has wer 26 years of experience 
contracting and supervising personnel training programs . ESF local cur tency 
procurement of technical assistance, training and comnodities amounting to 
approximately $3.9 million w i l l  be mde by the host country implemnting 
organizations, A I D  





Procu~ement. Schdule for Ekternal Technical Assistance: 

This  

Project liaison officer contracted Sept.-Oct. 1987 
RFP(s) issued Cct.-bv. 1987 
Institutional cont.act(s) signed Jan.-Feb. 1988 
--term mntractars begin t o  arrive 

i n  country Mar.-Apr. 1988 P 

procurement plan w i l l  be updated as necessary throughout. the 
project inpl&+ation. The procurenent-actions identified during intensive 
review &re only those required for project start up and the f i r s t  eighteen 
months of project- l i fe .  Further procurement actions w i l l  take place after the 
scheduled eighteen-mnth project review.. Experience dictates that, as 
projects mature, the conpsition and quality of required procuremenks may 
change, 



The Missicn's Private Sector Programs Office (PSPO) will manaqe the 
project, The professional staff of the office currently consists of a USW 
dnief, an F a  EX advisor, an FbT agribusiness credit advisor, and two 
secretaries. A USDH deputy PSPO position was approved in July a d  is expected 
to be filled by December 1987. The PSPO portfolio includes several OPGs. The 
PED project will be the first major project in the offi'ce, 

Tne nature of the project liinits the extent to which PSP3 staff will be 
able to'manage the Project. directly. The contracting of a PSC Project 
Wrdinator under the Project is intended, in part, to provide the needed 
Iooriitoring. The Coordinator will be responsible for keeping in close tcuch 
with all project activities at the field level and bringing to the attention 
of the PSEQ chief any major implementation problev which require Elission 
attention. 

PSW will also receive quarterly prcgzess re-mrts from the various 
hilplmenting agmcies tkmxgh GLEN. These re.mrts will include data on key 
output and purpose level indicators which are tracked under the Project 
:knsgenent Information System, thus facilitating Project mnagement. Finally, 
the meetings of an Executive Committee, cozpsed of the participating 
institutions, will provide the Office Chief with the opportunity to review 
,or%Tess and discus? pro~lems directly with the main participants, The 
'Yission believes d-iat these qrrangements will allow PSPO to mnitor the 
Project effectively. 

An overall end-use.audit of the project will take place at. the end of 
project implementation. It will be conducted by a local firn using project 
funds (from the oontingencies line item). In addition, the Project Manage~ent 
and Technical Support Contract will include funds for impact audits. These 
audits will ke scheduled by the PMU. Regular financial audits will be 
conducted annually . 



VII. !xJMmRIES OF PEtOJEm ANALYSES 

A, Technical Analysis 

1. Introduction 

?his project- provides a framework within which USAID w i l l  p 

pr~v ide  assistance t o  the Guatemalan private sector. The nature of that 
assistance has been a m  w i l l  be determined t o  a significant degree by private 
businesspeople and by private organizations. 

A l l  ccarponents of this  project directly address hroblems of 
SME. Thc financialxmrkets cmponent, deals with constraints limiting SME 
access t o  f h c i a l  services. The export, companent seeks to  expand mrkets 
for SYE, directly and also indirectly, by generating backward linkages of 
larger exporting firms to  SME suppliers. The New Private hterpr ise  
Initiatives C o q x ~ ~ e i i t  w i l l  address many SME-related interests. This t.echiica1 
analysis focuses on technical sup,oort- for SW a t  the f irm,  repfesentative 
organization, h i n e s s  environment, and policy levels. 

2. Slmll and W i u n  Ehtemrise Technical S u ~ w r t  Commnent. 

The abil i ty of SME t o  hire staff t o  bring mnagement s k i l l s  and 
technical knw1edr;c t o  bear on the firm's operaticns md op_wrtunities is 
linited. The firm can acquire needed new s k i l l s  an3 knowledge only by i t s  
management lea.rning new ski l l s  and "buying" technical krrwledge t-hrough some 
form of short-term "consulting". Findirq the appropriate form of training for 
the particular needs of a hard-pressed manager can ke a daunting task. 
Appropriate "consulting" may be even more difficult  t o  find and apply for. 
Advice canes in  m y  forms, some of which may be inappropriate for SME needs. 
It may be providec? "for free" by the vendor of a product whose objectivity may 
be strained, by an unqualified source, by a source qualified in one field but. 
not qualified in the field in  which' the advice is given, or by a fully 
qualified source who charges m r e  than SIME can afford. 

?his conponent- of the project focuses on SME access to  
managerial s k i l l s  and technical knowledge. At  the core of the camponent is a 
non-prof i t organization, the Guat.em11a.n Umgement Assocj.ation (~;sociacibn de 
Gerentes de Guatemala, AGG), dedicated to  the professionalization of 
manage~nent. AGG w i l l  operate an Si*E Ikvelopwnt Cenker under the project.. 
?he Center w i l l  assist  i n  securing txaining and technical consultjng services 
appropriate for the needs of S4E and S.W managers. The Center w i l l  bc the hub 
of a netrmrk for S;*E managers which w i l l  provide informtion on resources and 
opportunities a ~ i l a b l e ,  and w i l l  as well-share experiences and aler t  S*1E 
managers to ,mt.ters affecting their interests. In this ccnnection, the Center 
w i l l  undertake to  identify, analyze, and support. S4E policy dialogue with +.he 
gwerarmt. and mjar  private j.nt.erests. 



Perhaps mst.impr%ant, the Center w i l l  help develop independent. 
private sector consulting capb i l i ty  t o  provide technical support in the 
future. The ACG Center (supported by the Project bhmgement Unit) w i l l  manage 
a process of ideckifying SAYE requirements, 1ocat.j.ng or developing sources for 
services, and procuring such services. The Center w i l l  also evaluate the 
quality of the services and their impact in  t e r n  of what clients actually 
do as a consequence of the services they receive. At. the end of the project., 
it' is inkended that. the capability to  provide such services w i l l  be 
established in the private sector, not only i n  AGG but also in various 
consulting and professiml services firms. Additionally, AGG w i l l  have 
developed the institutional capability to: (1) assist See: i n  identifying 
appropriate sources of technical sup,wrt in Guatemala; (2 )  inanage an S% 
informtion netiorking function; and, (3)  support, SME interests in policy 
dialogue with public and private sector. 

3. Exprt- Development Cornpent 

Ekpnsion of exports would a p p r  to  be the single mcsk 
important. opportunity for rapid econoinic growth available t o  Gutemla. 
However, Guat.emlan e.xport performance reflected a startling decline frcm 1980 
t o  1986. :bch, ~ u t  by no rieans a l l ,  of th i s  decline is accounted fcr by the 
drop in  exports to  Central America. ?he follckrting table de.wnstxates a 
stxiking decline in a l l  categories of 30Uuring a period when world arri 
Caribbean Basin tzade expanded significantly. Particularly disagpinting was 
a 429 drop in nontraditional ,exports, the one category where significant . 
growth could have 'been expected. 



m: E1BORTS FOB 1980-1986 
(US$ Millions) 

Percent- ercent- Percent- Percent- 
Description/ 1980 age of 1981 age of 1982 age of 1983 age of 

Year Partici- Partici- Part ici- Part. ici- 
pation pat ion pat- ion pat ion 

Traditional 853.1 56 721.8 55 691.7 59 660.0 60 

Percent- Percent- Percent- 
Description/ 1984 age of 1985 age of 1986 age of 

Year Partici- Partici- Parrici- 
pat ion pat ion pat. ion 

Traditional* 706.1 , 62 724.5 68 728.0 69 

Nontradi- 
tional 134.7 12 127.4 12 130.0 12 

Central 
America 291.4 26 207.8 20 200.0 19 

Source: Bank of Guatemala. 

Tradit.iona1 products: Coffee, Cotton, Sugar, Meat, manas, Petroleum and 
Cardamom; traditional and nontraditional refer to 
extrarg ioml txade . 

This is a very poor performance in a country with 8.5 nillion 
people, l w  labor costs, a rexonably well-developed organizational 
infrastlucture, and many other advantages including lccst.ion. 

Yet. the picture is not. entirely bleak. Guat.wlan es-porters and 
public sector officials, aware of their ~~pportunit-ies and obstacles, are 
taking st.cps to n=t the c;mllcn.?e of exprt. markets in p r t  througn ".2 
activities of or;mj.zations such as the Nontraditional Product E?c,wrters Guild 
arxl the newly establisl~ed bbtional Eki]Ort. Pronotion Council. 



t tL1 indications are tht ?-he Guatemlan exporting ccmmdty as a 
whole has turned the corner and reversed a dmt-rend of serious prgortions. 
Recent. firvres shw a 20"6ncrease in expr t s  f rom the f i r s t  quarker of 1986 
t o  the f i r s t  qcarter of 1987. i4uch of this surge in  e-wrts is attributable 
to new Free Trade Production Facilities 0-perations (egg., drawback). The PED 
project focuses on consolidating and accelerating these positive tzends. 

4. Financial Market Developnent h-cgram Compnenk 

Guatemala has relatively' well developed financial institutions 
which serve *-he traditional needs of major econoiic interests fairly 
effectively. Pawever, in several areas Guatemalan financial market; do not 
function as effectively as they might - or indeed must - i f  the camtry is to  
accomplish i t s  goals of econamic demcratization and growth. 

Among the mre impor%ant problems of financial m k e t  
perforirrance i n  Guakemla are the following: 

(1) Comercia1 bank laws and lending policies a& extremely 
conservative as evidencd by: 

(a) typical requirement of 200% collateral on 1-s; 
(b) difficulty of obtaining ndiun-term borrowing; 
(c) relatively s;raLl number of borrowers; and 
{d) asset-based lending rather t&a!l project financing 

based on analysis of projected revenues and coanmercial 
viability lending procedures. 

( 2 )  There are many impediments to  competition i n  Guatemalan 
financial markets including: 

(a) interest rakes are set by monetar~ authorities, not by 
the market; 

(b) existence of groups of enterprises w i t h  interlocking 
control minLn.izes competitive incentives; and 

(c) legislstion l i m i t s  market options and discourages 
expansion. 

(3 )  The lack of competition results i n  lirnj.tatic& on the 
financial product-s and services availabls. 

(4) A protected, non-competitive market has discouraged the 
emergence of &ern ktmking skills. 

(5) A weak capital ~mrket which results i n  excessive dependence 
on dcll~nd deposits ;md short.-kern instru;;lc~t.s t o  fj.nance 
long-tcnn  requirement.^ of the economy. 

Chis corlrx>ncr?t. w i l l  address the crcc3j.k avai1abiljt.y iss:.lcs i n  
tht. stlor*:-rim by t.hc ast..abl.i,sl~ncnt of t.he guaranty fund. One of +.he mjor 



def ects i n  Guatemlan financial markets is the lack of acxess t o  credit by 
credit worthy enterprises. Through this project, effective channels for 
credit w i l l  be established providing small a d  medium enterprise an 
opprtunity to play a larger role in  the ecocyrny. 

The possibility of establishing a guaranty fund which muld supplant 
or p x t i a l l y  reduce fhe need for collateral was studied by several mnsultants 
and' Eounl t o  be a viable option for immediate relief of credit constzaints for 
SIW. Details of the consultants' findings and recoaunerdations are set out in  
Anhex J-1. USAID has given careful consideration to  concerns expressed by the 
aAUC relating to  failures of guaranty funds kt21 in  Guatemala and elsewhere. 
?he specifics of the prqmsed guaranty fund are described &er the caponen% 
description and in  Annex J-1. 

In response t o  I M E  views, USAID est-ablished certain non-ngotiable 
functional cb jectives for procedures develo-~d for the Guaranty F'und. These 
objectives, ancl the prcblems identified in  Guatenala and in other countries 
which gave r ise  t o  the specification of chose objectives, are set  ou t  briefly 
belcw and i n  greater detail in  Annex J-1. USAID believes khat't3ese prcpsed 
approaches meet t.?e problems encountered by guarsnty funds wit21 which the 
cmsult-ants were familiar. These problems inclS&e: 

Problems with Other Guaranty Ftmds 

(a) Guaranty fund o-prated 
as  political instmnent. 

(b) Failure to  pay guaranty when 
criteria for payment met. 

(c) Ekcessive paperwork. 

(d) Failure of bank t o  assess 
r i sk  of default properly. 

8 (e). Eknk views guaranteed loan 
as riskless transaction 
exposing fund t o  loss. 

( f ) Fbmi decapi talizes. 

(9) Inadequte borrower business 
conpetsnce and financial 
planning to  meet basic 'Dank 
rquirerients. 

Proposed 'Reat-ment In 'his Case 

(a) Rurd controlled by private sector 
and by strict contractwl ammi t- 
ments . 

(b) hynent essentially automatic under 
stxict  contractual arrangements. 

(c ) Issuance of guaranty essentially 
autcxiatic. 

(d) Technical assistance to  banks t o  
be provided. 

(el Bank has 50% exposure t o  loss. 

( f )  Fud w i l l  be inveskd in 
revenue-prducing securities. 

(g ) Project SXE Com,oonen t provides SlE 
access t.o technical assiskance and 
txa.i.nj.ng including preparatj.on of 
busj.nsss plms. 



Over the longer term t h  credit availability issue as well as the 
other issues will be addressed through the devel-t of a strategy designed 
to achieve the follming objectives: (1) increasing t h  availability of 
credit- t:o small and medium size brrowers; ( 2 )  developing the availability of 
medium- and long-term funding for commercial entities; and (3) providing 
investors and depsitors with realistic risk/reward incentives. 

The type of stxategy to be develaped muld have characteristics 
resu1tir.g in: (1) heightening competition betwen financial market sectors, 
i&titutions within a sectm, and making financial. inst-rume.?ts available to 
the mrrowing and investing public; (2) making all sectors of the financial 
inarket flexible and responsive to the needs of the market- place; (3) causing 
all financial institutions to be stand alone entities without the need for 
governmu7t subsidies or sup-art from larger "parent" groups; ard (4) 
encouraging the creation and development of institutional investors as active 
players in the market. 

5. Yew Private Ehterprise Initiatives Conponent 

The central objective of this con-mnent is to provide inmediate 
follow-on supupmrt. to opprt-unities for investment, exprt production and 
policy dialope that result. from the experiences develo-@ in implementing the 
other tkxee mpnents. In this way, U S U D  has the flexibility to respond 
with additional supprt on a timely basis. 

This flexibility is expected to contribute to the .further 
develop=nt. of private sector capacity to respncl to changing emnomic 
conditions with const-ructive policy and regulatory proposals, as well as with 
appro~riste investment propsals t-hat- will serve to enhance bth the economic 
a d  policy roles of the private sector in the national economy. hrticular 
consideration will be given to initiatives that involve substantial small and 
medium enterprise participation, and that proiiise to ameliorate the 
constraints to devdopnent of an economically sound SLYE sector. Also, 
priority will be given to efforts to improve export production and marketing, 
both from an investment. as well as a policy stdpoint. 

B. Financial Analysis 

In evaluating the operating performance of C A N ,  the organj.~ationls 
return on total asszts (net incorne/total assets) and return on equity (net- 
incolse/er.~.ir.y), 14.92% and 22.68% respectively, aid in estimating the results 
of its a;set ut.il.i.zation and in measuring b w  healthy its bottan line is. 

0 1 1  the tesis. OE *.he foregoing analysis, USAID has detennhed that. t.he 
Chamber of En treprcneurs is financially capable of carrying out its functions 
u~h.!er h e  p r  W 3 1  has proven to be an active and efficient channel for 
rc.jOLlrzfS desr.j.ncd to private sector deve1op;nenk. Indcczl, no ot.her nonprofit. 
priwf.,? sector or3anj.zat..i.on has denonst-.ratcd the same breadth of coverage or 



implement-ing capacity. Thus, as  an administratively competent umbrella 
organization, broadly representative of private interests in t-he field, CAEM 
is a logical m i c e  for grantee and m r d i ~ t a r  of this project, For CAEM to 
perfom sat-.sfaeorily with an addikional project work load, it w i l l  need at  
least thee additional support-ing staff: a chief of party/senior advisor; an 
executive ass i s t .+ ,  to  backstop the senior advisor, egg,, in functions related 
to free trade prcduction facilities; and an ecaqmist .  



CHAMBER OF ENTREPEXEURS 
B A L A N C E  S H E E T  

A S S E T S  

Cash and banks 
Accounts receivable 43,254.46 

'IWI'AL CURRENT ASSETS 

Furniture and fixtures 24,180.33 
Office equipment and supplies I., 558.61 

(-1 Accumulated Depreciation (3,571.96) - 
TOTAL FIXED ASSJZS 

DEFERRED ASSFIS 

Organj.zat-iona1 expense 24,000.00 
Charges prepaid 8,777.25 

l W I W  DEFERRED ASSETS 

!lm!& ASSETS 

LIABILITIES AND EQUITY 

LIABILITIES 

Accounts payable 
Creditors (Chamber of Cammerce) 

TUI'AL LIABILITIES 

Accumulated surplus 
Appropriated surplus 
Cburlkerpart: contribution (CBI) 
Unappropriated surplus 

TOTAL WITY 

lWI'AL LIABILITIES AND EQUITY 



. I N C O M E  S T A T E . M E N T  

Ordinary Ihes 
E3ttraordinary lhes 
Various Contributions 
AID I;bnation 

 REVENUES 

AID Donation 
Petty Cash 
Publications 
Travel 
Office Supplies 
kpairs and hintenqnce 
kpresentation Affairs . . semmars 
Training 
Teleghone and Telex 
Christslas Bonus 
aNAPM 
Severance Pay 
XSS Rrployer 's 
Gmtribut-ion 
P m f e s s i o ~ l  fees 
Depreciat-im 
Wages 
Fees & Qntribut-ions 
Taxes 

TCTr;AL EXPENSES 



AGG 's financial St.a tements 

In gaugh.,.9GG1s effectiveness of its asset utilization, the return 
on average assets or reproductivity ratio of K G  for 1985 and 1984 is 
calculated belcw: 

Beginning of year (a) 142,484 149,801 
Ehd of year (b) 172,725 142,424 
Average (atb)/2 Q 157,604.5 Q ,146,142.5 

The ccmpuked rate of return uses average assets because t-ke return 
for the year is L::?ing earned on assets employed throughout. the ye.:,. 

Although a nonprofit organization, AGG's return on equity (IIOE) for 
1985 and 1984, 15.40% and 35.44% respectlively, depicts the return t3lat  can be 
expccted fran AGG for maintaining its existing capital base or for attracting 
new capital. 

On the basis of the foregoing analysis, US~~~/Guatenala has 
determined that the Guatemalan hnagement Association is capable of czrrying 
out, its £-ions under the project, and that- its "corporate growth strategy" 
cmplements and supprt.s project objectives. 



GLJATEMAIAN m E M E N T  ASSOCIATION 
B A L A N C E  S H E E T  

PERIODS ENDING SEWENBEX 30, 1985 AND 1984* 
(IN -1 

-- -- 

A S S E T S  

1 Cash and due from banks 4,732 ' 14,179 
2 Accounts receivable (net-) 72,254 55,340 
3 Boak inventory 10,531 10,944 
4 Prepaid expenses 35,110 13,189 

!lSm% CXJFWNT ASSEIS Q122,627 93,652 

LUBLLITIES AND EQUITY . 
1985 1984 

KVES SEDKT-TERM LIABILITIES 

7 Accounts payable 
8 Acrued expenses 
9 Prepaid i n m i  

TWIRL SHXl'-TERM LIAEILITIES QllO, 758 92,354 

ILWGTERM LIABILITIES 

I n d d  fication allowance 

Capi tnl shock 
b Y ted surplus 
Capital surplus 



I N C O M E  S T A T E M E N T  

-- . - ,1985 ' 1984 
Anount,% Amount 8 

members hi,^ 
Sehinars 
E b k  Editions and distribution 
bkgazine 
bleetings 
Anti-Al.cdhol ism Progrm 
Other Revenues 

r n A L  REVENUES 

Membership ard Adminb tration 237,733 35.6 200,946 41.9 
Seminars 201,535 30.1 122,554 25.6 
Book Edit. i~ns and Distributicn 790 0.1 742 0.1 
Magazine 99,738 14.9 72,774 15.2 
Meetings 95,647 14.3 56,537 11.8 
Atnti-Akoholism Program 

lm!ALl EXc3asES 

REVENUES (-) EXPENSES Q33,127 5.0 23,285 4.9 



bhtraditional Product Export-ers mild 

T%e Guild 's well-qualified staff, collaboration in the design of the 
project., arrd Board of Directors' strong interest in the project. are sound 
reasons +a expect- that its participation in t h  project will result, in 
effective i@ementation. The Guild's financial analysis is favorable. ?he 
organization's acmmting procedures are consistent with generally accepted 
a m t - i n g  pcinciples. As of March 1987, the Guild showed a debt--t*asset,s 
ratio of 0.086 or 84%,  as it had Q 23,202.63 in liabilities, which signifies 
lw risk. Also, the Guild's return on total assets and return on equity, 50% 
and 42% 'resptively, are indicators of the organization' s efficiency . 

I 
I 

I On the basis of. the foregoing, USAID hss determined that the 
mtraditi-1 Product Exporters Guild is financially capable of carrying out, 
its functions uder the project. 



rJoMrRmITI~Y.i? P r n m x '  GBOmF.Rs GUILD 
B A L A N C E  S H E E T  

m a  31, 1987 

cum. ASSEXS 
CASH 

Petty Cash 

EmKS 
Banco Indus%rial, S.A. 
Banco de Exportaci&, S.A. 

aJm.YERS 
Guild members 

RECEIVN3LES 
Guild mnbers 
Employees 
Other 

PREPAID EXPLYSFS 
Mvsnce pyments 

FIXED AsSI;TS 
Plant and fixtures 
Coulplter equipment 
Comunicat ion equipmenk 
muse furnishings 

OTHER 

LIABILITIES 
Acmunts payable 

crdi tbrs  
Furds on amunt .  

P3yinent.s of another 
Prepid income 

Guild members 
Reserves 

W r  l i ab i l i t i e s  

ECUITY 
Current. surplus 
Previous surplus 
bnctt..ed surplus 

mAt EWITY 



b E W m m I T I m  PRlDUm E X P O m  GuxLD 
INXJME STATEMENT 

PERIOD ENDING MAWI 318 1987 

Guild Members 

, Registxatim fees 

Membership fees 

Extraordinary fees 

CBI dues 

Other - 
Bulletin publicaticn 

Fhotampies 

Various pub1icatia-s 

seiniMrs 

I ~xprts convention . 
Report on export supply 

Personal s e A c e s  

TOTAL REVENUES 

, , .. . 
.. I ,  Specific activities ,,.+ '. ,.- 

..qp-,., t .,,,,.!1 . ' ' 

:?$b. t iG 1 .,,.! .,j;, <:*: 2:;. vx!AL- 



mnks Par t ic ipt ing i n  the Lixm Guaranty Facil i ty 

The m r c i a l  banks which have expressed a strong interest ic 
participating i n  the projeck's loan guaranty fac i l i ty  are: 

Capitalized through investments f ram the industzial private 
sect~r i n  June of 1968, the "Banco Industrial S. A," ini t iated its operations 
w i t h  paid-in capital of Q4,9OO, 500 and authorized capital of Q25,000,000. 
Mainly oriented t o  industrial, commercial and mortgage transactions, the Bank 
by 1986 had total assets i n  the awunt of 0520,600,000. 

The bank provides services through a system of 12 agencies, two 
of which are  located in  the Departments of Escuintla and aezaltenango. The 
other agencies are located i n  f ive ccmmercial zones i n  the capital city. 

According to bank statistics, loans have been p r w i d d  t o  the 
following sect-ors, by order of importance: Industrial (73.1%)) Constructkn 
(8.9%), Comrce (9.4%), Agriculture (3%), Livestock (2%) and others (3 -6%). 

A s  a publicly held company and i n  accordance with the law, the 
highest authority of the bank is the General Assembly of Stockholders, which 
elects  the ~ s t ~ a t i v e  Council, the b d y  responsible for defining tAe 
policies and actions t o  be taken by the other admi.ristrative ent i t ies  of the 
institution. 

I 

m u s e  of the assets  that "Banco Industrial S.A." manages, it 
is the largest -bank of the banking system, surpassed only by the Bank of 
Guatemala. 

Analysis of Operaking Performance ard financial Strength: 

a. Ratio of b a n s  and Discounts t o  Paid-in Qpital  

Between 1985 and 1986, the loan t o  paid-in capital ra t io  
increased 8 percent. This indicator shows an increased 
number of loans o r  a higher average loan r ize during 1986 
as  compared t o  1985. 

b. Ratio of Deposits t o  Irwns and  discount.^ 

DurSng 1985 the rakio'was 1.4. I n  1986 it increased to 
1.8, which means on the one hand a greater attrac%j.on of 
resources i n  the form of savings, and on the other an 
increase i n  the bank's liquidity. In banking terms, this 
reflects  the decrease in  at.tractiver.ess of foreign 
exchange+ienomina ted inves f ments ar.d the lack of 
alternative savings instxunents available i n  the economy. 



c. mtio of Paid-in Capital Plus Deposits to Loans a d  
Discounts 

This ratio changed from 1.5 i n  1985 to 1.9 i n  1986, w h i r  
shcws the bank's financial s t a i l i t y  since, for  each 
QuetA lent ,  it has 150-200 percent more i n  available 
resources i n  the  form of deposits and corporate capital.  
Deposits increased by 38.3 percent i n  1986 over 1985. 

d. Ratios of ~ e t  Incorn4 to Assets, Revenues and Paid-in Capital 

Between the years 1985 and 1986, the bank showed increases 
i n  these three ratios. This result derived undoubtedly 
from a greater number of transact-ions and a greater level 
of administrative efficiency. For example, for  each. 
Quetzal obtained a s  financial proceeds 19 cents went t o  net 
profi ts .  These ra t ios  indicate a respectable ra te  of 
.ret& on assets  and on owner's equity. A 37.6 percent 
r a t e  of return on owner's equity for 1986 Gasures the 
u l t h t e ,  a t t rac t ive  p rof i t ab i l i ty  of t h i s  bank. The net 
incolne t o  revenues ra t io ,  exceeding 9 percent i n  1986, is 
a l so  an important measure o f . t he  m ' s  o,oerating 
performance. 

INDUSTRIAL BRM( 

bnpa r i sm  for  Years 
1985 - 1986 

(In Thousards of Quetzales) 

a) Loans and Discounts = 249,922.2=10.0 231,136.9 = 9.2 . . 
Paid-in Capital 25,000.0 25,000.0 

$.' .. . 
. I f ' .  b) & p i &  448,42200 = 1.8 324,258.6 = 1.4 

fr>ans Discounts 249,922.2 231,136.9 

c )  Paid-in Capital + Deposits = 473,422.0 = 1.9 349,258.6 = 1.5 
:c * Imns and Discounts 249,922.2 231,136.9 

. , d) Uet Income - - 
8 .  

g84W.C = 1.8% 5,450.5 = 1.4% 
,?Jd >. 
I*,! Li. 

1 ' 
s Ak~cta S?0,.552.3 388,100.0 

<&I..  - 8 

I ,, e) Net. Incum = 9,4fl4.0 = 19.4% 5,450.5 = 15.7% 
-:; + 

kvenues 48,381.3 34,639.4 
$cdL < . :,!e,f) &t 1nca;u s 9,404.0 = 37.6% 5,450.5 = 21.8% 

x$+~?dy.  it 

- j  , , Paid-in Capital . 25,000.0 25,000.0 * .:I. 
2;:: ' , Lb 

- r t  I 

& , r  , ' 
2.k . 



2. E?anco del c&, S. A. 

"Bsnco del GI£&, S.A." operated with paid-in capital  of 
Q9,150,000 during f iscal  year 1986. ?his capita: w i l l  be increased by 
Q850,000 in 1987 t o  support greater lending. 

The bank's legal reserve increased during 1986 by 099,987.40 to 
a December 31, 1986 balance of 0301,138.28. 

The bank's income exceeded expenses by 03,313,703 durillg the  
f i sca l  year, representing 35 percent of paid-in c a s t d l  and of capitai 
reserves , which l e f t  a net prof i t  of Q2,599,490 a f te r  personnel and 
administ-rative 'conuses and rewards were deducted. 

User dewsi t s  entrusted t o  the bank continue3 to increase as i n  
previous f iscal  years, reaching Q203.2 million in DecedDer 31, 1986. This 
included an increase of 421.0 million over the anrwnt- of the period endirq' 
Dectxker 31, 1985. The greatest increase was in savings deposits. The a b v e  
increase occurred despite a governinent withdrawal of 024.0 million. 

Given the liquidity level hMch "Banco del ~ £ 6 "  had in  1986, it 
did not have to  seek credit from the Central Bank or from ot3e.r sources used 
i n  the past. The use of those resources was decreased. 

A d y s i s  of Opratinq Perfonmice and Financial Strength: 

h t i o  of &s and Discounts t o  Paid-in Q ~ i t a l  a- - 
Comparisons between the years 1986 and 1985 show an 
increase i n  paid-in capital. 

The r a t i o  11.6 increased t o  11.7 i n  relat ive terms. In 
absolute terms, there was also an increase i n  the volume of 
loan and discount transactions indicating growth of the 
institution. 

b. Ratio of Depsits  t o  Loans and Discounts 

These ra t ios  increased from 1.7 to 1.9 due t o  greater 
att-raction of resmrces i n  the form of deposits .in 1986 
over 1985. Deposits grew by 11.6 percent in  1986. On the 
0tht.r hand, the increase in loan and discount transact.j.ons 
was more n1oderat.e during this period, only reaching one 
percent., ir, spite of the tank's advantageous 1iqu.i.dity 
position. 

c. h t i o  of Paid-in Gj~i.t.al Plus kpsits ta b a n s  and 
Discounts 

The bank shows i n  +-his ra t io  that., for each Quetzal lent ,  

Q1.80-Q2.00 is availaSle i n  the form of corporate capital 



and deposits. Qmparing the year 1986 with 1985 we can 
detect an overall increase in the nun& of transactions of 
the iretitation. 

Ratios of Net Incane to Assets, Revenues and Paid-in Capital . 
All profit ratios improved during 1986 over 1984. Ihe 
ratio of net incane! to paid-in capital can be taken as 
pfmf of the bank's positive incane-yield rnpacity since in 
1986 the ratio reached 28.4 percent., This 28.4 percent a 

return on investment is a ~ l ~ a b l e  indicator for the bank 
to attract new capital and for its investors to expect a 
reasonable return. 

"m DEL C A F E 8  S. ." 
Caaparison for Years 

1986 - 1985 
(In n#nrsards of Cketzales) 

' a) bans and Discounts 
Paid-in Capital 

b) Deposits = 203,154.5 = 1.9 182,113.8 = 1.7 
Loans and Disoounts 

b 

107,2.10.3. 106,640.0 

c) Paid-in Capital + Deposits = 212,304.5 = 2.0 1910263.8 = 1.8 
Loans and Discounts 107.210.3 1060 64C. 0 

d) Net Inccme 
Assets 

e) Net Income 
Pevenues . 

f) Net Income 
Paid-in Capital 



3. Banro Granai C TotJnson, S.A. 

Established, as a publicly held ccmpany in September of 1962, t-he 
"Banco Granai & Wson" is today one of the largest- mrmnercial and mortgage 
m i n g  institutions  wit^ the Eepblic of Guatemala. 

Until 1985 the bank had 22 agencies, 9 of which were located 
outside of Guatemala C i t y ,  making it one of the private banks with the 
greatest representation within the country. 'Ihe other 13 agencies are 
distzibuted in different zones of the 'capital city. 

The bank's authorized and fully paid-in capital. m u f i t s  t o  
~lG,000,000. Its total  assets, according to  the bank ' s  financial statenents 
t-hrouyh Decerber 1985, amount t o  0287,650,000. 

In accordance w i t h  its charter, the m a x h ~ r ~  a u t b r i t y  of the 
institution is t l e  General Assembly of Stockholders, which appints  the 
Fdm.i.nistrative Council. This 1att.er body directs the actions of and defines 
fAe policies t o  be implemented by managemnt and by other administrative 
M i e s  of the bank. 

a. Ratio of Loans ard Discounts to  Paid-in Capital 

A comparison of the years 198s and 1986 indicates a small 
decrease of 6 percent for 1986 in relative terms. In 
absolute terms more loans and disaunts were provided i n  
1986 than in  1985. The 6 percent decrease is accounted for 
by an increase in  the bank's corporate capital, which 
reached one million quetzales in 1986. 

b. Ratio of Deposits to  Lams and L3iscount.s 

'ihe I986 ra t io  versus 1985 increased from 1.4 to 1.7 due t o  
a gre3ter attraction of resources in  the form of deps i t s .  
Depsits increased by 28.7 percent in 1986 over the 
previous year. 

The activity in the loans and discounts item was positive 
but of lesser magnit~lde, mt.withstanding the bank's 
propitious liquidity. 

c. EBtio of Paid-in Chpi.tal P l u s  Deposits t o  bans and 

l'he ratios for the years 1985 and 1986 indicate that. for 
each quetzal lent the bank has available as much as  0.1.5 
to 01.8 in  t.he forin of corporate capital plus loans and 
discounts. This irrll.i.cat.or shows that the inst i  t.ut..i.on hns 
adequate fifimcial stability. 



"BANa3 mw & mm, S. A." 
Conr>lrison of Years 

1985 - 1986 
( In  'lbusads of Ouetzales) 

Lr#ns and Discounts 
.. - 

Paid-in Capital 

Deposits 

Paid-in C a ~ i t a l  + Deposits 

3iXrE and Discounts 

fie t Income 

Assets 

Net Inmm 

Revenues 

Net Inrone 

The overall analysis of the above ratios indicates: a) the three banks 
have a very favorable liquidity position which, added t o  more flexible or less 
conservat.ive lending practices, would easily e ~ b l e  then to  increase their 
portfolio of loans; and b) the three banks are very profitable which reflects 
their f j.nancia1 stxength and management. eff icien-y. 

USAID has determined that a l l  t he  financial institut,ions covered in  this 
section are adninistratively capble of carryjr.g out their project, 
respmsibilities. 

The Project has been determined to be economically feasible. To 
analyze this Private Ehterprise kvelopaent (PED) project,. -several measures 
wer,e\ us& to gaiq? its effcct.iventxs. For t . c  ecun0mj.c analysis of 
devslqmcnt. projects, one of kJ~e,  . .- ~ r ~ s t .  . of ten used mct.hds is a bwef .i.t.-cosl: 

_. -.. 
..- - - . -  

. . 



(B-C) analysis to determine whether the project i n  question is viable from an 
economic standpint.  A single economic rate of return was not calculated for 
the project due to the nunber and diversity of its wmpnents separate 
analyses of ea& component were undertaken. For some components, absence of 
hard data led to results which are illustrative. (See Annex E-2 for the 
m p l e  te economic analys is. 

1. The analysis of the SME Compneat found &at program 
patticipants should realize sufficient: benefits (thr~ilgh increased sales) to 
cover the msts of the training and technical assistance pwided  by the 
program. 

2. Tb analyze the Ekpr t Promtion Compnent, a B-C analysis of a 
oroposed m p r t  Processing Zone (EPZ) was perforrred which provided an IRR of 
18.94 prcent .  ?he EPZ should prwide additional benefits in  the form of 
qployinent creation (especiaLly for unskilled laborers) , increased investment, 
and foreign exchange earnings and p w i d e  a derrronstration effect which m y  
prompt investors to  establish additional EPZYs. 

Other training and technic31 assistance act iv i t ies  under th is  
component were examined and it was determined that est imted benefits ( U . S .  
$12.839 million i n  increased e x p r t s )  generated as a result of act ivi t ies 
canpare favorably with costs (U. S. $2.832 millicn. ) 

3. The studies funded under tns - Financial b r k e t s  Developnent 
Component w i l l  generate some economic benefits.  However, because the related 
beneflts aqd msts are d i f f i a l t  to estlnute a t  this  p i n t ,  a B-C analysis was 
not pxformed. 

?he B C  analykis of the guaranty fund yielded-an internal rate 
of return (IRR) of 18.65 percent. 

The employment generation effects of the PED project w i l l  be 
substantial. The analysis found that the FTPF and the guaranty fund would 
generate from 66,960 to 100,990 person-years of gross direct employment 
throughout the l i f e  of the guaranty 5.d (assumed to be 20 years). Other 
project act ivi t ies w i l l  also have a positive impact on employment generation. 

D. Institutional Analysis 

As descibed elsewhere in this  doamnt ,  the overriding principle used 
in the selection of implementing institutions was to  avoid the creation of new 
institutions and to build, instead, on the foundation of prwen institutional 
performnce. The assistance to be prwided to implementing institutions 
should be seen m r e  as  expanding the s a p  and role they play, in particular 
to extend their reach to encompass the smll and medium s ize  enterprise 
sector, where the i n s  ti t u  tions thenselves have seen a need to do so. The 
follming s u m  izes the i n s  ti t u  tional analysis carried out for the major 
irnplenrn ting i n s  ti t u  tions under the pco ject . 



1. 'Ihe m r  of Entrepreneurs 

?he Chamber of Entrpreneurs, ( h r a  hpresarial, CAEM) is a 
mn-prafit organization, autonomus, apolitical, ard legally constitutd. 
W Y  was £om& by the chambers and associations of the Guatemlan private 
sector and respresents the linking inst.itution for the sector's developnent.. 
Foundei in kcember of 1981, the Chamber's statutes were approved in March 
1982 through a Governmental Resolut.j.on. CAEM, led by young ent-re_oeneurs, was 
established to  capitalize on the benefits from the Caribbean Basin Inj.t.iative, 
and t o  negotiate pd ic ies  that acceleriate economic development via t3e private 
sector. The founding organizations were the Chambers of Commerce, Industry, 
Tomisin, Construction and the General Association of Agriculturists. CAM 
t h u s  represents a broad section of the private sector and 'has successfully 
c00rdinated tihe U W D  ongoing Prj.vake Sector Development Coordination projec% 
(520-0337). 

CAEr4 has as its main purpose coordination of efforts fawards an 
integrated and sustained devlopment process of the Guatemlan private sector. 
In this rqard,  CAEM suppr ts  the develapmnt. of the s d l  and'medium 
entrepre.~eurial sector with the objective of benefitting a l l  sectors of the 
country and improving Guatemala's social conditions and quzlity of l i f e .  

The mimum authority of CAM is the General Ass~mbly. C?U%'s 
membershi;, includes: the Chambers of Comerce, Indus t , ,  Finance, and 
Tourisin; the Pkt-ic~~l Agricu1turist.s Association; and the Sugar-Cane Prducers 
Ilssociation. The Nontraditional Product Exporters Guild is a unit of CAM, - 

through the Chamber of Industry. 

A Board of Directors which represents each of the chambers and 
associations affiliated with WI is the highest administrative m y  under 
which different working cornittees operate. Thc General Manager is i n  charge 
of administration and reports t o  the Board of Directors. CAEI4 carries out its 
activities through a group of working c o d t t e e s :  

the private sector commi.tt.ee, res,wnsible for coordination of a l l  
develqment. activities among CAE.1' s associated organizations, ard for 
promtion or' W ' s  activit ies with &.her inst.it.utions; 

the public sector develocnent. comnit tee , charged with cdordinat ion 
w i t h  GcX; agmcies t o  support s m l l  and ne3ium enterprises; 

the internat.iona1 orqanization coinrnittee, charged w i t h  developing 
projects which require special finall-sty and for mintsinjng c0nt.act.s w j . t h  
j.ntermt.ionll financial institutions as well as  w i t h  other ~ t e n t . i a 1  sources 
of e s t m d  financing; 

the cci~t?lunicat~.on and informt.i.m conmi. ttee, res,ponsible for 
pla~?j.n3, organizing anc! j.~plementing act-.j.v.i.k,ies thuouqh the different 



the technology transfer m i ~ . i t k e e ,  w-ikh responsibility for 
prqrmnj.ng training projects, coordinating technical seminars, and advisory 
services for the suprvision of operational a d  marketing processes; 

the export comrnj.ttee, respmsible for promting and increasing 
exmrt.s. I t  is throuqh this caninittee that the N a t i o ~ l  W r t  Coordination 
~o~mmission was established as a constituent. par% of the Na<ional Export 
Pronotion muncil (CXWAPM) ; 

r 

the economic a d  social developent committee, which establishes the 
needs and feasibility of projects to  be developed wit-hin t3e sectors t h t .  
represen3 the activities of affi l iated instituticns such as agribusiness, 
manufacturing, industry, commerce and tourism. The committee places special 
attention on the development. of economic and social activities of medium, 
small and micro-enterprises; an? finally, 

the steerinq m n i t t e e ,  which was established to  carry out a U S U D  
grant financed developrent program (520-0337). 

Under the grant agreement mentj.oned above, CAG'4 has proven to be an 
active and efficient channel for resources directed to  private sector 
develapmnt institutions. Indeed, no other nonprofit private sector 
organization in Guatenda k a s  dmonst-rated the saae breadth of coverage or 
implementing capacity. Thus, as  an a&nj.nist-ratively competent umbrella 
organization, broadly representative of private interests i u  the field, CAE4 
is a logical choice as grantee and coordinator for the PED project. 

The PED project w i l l  ass is t  W.: to minkain its existing base, 
implement ~ l i c y  d ia lape  activities, a d  deepen its relations with the target 
population -- small and nmedium entrepreneurs and nontraditional exporters. 
Indeed, -1's stzong relations with the project target beneficiaries w i l l  
faci l i  tit.e delivery of technical assis tcmce, and j.mprovement i n  coordinai.icn 
of activities assigned to  other par%icipat.ing private sector ~ t i t u t i o n s .  

2. Tne Guatemlan i"ans7e~ent Association 

The Guatedan Management. Association (~sociaci6n de Gerentes de " 
Guatemala, AGG), a non-profit organization founded in 1959, is organizd to  
stxenyt-hcn t.he Guate~nalan private sector though a wide range of management. 
services that address specific business needs. AG(; i s  an aff i l ia te  of the - American kmagment Association and mj.nt:ains close contact with its 

' 

a£ f i l ia tes  horldd.de. 

AGG adminiskers programs and act-ivities in three nain areas: 
Executive Training and IXvelopnent , Ehtrepren~ur j.al Infomatiorb and 
Confereilces a d  Seminxs. A detaile3 description of AGG's activities i n  these 
areas is found i n  Annex H. 

AGG has over 2,000 membcrs. Nt-hough ASC's menbership requ3.rernent.s 
-, 

do nat. prclu3e SLYE from joining, j.n recent years S)E have not. bencfit.t.ecl £ram 



the services tAat AGG provides because PGG has focussed its program on the 
cumtry's larger hsiness establishments. Nevertheless, FGG has strongly 
indicated t-hat changing this situation is a high priority and has prqpcsed the 
creation of a SME Ceveloprnent Center. l'kkirrj into account that AGG has 
demnstrated ample interest in S:*E, and is ~ua<emala's leading organizat.ion 
for providing management oriented services, training and technical assistance, 
it is a logical selection to carry out the SINE companent of the project. 
Implementation of the SEE mnponent by AGG fills a vacuum assuring that SME 
interests are included in AGG policies and programs. Therefore, this project, 
builds on the strengths and advantages of o-prating through a well-grounded, 
action-oriented private sector organization. 

3. The Mntraditional Product Exprt-ers Guild 

?he Nontzaditional Product Exporters Guild (~remial), a 
nonprofit trade mTrmi.t.tee assigned to the Chamber of Industry of Guatemala, 
was estAlished in May 1982. 'Ihe organization was created through the efforts 
of a group of ex;prters who decided to organize an institutional M y  to 
represent them. The Guild was formed to serve as an effective means of 
carmnunication with other organizations of the public and private sector in 
areas related to production, partic~laru exports. The Guild's objectivss are 
to protct. the interests of the export sector, the establishement of fiscal 
incentives to encourage production, and eliminat-ion of policies and regulatory 
oDstacles that hinder the marketability of Guatemalan products in the 
international market.. 

?he Guild is a 'good example of the achievements +-hat can be 
attained through mbilizakion of mutual interests to reach ambitious goals 
overcorning constraints which obstxuct growth of e w r t  indust-r ies. Currently, 
the Guild represents a large number of private companies, with approximt.ley 
400 members, that are dedicated to exporting. Its activities mntxibute 
effectively to haeasing Guatemala's international trade and improvj.ng 
Guatemala's trade balance. 

The Guild has extensive experience with PiID financed projects. 
The USAID Agribusiness Development Project (520-0276) provides $750,000 in 
grant assistance to the Guild to develop a rmrket information systen; and 
promte exports and investment activities through technical assistance, 
systematic market. searches, and plicy studies and research of constrainks on 
nontraditional exports. hbrewer, the Guild has received assistance under 
R W  's Nontradj tional Agricultural Exports Support. Project. (596-0108) , 
designed to provide technical assistme and training in areas related to 
export production and marketing of nontraditional agricult-ural prcducts. 

The P9.j yoject will assist. the Guild to expand its breadth anrl 
depth of services, partkularly by exlu,.xlj.ng int.0 the manufacturing sector. 

, . The Guild 's well-qualified staff, collaboration in the design of the project, 
and its m d  of Direckor's strong interest in the project are s& reasons 
to e,xFt. t.ht its pxticipation in the project will result in effect.j.ve 
inpleae:at.at.ion. 



4. The National W r t  Promotion Council 

The National Export Promtion Council (Consejo Nac iad  de 
~romoci6n de Ekprtzicione's, CXXWM) was creattd i n  June 1986 by Decree 
307-86. The purpose of aXJ?WZX, propsed as part. of Guatemala's new e c o d c  
package, is to establish a joint public-private sector institutional mechanism 
t o  pronote the growt-h of Guatemalan exports. 

OXWEX'S plblic sector membership, made up of the Ministers of 
EcEconmy (as chair), Agriculture, Public Finance, Foreign klat ions and t-he 
Presidmt. of the Guatemalan Central B;mk, encorrpasses the Cpvernment enti t ies 
which have jurisdict.ion over the various as.pe0.s of export trade. Private 
sector makership is similarly drawn from l t b e  par%s of the econany who 
export, or wno provide services to  exporters. The five private sector 
respresentatives arz nominated by the Chamher of Rkrepreneurs (CAM) from the 
agriculture, fianancial, tourism, cooperative, industxial ard ccnmerical 
sub-sectors. A quorum is reached when a t  least s i x  members, three each fran 
private and p S l i c  sectors, are in attendance. Decisions are rnacie t-hraugh 
consensus, r3t.her than mjori ty  vote. n ~ e  consensus provisicn' was demanded by 
t-he privat-e sector to  prevent- CDNAPEX from beaming a mere rubber stamp for 
governnent p l ic ies .  

1he Cerezo Government has as one of its main objectives @icy 
rmnagencnt f x  supporting a private sector-led econ0ini.c rocovery in  a "muntry 
which has not. k e n  sz?=ustmed to  dialogue" (President Cereza's remarks a t  t21c 
ceremny inaugurating C~LLWZX). The creation of such a council has been a 
specific ooject.ive for at. least two years for the ~Yission's policy d i a l w e  
related t o  e .pr t - led growth and private-public sector cooperation. I t  can be 
cited as one of the specific actions the GOCt took i n  fulfilling t-he general 
covenant in the EY86 ESF balance of paynents agreement to  take steps t o  
praaote e v r t s  and private sector productive activities. 

Over the f i r s t  year of its existence, CXXWEX has demonst-rated 
the effectiveness of publieprivate collaboration through the follwing 
accan?lish;:ents: (1) opening of the one-stop e x p r t  center, reducing the 
administrative impediments and bottlenecks to  expr t .  This  consolidated 
docluiientation facility now pennits expr ters  t.o process most of the 150 
txansactions required to  make e x p r t  arrangement. a t  one time; (2) established 
a working group to  prepare a draft c ivi l  avj.atj.on law to m e e t -  the governemt's 
coinn~.i.t~nent. t.o opcn skies; ( 3 )  fo~necl a n  e :pr t .  co~nnission to consider the 
establishnicnt. of a revolvj.rlg creclj.t. fund for exprteres under a propscxl IBHD 
project; (4)  formd a keclmical work group t.o revise a d  improve the existing 
fiscal inccnt.ives for export-prduc.i.ng mrnp~ics; (5) consolj.dat.ed efforts on 

of t.hc private sect-or to  gain t.rade bmef its granted to  LDCs under 
schencs such as the CBI; ( 6 )  developed a scc* of work for a National Export- 
Plan; and (7)  fonnd a working group t.o j.nvest.j.gat.e +.he establishment and 
conssl.i.dation of export trading cmpmics. 

The PED projtxk w i l l  provjdc assi stance t.o COhVM t o  st.rengt.hen 
i t s  rale as the central fomn for pub1j.c-pri.vake &.slogue on jmportmt. polj.cy 



and regulatory issues to prormte export production and marketing. CDNAPM's 
track record to date bodes well for its continued role in national export. 
palicy development. In addition, 03~VhP5C is an approgiate instit.ut.iona1 
mechanism for the Mission's joint activity in export development and pronotion 
wit-h the World k d c .  . 

5. Financial Institutions 

The financial institutions involved in the project are: Bank of 
. 

GuatemdLa (BOG), &. thee commercial banks that have indicated stzcng 
interest- in the guaranty furd (Banco Industrial, Banco k l  Cafe, and Banco 
G r a a a i  & Townson). The Bank of Guaterndla, as the country's central bank, has 
attempted to maintain a satisfactory level of e c o d c  grcwth via t w  main 
channels: (I! fiduciary operations of internal or external nature; and (2) 
opning of lines of credit or discounting for naticndl financial 
instituticns. The BOG has a variety of separate departments dealing with 
exchange cmtrol, sector economic studies, foreign trade agrezaee?ts a d  other 
areas concernzing adahistration of the m e y  supply and the country's 
financial system. 

BOC; o.perations have traditionally been characterized as soundly 
managed and employing up-to-date adainistrative technology. USAID has worked 
with the Bank's Ckedit Department in organizing and iqlenenting discount 
credit lines under the Rural Ehterprises (520-0245), Small Farmer Marketing 
(520-0238) and Pgribusiness Ikvelopment (520-0276) projects. . 

The amlysis carried out of each of the three private ccrranerical 
banks indicates: (1) the three banks have a very favorable liquidity psition 
which, added to more flexible or less conservative lending practices, would 
easily- enable them to increase their portfolio of loans urder t k  project; ard 
(2) the three banks are very profitale, which reflects their financial 
strength an3 management efficiency. All three banks are administratively 
capable of carrying out their project responsibilities. 

6. The Guatemalan Financial Chamber 

. The Guatmlan Financial Gwthr is a non-profit., a~litical, 
autommous, private entity fomed by Guatemalan private financial 
institutions. Tfle Chamber was established in 1975 and is affiliated with the 
Chamkr of Entrepneurs, CUM. The Ommkr has as its basic purpose' 
coordination of ~ctions and efforts under the policy guidance of the various 
financial irlstitutions represented in it-. The following fj.nancj.al sectors are 
represented in the Chamber: comvercial banks, f imnce compaies and 
hvest~eqt. b3nks, insurance canpanies, bonded warehouses and guarantee 
mqmiss. 

The financial Chamber, as a representative of Guatemala's 
financial sect-or, is a lcyical inst.it.ution to exclmi.ne the long-term viability 
of na:$ f j,wncial facilit.ies. In light of conskrajnt.~ such as hjgh collateral 
rquirscunts for loans, that have placed 1imit.ati.ons on Guatemala ' s f j.nclnei31 



market develcpcent, the Chamber is a de riqueur player in identifying and 
designing plicy improvements. Further, its j.nstitutiona1 s w r t  is r a r e d  
to improve the effectiveness of Guatemla 's financial .=kets. Thus, for the 
project's ptential interventions to brmden and enhance GuateWan f-cid 
r 3r~et-s, the Fimcial Chamber is a key organj.zation to be involved i n  
czfining research saps, and in cwrdinating and evaluating stdies and 
i-zitiatives %hat enmurage a greater flow of credit to sxall and inedium 
enterprises by damestic financial institutions. The results of tne Financial 
Markets RDP and the su'kcess' of the S.IE guarantee fund will depend, t o  a luge 
&-mt, on the political will of the ~ ~ r ' s  nembers. 

7. The Ministry of Economy 

Most of the activities with the Ministry of Ecomrry relate to 
its function as leading public sector institution within the mtional w r t .  
Council (CWXW. w a r t ,  however, will be given through the project to 
other offices of the Ninistry of Econw which have a role in pronoting 
exprt, employnenk and investment.. Chief amng these is the Office of 
Industrial Policy (01~). 

Reflecting the lack of ez@nsis given to export developent in 
the past., the OIP is wderstaffed and W l e  to effectively carry out its 
mandate of aciinj.nisterirtg fiscal incentives granted to exporters. Ekisting 
statf do not have %he qcalifications to provide service to exporting f i m ,  
and t!!e office lacks &.he equipnent and budget t.c: carry out- its mandate. m e  
salaries for personnel in the office prohibit the attraction of staff with 
necessary education and experience. 

Fiscal incentive legislation is now being revised, but the fear 
i s  that without proper implementation it will have little impact on export.. 
&pPmrt by U S U D  will be temporary, to provide the initial push for 
iqleaentation of new laws and to stxengthen t-his off ice in the ncsr ten. 
.&sistance wili be granted with the understanding that. GOG xi11 incrsase 
its budgetary allccation over. time until external assistance is no longer 
n d e d  . 

USAID has determined that t.hese institutions are ' 

administratively capble of carrying out their functions under the project.. 
They are qualified for efficient p r f o m c e  in brmdening servkes and 
technology transfer to small and medium enterprises and nont-raditioml 
exprters, and in sup_oorting the Q~arSxr of &tre?reneurs to implenmt. p l i q  
dialogue activities. 

E. Social SouMllness Analysis 

lb assess the possibility of an S'E-assistance project, the :'.l.issicn 
con;nissi.oned a survey of 102 fins, il:clu3i:lg 55 S:4E's an9 akut. 15 cnch of 
tilicro-ant.erprises, large cun~-w~.ies a d  agricul tural-prxess iry firm. (?he 



survey, the Cacmn k p r t ,  is available i n  USAfD's bulk files.) St42 are 
defined as firms in indust-ry, agribusiness, commerce or services with 10-100 
employees. Xicroenterprises have fewer than 10 employees, and large firms 
have more than 100, The follwing background comnentary briefly summarizes 
the results of the survey s tat is t ical  background a d  interviews. 

There are no accurate e~timates of the nlmioer of SME in 
Guatemala. The only source breaking out SME which the survey researchers 
founl is the Hatiom1 Directory of Indus!zial Establishment%. ?his states 
that in' 1981 there were 1,121 f i m s  with 5-19 employees, 836 with 2049 
employees, and 262 w i t h  more than 50 enployees. 

The following table is based on extrapolations from the Survey 
and other data: 

Zhplqyee Average Nmbr of Firms 
!SEE hols .  Indus . - Qmm. Service - Total h p l s ,  

The total  of 2867 SANE probably is understated because survey 
results indicate that snaller f i r m  often try to  avoid government registries. 
me above figures imply that SME comprise 6% of the cornpmies inscrikd in the 
Mercantile Pegisker (1984) and 14% of the employers registered with Social 
Security. me Naticnal Industrial Directory indicates that 66% of registered 
firms are located i n  the Department or' Guatemala, and we can assume that SNJ3 
fall into the same geographic pattern. 

SW have more p t e n t i a l  i.mportance t o  Guatemala's recovery than 
the above figures wDuld imply. In most- countries, SiE are a major source of 
new products or services and, therefore, of new exployment. In a hierarchical 
society, such as that of CXlat-ernala, they form a pathway for social and 
e m d c  advancent- for those w i t h  ent.repreneuria1 drive. 

> 8 .  

I .  An iaport-ant finding of the survey is that, despite the economic 
crisis, the majority of mE owners are caut,.iously opt.imist.ic about. their 
firm's future. They have ideas abut. expansion and diversification  project..^. 
Many have nor: taken steps t o  implement t.hm wlely because of lack of 
resources. Because they have few options besides making a go of it in 

I\ , Guat.amal3, S l C  optimism may also derive f ro~n a necessity which e l i t e o w n &  
,:-,!'?, . f i r m  my not. f~ul. 
h~ I 



3. &sult.s of Analysis of SIYS Prcblem 

The survey analyzed perceptions of problems by SME and the 
reality of their perceptions. The anclusions of the analysis indicate that. 
the most important. problems are: 

a, Inconsistency in the case-by-case application of qwernment. 
policies. 

b. Lack of finance, especially workinq capit-al, in particular 
for firms with less t h  50 employees 

Conservat-isn by both lerders, requiring high levels of 
non-business collateral, and by SME, impedes both 
stabilization and grad21 of SME. 

c. Uncertainty over future foreign-exchanqe mvemenks and 
mlicv 

d, Worker and supervisor training deficiencies 

Lack of knwledge of training sources leads most W E  to 
a n f i n e  themselves to on-the-job training, if any at all; 

Those still dealing wit. the CAOI require =re working 
qital tcxbridge over frequent brder closings. 

Bficiencies in dealinq with t-he dishonesty of sane e- - 
qovernment and supplier-fin officials 

f .  Lack of management trainlnq 

Among smaller SME this includes basic planning skills, and 
developing middle management as a plataform for growth. 

4. Priority N 4 s  

Responses to the question of interest in a possibleassj.stance 
project provide a more practical, focused look at slE needs (listed in order 
of iinportance) : 

a. Access t.o finance, es.ecj.ally working capital 

b. Technical assist.mce, usually in very specific areas 

Very simple financial plmnj.ng, cost control and 
credit-related applicatj.ons are imprtant.. Some specific 
technical assistance is needed to select. production 
alt.err.tives. 



c. Assistance in finding new markets, including exprt markets 

Many respondents were, in reality, far fran having 
well-encugh mnceived projects to usa such help 
effectively. fiis inplies that technid assistance is 
needed first to evaluate client capability to penetrate new 
markets, primarily dcznsstic ones. M y  then can marketing 
technical assistance support an export drive. , 

d. ksistvlce in finding foreign-technology suppliers, 
,~lbl:keters or investors (not mentioned often) 

This is a n e d  mstly of larger firms. 

e. Training (in fields closely related to tedhnical assistance) 

For example, general and financial planning, as a follow-up 
to a m t i n g  technical assistance, is necessary to help 
firms identify short-ten credit needs, based on product 
sales cash f l ~ s ,  and to improve unit cost controls. 

5. Constituent Orqanizations and Fblicy Dialogue 

Sail and medium enterprises are disorgmized. SME seldon 
participate in policy dialogue. S4E may be irdirectly represent& in those 
clrses where t?e interests of Si3E are equivalent or similar to those of larger 
firms. However, it is typically not even kncmn hether such interests are 
parallel or at variance. In short, $ME as a group are largely outside tire 
policy decision-makiry system. 

6. Cbnclusion 

The social soundness analysis of the project concluded that the 
assistance elenents of the project correctly address the priority concerns and 
needs of !3E. Organized business in Guatemala will either support tne project 
or be indifferent, but will not oppose it. The beneficiary target group is 
made up of SME m e r  operators, the majority of whom have less than university 
education and will thus benefit greatly from the training an3 technical 
assistance in fields such as finance, marketing, production, and so forth that 
are part of the ampnent. Impact meaburement will depend on the participants 
profile as the program -ins, plus the mnitoring of prticipating businesses 
Md their owncr-mnagers by the training and technical consultants and their 
assistants. Overall, the project is socially and culturally sound and 
consanant with felt needs of the primary target group. 

F. Ehvironmental Analvsis 

me results of the Initial Ehvironmental Dtami~tion (I=) 
id i ca td  that tlut activities of tie project are applicable to categorical 
exclusions under Section 216.2 (c) (2) (i, iii, v, x, ar.d xiv). IEE 

1 '  , 
v .- CeCmvneds a negative determination requirirg no further environmental review. 



VIII . CONDITIONS, -, AND LWIATING STATUS 

This project has been developed with the assistance of a large n- 
of private sector organizations and leaders. The project has been presented 
forinally to the highest authority of each participant organization. me 
Government of Guatemala has been kept appraised of prcqress in project 
developrent at all stages. 

t 

Reaction to the project has been very favorable as irdicated by the 
commitment of time and effort by participating organizations. There appw to 
be no impediments to negotiating and signing obligating Agre&ents in N 1987. 
It should be noted that the final arrangements for the Guaranty E'und are ' 
currently iinder negotiation. F o n d  requests for the project are presented in 
Annex D. It is expected that the Project Agreement ard the W r a t i v e  
Agreement will be negotiated in final and signed sirortly after authorization 
of the project. 

The Project Zkpeements which may be negotiated and exeouted shall be 
subject to the following essential terms and covenants and mjor ccnditions, 
together with such other terms and condi:ions as A.I.D. may deem appr~priate. 

a, Source and Origin of Gmmdities, Nationality of Services 

Conadikies financed by A.I.D. uzder the project shall have 
their source and origin in the cooperating country or the United States, 
except as A.I.D. may otherwise agree in writing. Drcept for ocean shipping, 
the suppliers of comnndities or services shall have the cooperating country or 
the United States as their place of nationality, except as A.1.D. may 
otherwise agree in writing. Ocean shippiry financed by A.I.D. under the Grant 
shall, except as A.I.D. may otherwise agree in writing, be financed only on 
flag vessels of the United States. 



A, Introduction 

'Ibis project is designed i n  ful l  ampliancx with the AID evaluation 
system. 

- Project designers nrade extensive use of information on prior 
experience with this type of project. Relevant mterials were requested and 
.received from PPC/CDIE. In addition, the SAID library and materials obtained 
fran consultants and USAID staff  on p i o r  A I D  experience were considered. A 
partial listing of these mterials is se t  out in the Bibliogramy, Annex N. 

The project makes a heavy comnitment to data gathering and analysis. 
In addition to the participants profile, the Project Management Informcition 
System provides a systematic rrrecfianism for gathering information on clients, 
plrveyors of services, institutions, and resources available. Not only is the 
delivery of services tracked but the impack of services i n  terms of what 
clients actually do - as a ansequence of services delivered is closely 
monitored. 

The project incorporates the m n e p t  of "impact monitors" to assure 
that management has access to the data on project performance and AID Action 
Plan Wacking. Finally, the PMIS w i l l  generat? reports to mnagement on a 
regular basis to assure that feedback gets into the hands of managers a t  a l l  
levels. (The PHIS is described i n  detail in  Annex L) . 

Host country pc iva te sector participation i n  dz ta gather ing and 
informtion system nunacjcmnt is extensive. The Child owrates an export 
informtion system which ties into the PMIS. AM; w i l l  operate an SME 
information network based on the PHIS. C;uatemlans w i l l  staff the PMIS, and 
the spmsor ing organizations w i l l  define the it informtion needs and direct 
PMIS operations as well as any system changes which may be required. When the 
project ends, a11 those aspects of the PMIS not specifically associated w i l l  
P:oject implemntation as such w i l l  be operated by CAEM. 

B. Key Indicators 

'Ihe kc{ interim and final objectives of the project and therefore the 
primary focus of inform tion for management attention are t h ~  follwing: 

1. Establish an organizational structure in eadh component capable 
of extending the tasks assigned, including the developnt  of appropriate fee 
and pricing structures to nahance program sustainability. 

2. Perform the tasks necessary to deliver services, including: 

a. Canplete plan. 
be Identify sources of services i n  Guatemala. 



c. ~f appropriate services not a ~ i h b l e  in Guatemala, f i d  
them elsewhere, primarily through "sister" projects (i.e. 
IESC, SUSTAIX; PRE and W C U  Projects) or through direct 
procurement. 

d. -tract services. 
e. Confirm that services were delivered as cmtracted. 
f. btermine what the client did as a result of the services. 

3, Feedback to management information on project perfomce and 
im$3ct. 

, 4 .  Make adjustments in implementation if necessary. The M S  will 
collect a .wide range of data for various m g e m e n t  and operatimal purposes. 
The key variables which will eonppse the "core tracking concepts" are: 

a. Number of clients served - Up 
b. Ratio of Guatemalan to foreign source service - Up 
c. Clients reporting any impact - Up 
d. Specific inpact of technical service 

Ehployment - Up 
Gross sales - Up 
Quality - Up 
Unit cost of prducti~n - mwn. 
Investment - Up 

5. Cost of technical sup-rt per unit of impact - Ibwn 
6. Number of Guatemalans employed in business of providing 

technical support to private enterprises - Up 

7. Numbs of S4E seeking loans - Up 

8. Number of SME receiving loans - Up 
9. Ncaober of guarantees issued - Up 

10. Pqregate m u n t  of guarantees out - Up 
11. Specific impact of guarantees 

-1oyment - w 
Gross sales - Up 
Quality - Up 
Unit cost of production - bwn 
Investment - Up 

12. Munber of Guatemalan firms exporting - Up 
13. Aggregate nontraditional export sales - Up 



14. Specific impact of eqort technical support 

EZnal-t - Up 
Gross sales - Up 
W i t y  - Up 
Unit cost of production - Ibwn 
Investment - Up 

15. W m b r  of issues d c h  are subject of policy dialogue - Up 
16. Project Client perceptions that "caditions for doing business" 

are better than before. - LQ 
C, Benchmrk Profiles 

Benchmark profiles of SME, exporters, and financial amunity 
participants will be undertaken at the beginning of the project. 'Ihe 
objectives will be to: . 

1. PIzquire diagnostical data on key project variables. 

2. Provide information for PMIS, 

D. Evaluation 

lhe project will have both internal and fonnal external evaluations. 
* 

Internal evaluations will be d u c t &  annually by USAID and 
implementing Organizations supported as appropriate by contracted personnel. 
These annual evaluations will be structured to determine prqress, Validate 
project strategies, and assess impact. M will draft proposed scopes of work 
for annual evaluations which will be reviewed and approved by Mission 
management. After eighteen mnths have elapsed, the Mission will conduct a 
project assessment to determine appropriatness an3, to validate project 
strategy. 

In addition to the annual evaluations and project assessmentr there 
* will be twa f o m l  indeperdent evaluations conducted during the wear 

Project. The first will be a mid-term evaluation conducted during the first 
quarter of the 3rd ye= after project startup; the second will be an impact 
evaluation at the close of the project. The evaluations will be based on the 
Sector Goal, Praject Purpose, and Outputs as listed in the Logical kamework. 

1. The first evaluation will determine the degree of progress 
toward the achievement of planned project goal, purpose, and outputs. It will 
focus on the following: 

a. Effectiveness of the four components and their 
subamponents. 



b. Effectiveness of the sponsoring institutions in project 
administration. 

c. Effectiveness of the Project i-hnagement Unit. 

d. Obstacles and 'weaknesses within the project . 
e. Qrrective actions or adjusbqts necessary to iqrove 

Project operations. , 

f .  Effectiveness of AID in planning and oversight of project 
operations. 

The evaluation will examine and measure the tinrely provisim and 
adeclua% of project inputs and their respective performance in providing 
assistance to STvIE as compared to the planned and actual outputs of the Project. 

The evaluation will examine the extent to which the following are 
progressing: 

- SMEawarenessof theproject. 

Effectiveness of the Guaranty FL?nd. 

(1) Performance of PFI's and capitalization of the Amd 

( 2) Adequacy of the guaranty mechanism. . 
(3)  Terms and conditions of the guaranty. 

(4) Progress toward self-sufficiency of the Rud. 

( 5 )  Ratio of loans approved to 1-7 applications submitted. 

(6) Coordination between PFIS, Central Bank an3 other project 
components. 

( 7)  Jobs generated and/or sustained due to loans approved. 

(8) Evidence of business expansion and prof itability 
attributable to guaranties. 

(9) Effectiveness in reaching new 8s business, specifically 
small hsiness. 

- Effectiveness of the SME hpnent: 

(1) SME reception and in the project. 

(2)  Fdequacy of technical assistance services. 



(3) Effectiveness of the business seminars and training for SME. 

(4) Effectiveness of project staff training. 

(5) The extent to which SME exeate business technical 
assistance r-ti-. 

(6) The  extent to which technical assistance and training has . 
cmtributed to eqloyment increase anmg SME. 

( 7 )  Cbc,idination between project cupments, sponsoring 
organizations, and IMU. 

- (8) Progress tc~ards develapnult of capability to provide 
technical support to SX3. 

m e  evaluation will inclde a similar approach for the 
activities implemented by the Guild, the public sector. The data 
required for the first evaluation will be gathered by the projekt's RN, the 
offices of the participating financial institutions, the offices of the 
implementing organizations, and at the business sites of wticipants. The 
data w ; l l  be o5tained in the following -r: 

(1) Interviews with AID Project Officer. 

(2) Interviewsowith SlYE and/or exporters using a prepared 
questionnaire. 

(3) Interviews w i t h  project personnel using a prepared 
questionnaire. 

(4) Interviews with the ENU General Manager and participating 
organizations' staff specialists. 

(5) Interviews with PFI Credit Officers and Bank C)fficials. 

(6) Review of SlYE Credit applications and loan records at the 
PFI 's. 

(7) Review of Project/~rds/l33nunentation at the W, AID 
Project Off ice, and implcdrenting organization off ice. 

(8) Interviews w i t h  Steering Cmaittee and PFI officials 
responsible for -rdinating the Imm Guarantee M. 

(9) Review of the Minutes of the Steering Cbmdttee meetings. 

(10) Interviews ,with officials and participating staff of 
business organizations. 



(11) Interviews with the members of the AGG, the Guild Financia 
Clamber and CAEM, 

m e  first evaluation will be carried out by a recognized pri~te 
consulting firm which maintains a staff with varied and cross4isciplinary 
elqxrtise in the development and implementation of -11 business and export 
programs, has Spanish-speaking capabilities coupled with -ledge of the 
local customs and conditions in Guatemala and experience working with 
AIEassisted projects. The consulting firm will be required to canduct the 
eduatim field work, prepare the analyses, present their findings and 
recownendations to the implementing organizations an3 to the Mission, and 
submit a. draft evaluation reprt to the klission prior to deghrture from the 
Mission. The final evaluation reprt will be submitted to the Missian within 
20 worsing days after departure of evaluation team from the Mission. 

lhe estimate3 cost of the first evalluation for personnel salaries, 
international travel, in-country travel, per-diem materials, and overhead will 
be $50,000.00, Tne costs for the evaluation are built into the Project budget. 

This first evaluation will occur midway into the third year of the 
Project . 

2. 'Ihe second m d  final formal evaluation of the project will 
determine the res3d.ts/effects of the Project after 5 years of operations 
(Impact Evaluation) . An international company, exprienced in carrying out 
AID-evaluations, will organize an International/~uat~a team to implenent 
this task. ?his evaluation will, again, undertake an input/output perf a m c e  
assessnent at each level of the Logid Framwork towards the achievenent of 
their respective targets. It will have the same focus as the first 
evaluation. Ibwever, ik will also include an in-depth study of the: 

- Direct impact of Project on employment generation, 

- Self-sufficiency of the Guaranty Fund (cperatianal and interest 
revenues vs. operaticnal costs vs. loan defaults), 

- Dev~lopent of SME and export technical support in the private 
sector, 

- Procsss and results of policy dialogue with the GCX, and 

- ~ost/lxnefit ratio of the project considering costs and n-r 
of loans approved, dollar amount of loans, technical sup-wrt 
provided, number of jobs generated, and number of business 
assisted. 

b 

The data gathering process of the second and final evaluation will be 
similar to the first. Hotdever, additio~l SME will be identified to respond 
to survey questiontmiries and interviews. The SME interviewed during the 
first evaluation will also k interviewed to determine the long-term effects 
of the project on their businesses. 



3. Rie evdluatiar desi- and process c=illbc carried out by a 
reoognized private consulti.sg firm with the same qualifications as those 
specified in the first evdluatim. The final evaluation report will be 
required by the Mission within 20 working days fran the evaluation team's 

. departure frun the Mission. 

4. The estimated cost of the impact evaluation is $50,000.00 for 
personnel salaries, international travel, imuntry travel, per-diem, 
materials, and overhead costs. This cost is built into the project budget. 

5. Ih. evallaticn will take place at the close of' the Project. . 6. The project includes $60,000 in local currency for external 
aait cost. 

Information ana evaluation costs in the Project are as follows: 

Set-up EWS: Equipnent and Software 
System Design 
Baseline survey (included in AGG 
bterprise Ikvelopznt Program) 

Annual operating cost of PMIS 
Interim Evaluations (internal) 
Eighteen mnth assessment 
E b m l  evaluations 
Rco-rata share of cost of P W  Staff 
attrikrtable to data gatheririg 
("impact auditor" function). 
External audit 
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FC3 LOANS 
T5 T i 3  
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'. r?. .3 , 
6 . A U 8 U L f h c d . 1 P 1 r r r . e c g y a  

hrncttoning RPP Onrcstot S u p  
por t  Center 

7, Qtc EPZ h l l y  operational 
8.  Ncv laws, policies, and f1nanci.l 

instruments capable of serving 
needs of private enterprise 

9. A f u l l y  operational f a c i l i t y  for 
guaranty of SlE c r e d i t  

10. lhe Ministry of Economy 411. bc 
fnsti tutiorwlly stronger and w i l l  
have a leading role i n  main- 
taining and adrninisteriq' f i s c a l  
incentives for business expan- 
sion and c o q ~ ~ t i t i o n  

U. fncreascd policy awareness of 
privatization issues arrd a t  
l e a s t  one par t i a l  o r  f u l l  priva- 
t i za t ion  act iv i ty  coqleted 

l2. CN)I i m t i t u t i ~ l l y  s t rcngthond 

1. A. Rain inq  and lkchnical - 1. Project Management Assistilncc Infomatlon System - AGC develops and fnplcmcnts 
a training program t o  benefit  
1,000 SXt? Nanaqers 

guaranty services of the 
projcct 

- PM; develops a-training 
re fe ra l  service t o  provide 
1,000 SME mnaqers and tech- 
n i c a l  s t a f f  with training from 
AGC and other Cbatenulan 
training organizations 

2. ~ ~ ~ - c o n t i n u c s  its can- 
mitnrnt to inprove the 
viabi l i ty  00 export pro- 
duction and private sector 
investoc confiderce 

3. World rmrket conditions 
suppOr t eqmr t investmnt  



I ! 
2. Rarp t ioc rm 

I 
l&pansion and Imrrstm?nt 

. - PLXt cwsistanee to outside and ptoaucti& 
groups i n  the developncnt of 4. Plctlvity reports of 4. Private banking U m c l a l  
a t  least three additiondl pac t ic ipa t iq  insti- wicket climate (c.g., high 
training programs available in tutions level of liquidity) o o n t i w  
matenula bencf i t ing 200 people to encouccye banks to seek neu 
within five years credi t  markets, such as SJE~ 

0. b l i c y  Dialoque - An W Policy Dialogue agenda 
dcvclopcd - E s t a b l i s h n t  of Eocmal 
a r r a r q e m t s  for presentation 
of SE qcnda to the 03C - ~stablishment of bettkr can- 
m i c a t i o n s  kctween SE and 
larger-scale business interests 
particularly the financial . 
conrnunity 

C. lnsti tctlon Buildi - &X'S S4Z section e2tablished 
as constitwncy organization 
for SEE - S4E information netwxk 
established - SU mcmkcrship services 
develops a capability to 
address 94E needs 

2. A. Gccmial Program - m r t  expansion i n  18 
targeted product areas - Improved export performance 
by 400 firms - Effectiveness of the G r d a l  
in  technical s u m r t  Fnpcovd 



. . - Qanlal incam generating 
-pacity friar- 

b e  fiPF - b u  legslation on tanporary 
i n p t s  ( f a . ,  drawback) and ' 
on export production fac i l i t i e s  
enacted - Inproved customs procedures - A Chtcmakn ITpF strategy 
designed and approved by GCE 
and private sector authorities - !&n selninarsbrkshops p r g d r c d  
to benefit 150 participants - Ole EPZ designed and a t  least 

- two EPZ i n  advance negotiation 
phase - Fn ETPF Investor Support Center 
stqCW and providing services - A technical secretariat estab- 
lishcd i n  CXturpM 

------ 
t u t  for the Cuaranty E\md in - 
5 years - a mininun of Q35 million of 
crcdit guaranteed in 5 years - a minimum of 3 private f i -  
~ r l c i a l  institutions mr t i c i -  
patin9 in the progrJm 

be Financial k r k e t  MIP - Ih hnproved policy d i a l m e  - 
process - an improved information base 
on the financial system 
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b 

- 1. FY 1987 Continuins The President has not so 
' Resolution Sec. 526. Has determined. Guatemala does take 
the President certified to adequate steps to prevent 

I the Congres that the narcotics traffic. 
government of the 
recepient country is 
failing to take adequate 
measures to prevent 
narcotic drugs or other 
controlled substances 
which are cultivated, 
produced or processed 
illicity, in whole or in 
part, in such country, 
from being sold illegally 
within the 2urisdiction of 
such country to Un.i.t'ed 
States Government 
personnel or their 
dependents or from 
entering the United States 
unlawfully? 

Listed below are statutory 
criteria aplicable to: (A) FAA 
funds generally; (b) (1) 
Developncnt Assistance funds only: 
or (b) ( 2 )  the Economic Support 
Fund only. 

2, FAA Sec. 48l(h). (This 
provision applies to 

' A. GENEPX CRITERIA FOR COUNTRY 
I ELIGIBILITY 

assistance or any kind 
provided by grant, sale, 
loan, lease, credit, 
guaranty, or insurance, 
except assistance from the 
Child Survival Fund or 
relating to international 
narcotics control, 
disaster and refugee 
releif, or the provision 

The President has not so 
determined. 
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of food or medicine.)- If 
the recipient is a "major 
Sllicit drug producing 
country" (defined as a 
country producing during a 
fiscal year at least five 
lbetric tones of opium or 
500 metric tons of coca or 
a a n  or a 'major 
drug-transit country" 
(defined as .a country that 
is a significant direct 
source of illicit drugs 
significantly affecting 
the United States, through 
which such drugs are 
transported, or through 
which significant sums of 
drug-related prof its are 
laundered with the 
knowledge or complicity of * 

the government), has the 
President in the March 1 
Internal Narcotic Control 
Strategy Report .(INSCR) 
determined and- certified . 
to the Congress (without ' 
Congressional enactment, 
within 30 days of 
continuous session, of a 
resolution disapproving 

a such a certification), or 
has the President 
determined and certified 
to the Congress on any 
other date (with enactment 
by Congress of a 
resolution approving such 
certification), that (a) 
during the previous year 
the country has cooperated 
fully with the United 
States or taken adequate 
steps on its own to 
prevent illicit drugs 
produced or processed in 



or transported through 
such country from being 
transported into the 
United States, and to 
prevent and punish drug 
profit laundering in the 
country, or that (b) the 
vital national interests 
of the United States 
reqpire the provision of 
such assistance? 

Druq Act Sec. 2013. (This 
section. applies. to the 
same categories of 
assistance subject to the 
restrictions in FAA Sec. 
48l(h) , above.) If 
recipient country is a 
"major illicit drug 
producing country" or 
'major drug-transit 
country" (as defined for 
the purpose of FAA Sec 
481(h), has the President 
submitted a report to 
Congress listing such . 
country as one (a3 -.wkich,' 
as a matter of government 
policy, encourages or 
facilitates the production 
or distribution of illicit 
drugs; (b) in which any 
senior official of the 
government engages in, 
encourages, or facilitates 
the production or 
distribution of illegal 
drugs; (c) in which any 
member of a U.S. 
Government agency has 
suffered or been 
threatened with violence 
inflicted by or with the 
complicity of any 
government officert or (d) 

- 
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.The President has not 
submitted a report to 
Congress listing such 
country. 
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which fails to provide 
reasonable cooperative to 
lawful activities of U.S. 
drug enforcement agents, 
unless the President has 
provided the required 
certification to Congress 

'pertaining to U.S. 
national interests and the 
drug control and criminal 
prosecution efforts of 
that country? . . 

4. FAA Sec. 620(c). If . assistance is to a 
governnent, is the 
Government liable as 
debtor or unconditional 
guarantor on any debt to a 
U.S. citizen for gcods or 
services furnished or 
ordered where (a) such 
citizen has exhausted 
available legal remedies 
and (b) the debt. is not 
denied or contested by 
such government? a -. % 

. 5. F a  Sec. 62Ote) (I). If 
assistance is to a 
government , has it 

. . (including any government 
agencies or subdivisions) 
taken any action which has 
the effect of 
nationalizing, 
expropriating, or 
otherwise seizing 
ownership or control of 
property of U.S. citizens 
or entities beneficially 
owned by them without 
takinq steps to discharge 
its obligations toward 
such citizens or entities? 



No. 

SO, has the president 
determined that assistance 
to the country is 
important to the national 
interests of the United 
States? Will assistance 
be provided to Angola, 

- Cambodia, Cuba, Iraq, 
Syria, Vietnam, Libya, or 
South Yemen? Will 
assistance be provided to 
Afghanistan without a 
certification? 

7, FAA Sec. 620(j). 'Has the No. 
country permitted, or 
failed- tb take adequate 
measures to prevent, 
damage or destrcction by 
mob action of U.S. 
property? - 

8. FAA Sec. 620( 1 )  . -.H=; the NO. 
country failed to enter 
into an investment 
guaranty agreement with 
OPIC? . . .  

9. FAA Sec. 6 2 0 ( o ) t  
Fishermen's Protective Act 
of 1967 (as amended) Sec. 
- 5. (a) Has the country 
-- 

seized, or imposed any 
penalty or sanction 
against, any U.S. fishing 
vessel because of fishing 
activities in 
international waters? (b) 
If so, has any deduction 
required by the 
Fishermen's Protective Act 
been made? 

ANNEX C 
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10. FAA Sec. 62O(q) r FY 1987 
Continuinq Resolution Sec. 

N/A 

518. (a) Has the - 
Eernment of the 
Gecipient country been in 
default for more than six 
months on interest or 

'principal of any loan to 
the country under the 
FAA? (b) has the country 
been in default for more 
than one year on interest 
or principal on.any U.S. 
loan under a program for . which the FY 1876 
Continuing Resolution 
appropriates funds? 

11. FAA Sec. 6ZO(s). If 
contemplated assistance is 

W A  

development loan or from 
Economic Support Fund, has 
the Administrator taken 
into account the.percent 
of the country's. budget 
and amount of the - 
country's foreign ex-change 
or other resources 'spent . 
on.military equipment? 
(Reference may be made to 
the annual "Taking Into 
Considerationn memot."Yes, 
taken into account by the 
Administrator at time of 
approval of Agency OYB." 
This approval by the 
Administrator of the 
Operational Year Budget 
can be the basis for an 
affirmative answer during 
the fiscal year unless 
significant changes in 
circumstances occur.) 

12, FAA See. 620( t 1. Has the No . 
country severed diplomatic 
relations with the United 
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States? If SO, have 
relations been resumed and 
have new bilateral 
assistance agreements been 
negotiated and entered 
into since such resumption? 

FAA Sec. 620(u). What is 
the paymerit status of the 
country's U.N. . 

obligations? If the 
country is in arrears, 
where such arrearages 
taken into account by the 
A-I.D. Administrator in 
determining the current 
A-I.D. Operating Year 
Budget? (~eference may be 
made to the Taking into 
Consideration memo. ) 

Country not delinquent. 

FAA Sec. 620A. Has the The President has not so 
President determined that determined. 
the recipient country 
grants sanctuary frop 
prosecution to =y 
individual or group which 
has committed an gict .of " 

international terrorism or 
otherwise supports 
international terrorism? 

ISDCA of 1985 Sec. NO 
552(b). Has the Secretary 
of State determined that 
the country is a high 
terrorist threat country 
after the Secretary of 
Transportation has 
determined, pursuant to 
section lllS(e) (2) of the 
Federal Aviation Act of 
1958, that an airport in 
the country does not 
maintain and administer 
effective secutiry 
measures? 
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16, FAA Sec. 666(b). Does the 
country object, on the 
basis of race, religion, 
national origin or sex, to 
the presence of any 

' officer or employee of the 
U,S, who is present in 
'such country to carry out 
economic development 
programs under the FAA? 

17, FAA Secs. 669, 670. Has 
the country, after August 
3, 1977, delivered to-any 
other country or received 
nuclear enrichment or 
reprocessing equipment, 
materials, or technology, 
without specified 
arrangenents or 
safeguards, and without 
special certification by 
the President? Has it 
transferred a nuclear 
explosive device: to a. 
non-nuclear weapon state, 
or if such a state, either 
received or detonated a 
nuclear explosive device? 
(FAA Sec. 620E permits a 
special waiver of Sec. 669 
for Pakistan. ) 

FAA Sec. 670. If the 
country is a non-nuclear 
weapon state, has it, on 
or after August 8, 1985, 
exported (or attempted to 
export) illegally from the 
United States any 
material, equipment, or 
technology which would 
contribute significantly 
to the ability of a 
country to manufacture a 
nuclear explosive device? 
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ISDCA of 1981 Sec. 720. 
Was the country 
represented at the Meeting 
of Ministers of Foreign 
Affairs and Heads of 
Delegations of the 
Non-Aligned Countries to 
.the 36th General Assembly 
of. the li.11. on Sept. 25 
and 28, 1981, and failed 
to disassociate itself 
from the communique 
issued? If so, has the 
President taken it into 
account? (Reference may 
be made to the Taking into 
Consideration memo.) 

FY 1987 Continuinq 
kesolution Sec. 528. Has 
the Presiaent to have 
engaged in a consistent 
pattern of opposition to 
the foreign policy of the 
United States? . ,, . 

Guatemala was not present at the 
meeting. 

FY 1987 Continui'n No 
Resolution S S C .  5%. .Has 
the duly elected Head of 
~overnment of the country 
been deposed by military 
coup or decree? 

FUNDING SOURCE CRITERIA FOR 
COUNTRY ELIGIBILITY 

1. Development Assistance 
country Criteria 

FAA Sec. 116. Has the 
be~artment of State 
determined that this 
government has engaged in 
a consistent pattern o f  
gross violations of 
internationally recognized 

No determination has been made 
regarding gross violation of human 
rights.. 
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human rights? If SO, *can 
i t  be demonstrated that 
Contemplated assistance 
w i l l  directly benefit the 
needy? 

Economic Su~port Fund 
Country Criteria 

_FAA'Sec, 520B. Has it 
been determined that the 
country has engaged in a 
consistent pattern of 
gross violations of 
internationally recognized 
human rights? -If SO; has 
the President found that 
the country made such 
significant improvement in 
its human rights record 
that furnishing such 
assistance is in the U.S. 

- .  national interest? 

A. GENERAL CRITERIA FOR'. P R ~ E C T  

FY 1987 continuinp - 
Resolution Scc .  523; FAA 
See. 634A. Describe how 
authorization and 
appropriations cornittees 
of Senate and House have 
been or will be notified 
concerning the project. 

FAA Sec. 611(a)(l). Prior 
to obligation in excess of 
$500,000. Will there be 
(a) engineering, financial 
or other plans necessary 
to carry out the 
assistance, and (b) a 
reasonably firm estimate 
of the cost to the U.S. of 
the assistance. 

A Congressional Notification was 
submitted to' AID/W for transmittal 
to Congress. No obligation will 
be made until notification 
requirements have been met. 

.A Project Financial Plan, with 
reasonably firm estimates of the 
costs to AID, is contained in this 
Project Paper. 



FAA Sec- 61l(a)(2). If 
legislative action is 
required within recipient 
country, what is basis for 
reasonable e%ecta tion 
that such action will be 
completed in time to 
permit orderly 
accomplishment of purpose 
of the assistance? 

FAA Sec. 611(b); FY 1987 
Continuinu Resolution Sec. 
$01- If project is for - 

so, why is 
executed? 

8 - +  . -*, .r . 
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No legislative action by the 
Government of Guatemala is 
required. 

water or water-related 
land resource 
construction, have 
benefits and costs been 
computed to the extent 
practicable in accordance 
with the principles, 
standards, and procedures 
established pursuant to 
the Water Resources 
Planning Act (42 U.S.C. 
1962, eE s. I ? .  (see - 
 handbook 3 *for, 
guidelines.) -. -. . 
FAA Sec. 6ll(e). If 
project is capital 
assistance (e.qo , 
construction), and td t  a1 
U.S. assistance for it 
will exceed $1 million, 
has Mission Director 
certified and Regional 
Assistant Administrator 
taken into consideration 
the country's capability 
effectively to maintain 
and utilize the project? 

FAA Sec. 209. ' Is project 'The project is not susceptible to 
susceptible to execution execution as a regional project. 
as part of regional or However, Coordination with ROCAP 
multilateral project? If regional projects will take place 

project not so whenever feasible. This project 
Information and will encourage regional programs 

a 
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conclusion whether 
assistance will encourage 
regional development 
programs. 

FAA Sec. 6Olta). 
Information and 
conclusions on whether 
projects will encourage 
efforts of the country to: 
(a) increase the flow of 
international trade: (b) 
foster private initiative 
and competition: (c) 
encourage development and 
use of cooperatives, 
credit unions and savings 
and loan associations; (dl 
discourage monopolistic 
practices: (e) improve 
technical efficiency of 
industry, agriculture and 
commerce; and (f) 
strengthen free. labo;. 
unions. .. . . - -. % 

FAA Sec. 601(b). 
Information and 
conclusions on how project 
will encourage U.S. 
private trade and 
investment abroad and 
encourage private U.S. 
participation in foreign 
assistance program 
(including use of private 
trade channels and the 
.services of U.S. private 
enterprise). 

FAA Secs. 612(b), 636(h). 
Describe steps taken to 
assure that, to the 
maximum extent possible, 
the country is 
contributing local 
currencies to meet the 

strengthening Guatemalan 
capabilities at the firs 
and service organization 
levels. 

Major objectives of this project 
are to. expand exports (a) and to 
foster competition and free 
enterprise by improving access of 
SUE to technical assistance, 
training, and credit; (b) No 
effect is anticipated on 
cooperation, credit union, and 
savings and loan associations; (c) 
The project will, discourage 
monopolistic practices by 
improving the competitiveness of 
SUE8 (d) Improvement of technical 
efficiency of SME and exporters is 
emphasized in the project; (e) KO 
effect is anticipated on free 
labor unions except insofar as the 
project promotoes increased 
employment. 

The project encourages U.S. tzade 
and investment through promotion 
of exports, by technical 
assistance, and by training 
opportunities in the U.S. under 
project financing. Services of 
U.S. private enterprise are used 
throughout the project. 

The Project makes extensive use of 
GOG owned local currency in 
addition to counterpart 
contributions of Guatemalan 
private organization. 
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cost of contractual and 
other services, and 
foreign currencies owned 
by the U . S .  are utilized 
in lieu of dollars. 

10, FAA Sec- 612(d). Does the 
U,S, own excess foreign 
currency of the country 
and, if so, what . 
arrangements have been 
made for its release? 

11. FY 1987 Contintzin 
Resolution sec. 3%. If 
assistance is for the 
production of any 
commodity for export, is 
the connodity likely to be 
in surplus on world 
markets at the time the 
resulting proZuctive 
capacity becones 
operative, and in such 
assistance likely to.cause 
substantial injury to U.S. 
producers of the same, 
similar or con~peting ' 
commodity? 

12. FY 1987 Continuing 
Resolution Sec. 558., (as 
interpreted by conference 
report). If assistance is 
for agricultural 
development activities 
(specifically, any testing 
or breeding feasibility 
study, variety improvement 
or introduction, 
consultancy, publication, 
conference, or training), 
are such activities (a) 
specifically and 
principally designed to 
increase agricultural 
exports by the host 
country to a coVlnt:y other 
than the United States, 

The project will assist in 
expanding non-traditional exports 
which are not and are not to. 
be in the future, commodities in 
surplus on world markets- It is 
unlikely that the assistance will 
cause substantial injury to U.S. 
producers of such products. 
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where the export would 
lead to direct competition 
in that third country with 
exports of a similar 
commodity grown or 

- produced in the Ur.ited 
States, and can tne 
activities reasonably be 
expected to cause 
substantial injury to U.S. 
exporters of a similar 
agricultural commodity: 
or (b) in'support of 
research that is intended 
primarily to benefit U.S. 
producers? 

13. FY 1987 Continuin 
kesolution sec.  5 h .  will - 
the assista~ce (except for 
programs in ~aribbean 
Basin Initiative countries 
under U.S. Tariff Schedule 
'Section 807." which 
allows reduced tariffs on . - 

9 r articles assembled abroad 
from U.S.-made components) .. 
be used. - 

4 -. I 

14. FAA Sec. 118(c). Does the 
assistance comply with the 
environmental procedures 
set forth on A.I.D. 
Regulation 1 6 3  Does the 
assistance place a high 
priority on conservation 
and sustainable management 
of tropical forests? 
Specifically, does the 

Assistance under the 
project will not be used 
directly to procure 
feasibility studies, 
prefeasibility studies, or 
project profiles of 
potential investment in, 
or to assist the 
establishment of 
facilities specifically 
designed for, the 
manufacture for export-to 

. the United STates or to 
third country markets in 
direct competition with 
U.S. exports, of textiles, 
apparel, f ootwear, 
handbags, flat goods (such 
as wallets or coin purses . 
worn on the person), work 
gloves or leather wearing 
apparel? 

Yes. A; Initial Environmental 
Examination recommends a negative 
determination. 

(a) The Project does not 
anticipate management of forests. 
(b) Project provides indirectly 
tor employment generation. 

assistance, to the fullest 
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extent feasible: (a) 
stress the importance of 
conserving and 
sustainably managing 
forest resources; (b) 

, support activities which 
offer employment and 
income alternatives to 
'those who otherwise would 
cause destruction and loss 
of forests, and help 
countries identify and 
implement alternatives to 
colonizing forested areas: 
(c) support training 
programs, educational 
efforts, and the 
establishment or 
strengthening of 
institutions to improve 
forest management; '(dl 
help end destructive 
slash-and-burn agriculture 
by supporting stable and 
productive farming 
practices; (el help 
conserve forests'which 
bave not yet been 
degraded. by helpi.ng' to 
increase production on 
lands already cleared or 
degraded; ( f )  conserve 
forested watersheds and 
rehabilitate those which 
have been deforested; (g) 
support training, 
research, and other 
actions which lead to 
sustainable and more 
environmentally sound 
practices for timber 
harvesting, removal, and 
processing; (h) support 
research to expanding 
knowledge of tropical 
forests and identify 
alternatives which will 
prevent forest 
destruction, loss, or 
degradation; (i) conserve 
biological diversity in 
forest arcas *by supporting 
efforts to identify, 
establish, and maintain a 

(c) The Project does not 
anticipate training in forest 
management . 

(e) The Project may indirectly 
encourage an increase production 
on lands already cleared or 
degraded. 

(j)  The Project will not increase 
awareness of long-term value of 
tropical forests. 
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representative network of 
protected tropical forest 
ecosystems on a worlwide 
basis, by making the 
establishment of protected 
areas a condition of 
support for activities 
.involving forest clearance 
or degradation, and by 
helping to identify 
tropical forest ecosystems 
and species in need of 
'protection and establish 
and maintain appropriate 
protected areas; (j) seek 
to increase the awareness 
of U.S. governnent 
agencies and other donors 
of the immediate and 
long-term value of. 
tropical forests; and (k) 
utilize the resources and 
abilities or all relevant 
U.S. government agencies? 

FAA Sec. 119(q) (4)-(6'). 
Will the assistance (a) 
support training an.& 
education efforts which 
improve the capacity of 
recipient countries to 
prevent loss of biological 
diversity; (b) be provided 
under a long-term 
agreement in which the 
recipient country agrees 
to protect ecosystems or 
other wildlife habitats; 

{a) No. 

(b) No. . 

( c )  No. 

(c) support efforts to 
identify and survey (d) No.* 
ecosystk in recipient 
countries worthy of 
protection; or ( d l  by any 
direct or indirect means 
significantly degrade 
national parks or similar 
protected areas or 
introduce exotic plants or 

. animals into such arcas? 
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16. FAA 121(d). If a Sahel 
project, has a 
determination been made 
that the host government 
has an adequate system for 
accounting for and 
controlling receipt and 

' expenditures of project 
funds (either dollars or 
local currency generated 
theref xom) 3 

17. FY 1987 Continuinq 
Resolution Sec. 532. Is 
disbursement or the 
assistance conditioned 
solely on the basis of the 
policies of any 
multilateral institution? 

B. FUNDING CRITERIA FOR PROJECT 

1. Development Assistance 
Project Criteria 

1 

a. FAA Secs.  1Q2(b), 111, 
113, 281 (a). Describe - -- 

. extent to whicli 
activity will (a) 
effectively involve 
the poor in 

. . development by . 
extending 'access to 
economy at local 
level, increasing 
labor-intensive 
production and the use 
of appropriate 
technology, dispersing 
investment from cities 
to small towns and 
rural areas, and 
insuring wide 
participation of the 
poor in the benefits 
of development on a 
sustained basis, using 
appropriate U.S. 
institutions: (b) help 

(a) The Project will help generate 
employment directly and indirectly. . 

(b) The Project does not affect 
cooperative development. 

(c) The Project is a self-help 
effort in that private enterprise 
.beneficiaries raise their standard 
of living through their own hand 
work assisted by technical support. 

(d) Women business people are 
benefitted as are men by the 
project. 
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develop cooperatives, 
especially by 
technical assistance, 
to assist rural and 
urban poor to help 
themselves toward 
better life, and . otherwise encourage 
democratic private and 
local. governmental 
*institutions; (c) 
support the self-help 
efforts of developing 
countries; (d) promote 
the participation of 
women in the national 
economies of 
developing countries 
and the improvement of 
women's states; and 
(e) utilize and 
encourage regional 
cooperatian by 
developing countries. 

Yes. 

. . 
(e) The Project will encourage 
regional trade. - 

project fir the 
- criteria the 
source of funds 
(functional account). 
being used? 

FAA Sec. 107. Is 
emphasis placed on use 
of appropriate 
technology (relatively 
smaller, cost-saving, 
labor-using 
technologies that are 
generally most 
appropriate for the 
small farms, small 
businesses, and small 
incomes of the poor) ? 

FAA Secs. 110, 
124(d) .  Will the 
recipient country 
provide at:least 25 

0 

project emphasizes providing 
access to technology for the 
business purpose and condition 
involved. 

Yes, 25 percent of the total 
Project cost by the recipient 
country. 
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percent of the costs 
of the program, . 
project, or activity 
with respect to which 
the assistance is to 
be furnished (or is 
the latter 
cost-sharing 
requirenent being 
weived for a 
."relatively least 
developed" country)? 

FAA Sec. 128(b). If 
the activity attempts 
to increase- the 

- 

institutional 
capabilities of 
private organizations 
or the government of 
the country, or if it 
attempts to stimulate 
scientific and 
technological 
research, has it been 
designed and. wilL it 
be monitored' to ensure 
that the ultimate, 
beneficiaries '.are the 
poor majority? 

FAA Sec. 26l(b). 
bescribe extent to 
which program 
recognizes the 
particular needs, 
desires, and 
capacities of the 
people of the countryt 
utilizes the country's 
intellectual resources 
to encourage 
institutional 
developnent; and 
supports civil 
education and training 
in skills required for 
effective 

The Projgct will 
b e n d  i t the poor 
majority through 
employment generation. 

The Project recognizes the need 
and desire of Guatemalans to 
improve their circumstances 
through private enterprise. The 
project is heavily nriented toward 
Guatemalan intellectual resources 
and institutions. . 



earticipatfon in 
governmental processes . . 
essential to . 

, Cielf-government. 

g. FY 1987 Continuing 
Resolution Sec. 540. 
Axe any of the funds 
to be used for the 
performance of 
abortions as a method 
of fcmily planning or 
to motivate or coerce 
any person to practice 
abortions 3 

Are any of the funds 
to be used to pay for 
the performance of 
involuntary 
sterilization as a 
method of family 
planning or to coerce 
or provide any 
financial incentive to 
any person .to undergo 
sterilizations? - - 
Are 'any of the -&ds '* 

to be used to pay for 
any biomedical 
research which 
relates, in whole or 
in part, to methods 
of, or the performance 
of, abortions or 
involuntary 
sterilization as a 
means of family 
planning? 

h. M 1987 Continuing 
Resolution. Is the 
assistance being made 
available to any 
organization or 
program which has been 
determined to support 
or participate in the 
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management of a 
program of coercive 
abortion or 
involuntary 
sterilization? 

If assistance is from 
the population 
functional account, 

- are any of the funds 
.to be made available 
to voluntary family 
planning projects 
which do not .offer, 
either directly or 
through referral to or 
information about 
access to, a broad 
range of f anily 
planning methoes and 
services? 

FAA Sec. 6 0 1 ( e ) .  Will 
the project utilize 
competitive selection 
procedures for the 
awarding of dqntracts, 
except where 
applicable ~r~curement 
rules allow otherwise? 

F Y  1987 Co~tinuinq 
Resolution. Bow much 
of the funds will be 
available only for 
activities of 
economically and 
socially disadvantaged 
enterprises, 
historically black 
colleges and 
universities, and 
private and voluntary 
organizations which 
are controlled by 
individuals who are 
black Americans, 
Hispanic Americans, or 

Yes. 

No funds will be available 
exclusively for such 
organization. However, these 
possibilities will be used when 
feasible. 
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Native Americans, or 
who are economically 
or socially 
disadvantages 
(including wonen) 3 

k. FAA Sec. 118(c)(13). 
I f  the assistance will 
Support a program or 
project significantly 
hf fecting tropical 
forests (including 
projects involving the 
planting of exotic 
plant species), will 
the program or project 
(a) be based upon 
careful analysis of 
the alternatives 
available to achieve 
the best sustainable 
cse of the land, and 
(b) take full account 
of the environmental 
impacts of the 
proposed activitiks on 
biological diversity? 

.. . . 
1. FAA Sec. ll8(d')'(l4). 

Will assistance be 
used for (a) the 
procurement or use of 
logging equipment', 
unless an 
environments 1 
assessment indicates 
that all timber 
harvesting operations 
involved wi 11 Se 
conducted in an 
environmentally sound 
manner and that the 
proposed activity will 
produce positive 
economic benefits and 
sustainnhlc forest 
management systemsr or 
(b) actions which 
eignificantly degrade 

(a) No. 



ANNEX C 
Page 23 of 23 

national parks or 
similar protected . 
areas which contain 
tropical forests , or 
introduce exotic 
plants or animals into 
such areas? 

FPA Sec. 118tc) (is). 
Will assistance be 
used for (a) 
activities which would 
result in the 
conversion of forest 
lands to the hearing 
of livestock; (b) the 
construction, 
upgrading, or 
maintenance of roads 
(including temporary 
haul roads for'logging 
or other extractive 
industries) which pass 
through relatively 
undergraded forests 
lands; (c) the 
colonization o.f forest 
lands; or ('dl the, 
construction df dams 
or other water control 
structures which flood 
relatively undergraded 
forest lands, unless 
with respect to each 
such activity an 
environmental 
assessment indicates 
that the activity will 
contribute 
significantly and 
directly to improving 
the livelihood of the 
rural poor and will be 
conducted in an 
environmentally sound 
manner which supports 
sustainable 
development,? 

(a) No. 

(b) No. 

( c )  No. 
(dl No. 
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Doctor 
Anthony J. Cauterucci 
Df rector 
Agencia para el Desarrollo 
International AID 
Ciudad de Guatemala 

~~z&ciable Doctor Cauterucci: 

Tengo el agrado de dirigirme a usted para referirme a las diversas reuniones 
que hemos tenido con usted y con funcionarios de esa Misign en relaci6n a la 
planificacih de las diversas actividades que la CBmara Empresarial de Guate 
mala tiene programado realizat en beneficio del (esarrollo econ6mico del 

La CSmara Empresarial ha efectuado estudios en relaci6n a la situacibn que 
confronta el sector privado en sus diferentes niveles empresariales con el f i a  
de buscar lss soluciones adecuadas a las limitaciones de orden tzcnico-finaa- 
ciero derivadas de nuestro sistena econ6nico. El objetivo global que se per 
sigue es la reactivaci6n del aparato productivo del pais. Lo anterior ha p& 
mitido identificar Breas e~pecSficas que necesitan un fortalecirniento direct0 
y a la vez la formulacidn de un Proyecto Global de Desarrello para la Empresa 
Privada . 
En ese orden de ideas y confirmando nuestras exposiciones anteriores, la C& 
aara Empresarial de Guatemala, por mi medio, atentamente solicita a la X& 
si6n AID le otorgue su apoyo t6cnico y financier0 para impulsar el programa 
que se ha diseiiado y para.apoyar primordialmente a la pequeiia y mediana enpre 
sa. Los problemas especIficos de la PVtE son falta de capacidad gerencial, 
escasez de mecanismos y conociniento para competir en 10s mercados interns 
cionales y dificultades en obtener crsditos. 

Las soluciones planteadas transfieren conocirniento gerencial, amplian las 
posibilidades de penetrar 10s uiercados internacionales y facilitan el acceso 
a1 crgdito. En todos estos elenentos un punto clave serd la negociacibn 
constructiva de politicas y procedimientos que favorecen el desarrollo compE 
titivo del pequeso y mediano eopresario guatenalteco. 

Los principales elementos del programa propuesto se detallan a continuac5Sn: 
. a  

Edificio Camwa dm Indurtrtr. 90. Nivel. Rut8 6. 9. 21 Zonr 4 

TrMlono 316513 Tolrr:3100 GREXPOGU Curtarnab. Gurtmr)r.C. A. 
. 
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22-de Julio dc 1987 

Asistencia Te'cnica y Adiestramiento. 

Se proporcionarZn cursos, serninarios y asesorfas para mejorar la habilidad 
gerencial del pequeiio empresario, conforme el Programa especffico que presep 
t6 a esa Misidn, la Asociacidn de Gerentes de Guatemala, entidad no lucratl, 
v8 que pot su experiencia en este campo serd la.encargada.de organizar y dirl 
gir un."Centro de Desarrollo de lr Pequeiia y Hedianr Empress". Este centro 
fendra a su cargo ademfs del adiestramtento propiamente dicho, proporcionar 
infonnaciSn sobre las fuentes y oportunidades disponibles para negocios, corn 
partir experiencias asi como alertar t 10s dirigentes de la pequeiia y mediana 
empresa sobre 10s asuntos que puedan afectar sus intereses- 

En este sentido el Centro 10s identificarb, analizari y prcstarf el apoyo cog 
secuente a 10s empresarios para un proceso de diflogo con el '~obierno en rela 
cidn con 10s asuntos de inter& mutuo. 

En resumen, 10s elementos iniciales de este componente se enfocan a: 

.I. Asistir a las PYXE con un program de transferencia de conocimientos gereg 
ciales . 

. 
11. histir a las PYME paraeidentificrr Ias fuentes apropiadas de apoyo tdcnico 

en Guatemala. 

III. Manejar un sistema de informaci6n de bcneficio para las PYME. 

I V .  Prestar apoyo a 10s intereses de las PYME en 10s diilogos de polfticas con 
el sector PGblico y Privado. 

2. Componente de apoyo a las Exportaciones: 

Como es del conocimiento denera1 las exportaciones de 10s productos $uatE 
maltecos empezaron a declinar a partir d c l  a30 de 1980. 

El sector exportador esti haciedo esfuerzos para revertir ese proceso y 
.provechar las ventajas comparativrs qua el pafs ofrece; por esa razdn 
estan tomando las medidrs adecuadas para eliminar 10s obstSculos y b a r r ~  
ras que se presentan asf como st estin buscando nuevos mercados l investl 
gando otros productos o sCrvicios (por ej.: zonas francas privadas; maqui 
ria) que puedan expcrtarse. 

Los mayores esfuerzos en este campo se estin haciendo a travss de la Gr2 
d a l  de Exportadores de Productos No-Tradicionales y la Camara ~mpresarial 
estima necesario apoyar y coordindr el Programa de expansi6n de esportq 
ciones que fuerr presentado pot eat. Asociacibn. 
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Este componente, inicialmente apoyarb aquellos esfuerzos que se realicen' 
para expandir las exportaciones guatemaltecas por intermedio: 

I. Apoyo a la Gremial de Exportadores de Productos No-Tradicionales en 
Polfticas de negociacibn; asistencia tzcnica, entrenamiento y progra - 
mas de promocibn para exportacidn de productos no tradicionales. 

. 11. Financiar la investigacibn, desarrollo y promocibn por inversionistas 
privados de zonas libres de Produccibn para exportacibn. 

3. besarrollo de Xercados Financieros. " 

'* Las instituciones f inancieras de Guatemala, generalmente, han tenido 
un desarrollo efectivo y han servido en fonna eficiente las necesida 
des tradicionales de la mayoria de 10s sectores econbrnicos. Sin em- 
bargo, hay vacfas dreas en las cuales el mercado financier0 del 
aiin no funciona o no lo hace en la forma que fuera de desear para aL 
canzar 10s objetivos comunes de crecimiento y desarrollo. 

Los principales problemas que en esta Srea enfrenta las PYX€ entre 
otros son: 

I. Polfticas crediticias muy conservadoras por parte de 10s Bancos Come; 
ciales. . 

11. Hercados Financieros muy poco competitivos. 

Se espera enfrentar algunos de estos problemas directamente a travEs de 
nuevas facilidades financieras y mediante polfticas de didlogo. El enfo 
que' principal se darfa a1 establecimiento de un Fondo de Garantfa para F5 
cilitar el crEdito a1 pequeiio y mediano empresario el cual estarfa manejs 
do por un Comite de Direccibn integrado por representantes de la Banca y 
de invexsionistas privadcs. 

Se realizarbn, asf mismo, estudios para buscar la soluci6n a otros proble 
mas que se confrontan en esta Qrea. Dichos estudios se basarhn en anblisis, 
consultas y revisi6n de 10s procesos vigentes para encontrar+las causas que 
originan las deficiencias del Sector Financiero. Las actividades basicas Se 
enfocardn a: 

I. Desarrollo de un Fondo de Garantfa. 

11. InvestigaciBn, Desarrollo y Prornocidn de un Mercado Financiero. 
a 

111. Polfticas de DiLlogo. 

La CQmara Empresarial ha previsto delegar las funciones administrativas del 
proyecto en una "Unidad de Cerencia del Proyectotl, cuyos principales prop5 
sitos serxan: 
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I. Hanejo efectivo del flujo de servicios de rpoyo tEcnico del proyecto y 
el aprovisionamiento de bienes y servicios que requiera la actividad ge - 
neral del proyecto. 

11, Proporcionar apoyo a AID en el trimite de la docunentacidn para el flujo 
de fondos del proyecto. 

w 

m. Evaluar la calidad de 10s senticios que presten 10s contratistas asf como 
las entidades participantes. 

IV. Un instrumento adicional de apoyo serd el Sistema de InformaciBn Gerencial 
del proyecto cuya finalidad serf proveer informacio'n sobre el impact0 del 

. proyecto y evaluar el costo efectivo de las operaciones y permitird adema's, 
un cercano cionitoreo del proyecto. Adicionalmente, el SIG identificars re 
cursos conplement~rios existences en programs nacionales, binacionales e- 
internacionales. 

Con el objeto que algunas actividades que actualmente realiza el Sector PGblL 
co se obtengan con la prioridad adecuada para el efectivo funcionamiento de l a  
PYZiE se efectuarsn estudios para evaluar la posibilidad de su privatizaci6n. 

Adicionalmente, la Cbmara Ernpresarial desea estar en posibilidad tgcnica para 
apoyar a las Cizaras y Asociaciones que la integran con el fin que estas ins 
ticuciones, a su vez, est6n en posibilidad de prestarle la asistencia que < 
quiere la PYX€. Por esta.raz6n se solicita adembs, el apoyo institutional a 
CAEM. 

Con base en lo expuesto, Seiior Director, atentamente solicitamos el apoyo de 
esr Xisidn para l a  implementaci6n del progtaum descrito. 

\ 

Sin otro particular me suscribo de usted. 

Atentamente, 

ESY: cdet 

. . 

&&ieu1_ 
Ing. Eduardo Sperisen Y. 

Presidente - - L 

I;' -. . - 
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I. Introduction 

This project provides a framework w i t h i n  which USAID provides assistance 
to the Guatemalan pri~te sector. The nature of Qat assistance has been and 
will be determined to a significant degree by private businesspeople and by 
priMt? organizations. 

The problems to be addressed by the pkoject, such as the need of S3E and 
exporters for technical assistance and training and the need of the business 
crwrmnity as a whole for more effective financing do nat pose " technical 
problems in th? usual sense of the feasibility of a particular technology or 
technical solution to a development problem. 

The crucial problems in this project are essentially institutional and 
policy choices. For this reason the Technical A-yses for the.project are 
oqanizetl as follows: 

1. 'Ihe Crucial Choices and The Solution Set. 

3; Social Soundness . 
4. ~nst i tut iand~/Wnistrat ive Feasibility 

We do not address the " technical feasibility " of particular forms of 
tedmical assistance to be provided because technical advice and formulation - 
of specific technical solutions to problems will be the activity of the 
project itself. 

1. lhe Crucial Choices and &e Solution Set. 

U S D I G  believes the following issues to be crucial to project design: 

Focus efforts on the private sector or the public sector. 

Ehmurage the private sector to develop an3 implement its own plicy 
dialogue agenda or define a policy dialogue agenda for the private 
sector. 

Work with existing organization in the pri~te sector or create new 
ones to advance private enterprise interests. 

Define a target beneficiary group of small and medim enterprise 
exclusively or cast the project more broadly as one strenthening 
private enterprise generally with SME as the primary beneficiaries. 
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@. Distribution of responsibilities among institutims. 

'Ihe Mission's ~clusions a d  their design consequences are as 
f o u ~ ~ s  : 

a. Rablic or Private Sector Ebcus. 

fn Gtatemala, the private sector, or, mre accurately, imprtant elements 
of the private sector are extremely porteriul. She current GOG ;rrlministration 
i 8  favorably inclined toward private enterprise. While policy problems under 
a control Q exist and should be addressed, the more important problems 
appear tobe those associate3 with urparding ths numbers of enterprises which 
have effective access to managerial "knawhow", technical infomation, 
marketing infannation arvl techniques, and financing on reasonable terms. 

Thus mst of the solutions to private tnterprise problems lie within the 
private sector. It, the extent that solutions to private enterprise problems 
lie within the control of the GOG these problems can be effectively addressed 
by providing limited technical assistance to selected GOG agencies and 
improving the capability of the private' sector to present and proante its 
interests effectively before the governnent. 

It f o W s  that this project is addressed for the most part to the private 
BectOt. It addresses problems such as ma~geriai  oampetence, technical " 
--how ", and finance. 

.. - . b. Eblicy Dialoguq Agenda: Private Ehterprise or USAID? 

~ D / G  believes that certain policy rwisions will be helpful to private 
enterprise. Wever, it does not believe. that ngotiation of a broad agenda 
of policy change defined by outsiders will be a desirable assistance strategy. 

First8 private enterprise has a better perception than outsiders of what 
are real amstraints and what are only perceived constraints for which 

. ,I businesspmple have developed' adspate practical. respcmses. 

Seoond, enrxxlraginng Guatemalan private sector responses throu3.h broadly 
representative institutions encourages a long term publieprivate sector 
dialogue aich will be more important in the long run than any short term set 
of policy changes attempted fran the artside. 

Third8 encouraging private enterprisb cdntrolla policy dialogue with the 
OOG also encourages intra-private sector dialogue which may contribute greatly 
to improved private enterprise performme. 



It follcws that the project will pursue an institutional develo,. mnent 
approach to policy dialcgue in which definition and implementation of policy 
dialogue agendas will be the responsibility of Guatemalan private sector 
organizations. 

c. Create New Institutions or Wrk with Existing Organizations? 

Creation of new institutions is a difficult, expensive, uncertain and 
time muming process. Tnere are several institutions in the pri~te sector 

v whi&have demnstratd mpetence in areas of project concern. Scme may m t  
be " perfect " choices. ?or smnple, AGG inemtxrship is conrposed primrily of 
managers of larger a d  mre dernized firms than the typical S i i .  But the 
organizations involved have evidenced sincere interest, as well as sound 
bushess logic (i.e. expand their constituency and revenue base). 

Pre Mission concludes that the risk of working with -tent 
organizations is less than the risk of attempting to create c.ew ones. 

d. Strengthening Private Ihterprise broadly or Focusing on a specific 
Target Beneficiary Group? 

The project's prirrury concern is with expanding the base of partici,pation 
in dnstream private enterprise. This objectives could be accomplished by 
focusing mre broadly on developing institutions which serve not only target 
SMEbut brmder interests as well. Thus, for example, the project might, in 
theory, provide direct credit to S4E rather thm attempting to induce mre 

. . progressive banking practices through partial loan guaranties and studies 
leading t ~ d  mre progressiQe banking tec'nniques. A direct credit line 
&d have been SiE-specific, but the selected approach primarily benefits the 
SMEs while also improves the business environment for larger investors. Tne 
expected results will improve domestic &/foreign investment in gmeral. 

Ihe mission believes that the dominant constraints on private enterprise 
performance lie within the private sector itself. As discussed under each 

. mqment description, the constraints access to credit and capital, know - 
how and external lrrarkets limit. For this reason, it was considered essential 
to try to work with private organizations with a view to encouraging change in . organizational plicy and individual perceptions. For example, AGG, not 
previously an organization concerned with small enterprise is considered to be 
an excellent forum within which to encourage interchange between managers of 
small and large enterprise. 

Will persons other than the primary SME target group benefit from AGG' s 
activity in the project? Yes, no doubt. Nil1 S W  benefit more in general 
franbeing serviced through AGG than the creation of a new organization 
devoted exclusively to SME interests? U S N D  believes yes. 
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It follows that the project will m t  attempt to limit the srmge of its 
benefits to SNE alone. SME will be the primary intended be?.eficidries but the 
project will not limit the use of its r e m c e s  much less the incidental 
benefits to SHE, 

e. Wch Private Sector Institutions Ib What? 

The major Guatemalan institutiod participants in t21e project are CAEM, 
AGG, Gremial and Gmara de Finanzas. It muld be easier to structure the 
pro$& with one organization as the iuplementing organization. Wever, the 
other organizations have capabilities and characteristics wnich can be 
marshalled to far greater aggregate effect when they cornsit themselves to real 
organizational res.px.siSilities. For exampler a CAE4 s-mnittee might take 
h r g e  of an S l E  technical assistance activity as a new endeavor. But when 
AGG undertakes that role, twenty-six years of organizational experience and 
cadtmcnt to ,he professionalization of management are brought to bar on the 
project 

Qnversely, CAE4 which has provan itself at the policy dial- level and 
has the cawility to implement an activity such as FWF does not have the 
capability to inplement all the operations of this project, 

The mission's anclusion was to accept the challenge of supporting several 
m o i n g  organizations to gain the Senefits of having the best available 
Cbatenulan institutions doing those tasks they are best qualified to handle. 

. .  In other words, instead of designing a project aroung a non-existing entity, . the decision was made to tailqr AID response to enhance existing capability - 
and to leverage Guatemalan knowhow and institutional resources for the 
primary benefits of sml1 and medium entrepreneurs. 
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Description of Aralysis 

This Annex will examine, fran yr e u d c  perspective, the Private 
Ehteqrise bvelopnent Pto ject (PD) tdmse purposa is to strengthen private 
enterprise at three levels: (1) At ths level of the firm. (2) At the level 
of the business environment within which the firm operates. (3) At the level 
of the policy environaent within which the private sector functions. .ms 
project itill be fmded over a five-y- and will have a.tota.1 budget of 
U.S. 827.276 million- Of the total, A.I.D. will provide U.S. $10 million in 
grant funding. The reminder will be provided in the £ o m  of ESS local 
currencies and counterpart from p r i ~ t e  sector implemnting agencies. ?he 
four project ~~rn~~anents will receive fundin3 in the follodin~ amunts; Small - 
and E.Iedim kterprise Component - U.S. $3.85 million, Exprt-Lkvelcpnent 
Cbm lent - U.S. b 5 . 1 7  Financial 2.hrkets Ikirelo-pnex W n e n t  - U.S. 
11.65 million, and tJew Private ktergise InitiatitVe G q q n e n t '  - u.S. $1.46 se"- 

million. An additional U.S. 53.023 million will be used for ~roiect - - 
coordination, mnagerraent ard zvaluation. 

Before describing specific analysss of each activity, this Aiex 
begins with a general discussim of the current economic environzrent in 
Guatemala to provide a frame of reference for the project. Ux, incl~ded is a 
description of the important roles of the mall enterprise, financial an3 
export secto-cs in the nationa& econcmy, as these are areas eqhasized in the 
project- ?he eslplayment generation effects of the activities, where 
quantifiable, are also estimated. 

The purpcse of e d c  analysis of 3evslap;nent projects is to determine 
whether fading the project in question is an ecomnic use of scarce 
r-ces. m e  usual approach is to perforin a benefitmst (B-c) analysis for 
the project to determine whether the diswwted future stream of benefits will 
exceed the future stream of casts. The range of constraints ack3ressed by the 
project's ccxn,oanents and the number of separate activities ta be undertdcen 
preclude a single analysis for the projcct. 'Ihus, each project wcpxent is 
dealt with separately, as outlined belm: 

(1) A B-C analysis of the Small an3 ;&dim Ehterprise 
bm.oonent, was not feasible at this point due to tne lack of reliable 
cash-flow infornation on snull-rndiun businesses similar to the 
proposed beneficiaries ad the lack of hard data an the impact of 
training. In lieu of a full F C  analysis, the propsed activities 
are examine3 using a k c k  door spprcraoh to measure the increase in 
individual firm productivity necessary to reach a breakeven point 
(8-C ratio of 1.00). 
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The guaranty fund is also examined in this section, using a B-C 
analysis and mcquantifiable benefits are discussed. 

Tb analyze the E k e  Trade Pramtion Facilities RDP Qmponent a B-C 
d y s i s  of a proposai Export Processing Zane (EPZ) was pxfor;nsd. 
mle the establishment of an EPZ is not the only activity progcsed 
d e r  this component, it was not possible to carry out E C  analyses 
of the other pramtiondl and training activities. These other 
activities were examined to determine the likelihood that sufficient 
benefits would be generated from the activities to cover costs, 

(3) ' Ihe Financial %rkets Developnent ent. In addition 
guaranty fund discussed in (1) &=his canpxx~t will 
other project activities, such as the funding of studies. 

to the 
include 
.%ever , 

because the benefits generated by these activities do not lend 
themselves to quantif icatim, t h y  will only be dealt with in global 
terms* 

(4) Ihe fk'st Private Ehterprise Initiatives Qmponent, is descri5ed 
in the M y  of the text. -use it princi-y provides funding for 
studies a& institutional suppart for 2AM it will m t  be andlysed in 

Ihe analyses of the guaranty fund'and the EPZ yielded internal rates of 
return of 18.65 percent and 18.94 percent, respectively. This indicates that 

..- estimated benefits will exceed costs over the life of project in both cases. 
An examination of the Small a& Miun Ehterprises Qmponent found that the 
technical assistance and training should also be an amropriate use of fmils, 
In addition, the employinent generation effects of the project should b~! 
eubstantial, Thus funding the PED project will be an economically justifiable 
use of resources, 

B. Background 

1; CNemiew of the Guatemalan &omuy 

Prior to the 1980'~~ Wtemala enjoyed decades of steady ecrxlanic growth. 
This era came to an abrupt end in 198041 due to a ambination of .factors, the 
mast bprtant of which were regional Nliticdl instability and capital 
flight, declining exprt ccxmnodity prices and counterproductive macroemnomic 
policies, lhese factors e i n e d  to cause a prolonged recession in Guatemala 
during the first half of the 1980s which reduci?cl real per capita incorn by 
16.5 percent. This period also brought a substantial decline in both public 
d private investment, with investment as a percentage of GDP falling from 
12.0 percent in 1980 to 7.6 percent in 1985. During this time gwern?rent 
efforts to correct Guatemala's' econanic poli'cy problems were weak a& 
incanplete. This is reflected in the end of the etzal parity with the 

exchange rate system. 
=+ dollar and the mvement, in tbvanber 19M, to a cunp ex and frequently revised 
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P$cwt six mths prior to his election, Cerezo and his team had begun 
working on the outline of an ecOcWnic PrCgran which, after his election he 
presented within the new government and then to the general public. ?he 
Cerezo government m u n c e d  its ecomnic stabilization program in Juns, 1986, 
which focused on several mjor economic policy areas. It simplified the 
existing multiple exchange rate regiine and gave mre favoraole exchange 
trcatrrient to exporters. Under the program restrictive mcetary policies were 
instituted to control inflatim. 'Lhese included an increase in rgserve 
requirements, an increase in interest rates, and the wiwawal of Social 
Security System deposits from the banicicg system. ,Xew revenue measures were 
introduced which included the valuation of W r t s  at the parallel exchmge 
rate for' assessment of duties, ,a temporary exprt tax and a temporary 
sur-ge on international telecamnunications rates. 

S ~ n e  of the many price controls on the list of controlled products were 
lifted, and a mre flexible management of the ites still under cantrol was 
started. The invsstment budget of the Central Gm-merit was maintained at 
the previous year's level in real terins while expenditures were-restrain& to 
a levdl consistent with a deficit of 2.5 percent of GW. ?he program also 
initiated a process to reduce regulatory wntraints to exports and 
investment. 

Prospects for the N a r  Term 

The new government program was mt a one-s'mt effort. Ihroughout the l ~ t  
six mths of 1986 and thus 2a.r in 1987 the Guateznlan authorities Pave 
continued to strengthen and adapt the progran to changing e c o d c  
oanditions. Nevertheless, 1986 was a difficult year for Guatemala and this is 
reflected in various sectors of the economy. In the external sector imprts 
were unusually low and imports of capital q~ipnent and raw rruterials fell, 
reflecting depressed economic activity and substitution of local inputs for 
imports due to the price advantage. W i n g  the year, the Central Bank worked 
to streamline the process for obtaining foreign exchange via an import license 
and in mid-1986 the time requird to do this was rduced from a fcw weeks to a 
few days. In September of 1996, the Central Bank began to merge the banking 
and regulated markets. Sets of tariff item have been passed every mnth  or 
so from the banking into the regulated market, each time with no apparent 
impact on exchange rate stability in either market. Currently, the remaining 
articles in the kinking market are invisibiles such as tourism and private 
capital mvements. 

I h e  fiscal goal of holding the central government deficit to 2.5 percent 
of GaP was more than met, hwever this was not accunplished through full 
achievement of revenue targets, but rather through an extremely low rate of 
execution of t he  investment budget. Restrictive mnetary policies during the 
year were successful in stemming inflation, however the banking system still 
ended the yesr w i t h  excess liquidity. (This was partly due to a decreaszd 
demand for credit as a result of the depressed econanic situation.) (See 
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Annex 3-2 for a -re in depth discussion of liquidity,) I&ring 1986-1987 
there has been a substantial decrease in the number of consumer items subject 
to price controls (froa 450 to fewer than 20) and more flexible muagesent of 
the remaining controlled items. 

The prospects for emmdc reactivation in Guatemla in the near term 
to be good. Artin3 1986 a d  1987 the govement has instituted a 

series of measures designed to d& with the regulatory environment for the 
pri~te sector (ad in particular, to stimulate exports and investment) and 
mre generally the policy probleas that businesses face. So far, these 
inC1u;le: 

- a simplification of import documentian requirements, 
'- the establishment of the National Export Council (03MIPM) to provide 

high-level public and pri~te sector attention to correctirq constraints 
to export0 - the establishment of a high-level mechanism to assist imlprters and 
exporters in moprating with procedures to avoid over- and 
Under-invoicing , with the goal of resolving individual prbblens within 
24 hours, and - establishment of for a one-stop export window. 
In addition to these measures, several others are planned for this year. 

bmg  these are: 

- the developmt of a Natianal Export Plan, - revision of the laws fot free zunes and maquila operations, - revision of the f is& incentives to export, - review of the banking code and credit policy, and - evdlcation and implemention of select privatization activities. 

Plese proposed activities, in combination with continued efforts to 
clrolPpletely implement actions begun in 1986, form a aomprehensive a~enda on the 

. . part of the Guatenalan government to create conditions mnducive to 
reactivation of the pri~te sector. 

3. hle of the Private Sector 

The Guatemalan economy is at a crucial stage in its development and a 
critical factor in the eoommic recovery will be the positive respcxlse of the 
private sector through increased production and investment. 'Ihe private 
sector plays a major role in the Guatemalan ecoMmy in which central 
government revenues average only between 7 and 8 percent of GDP annually, 
there are few parastatals and in which the public sector owns only a small 
#hare of the factors of production, As mentioned the Cerezo government 
has taken several measures design& to remove important contraints on the 
private sector and create an environment which will encourage e d c  
reactivation in atendla. 
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C. M y s e s  of Activities in Support of !SXE Sector 

1. Experience in Other Countries with Small Ehterprise Programs 

%%ere have raot keen many comprehensive evaluations of past small 
enterprise projects. ?he set of studies which have been undertaken pint 
to several key findings. 

a. Iabor Intensity of Production: 

Because of population pressures, limited land availability, the 
'relative scarcity of capital and foreign exchange, in mst developing 
carntries thc mcern for job generation frequently concentrates on 
activities and techniques of production th3t are labor intensive. 
There is evidence that small firms can and will deliver =re 
employment per unit of investment. A.I.D. Evaluation Special Study 
No: 13, "The Evaluation of Small Ekterprise Programs and pro jests:- 
Issues in Business and Cknnunity Dweicpz-,entW, published in June, 
1983, supports this conclusion: 

%ere is considerable evidence that small enterprises are mre labor 
absorptive than other segments of the eanorny...Soine do challenge tha 
evidence, since it is often base2 upon a si,npls capital/labor ratio far 
measuring labor absorptiveness; but the consistency of the fidiqs and 
the size of the differences revealed do sug3est.a true difference... 
Weover, the cornparism holds in both urban and rural areas, t!mugn 
rural small entewrises'appear from limited evizence to be more 1-r 
intensive than urban ones. Generally, therefore, tha evidence suggests 
small firm can and will deliver swre employment per unit of investment." 

- b. Economies of Scale: 

mere is also controversy rzgarding other "efficiency" issues, such 
as labor prductivity. Some researchers feel tht ixiprtant scale 
eoorYxnies are foregone in smller firms ard that labor productivity 
in those firms is unacceptably lcw when capxed to that in larger 
firms. Wwever, contrary evidence indicates that under certain 
cuditions smll firms are more efficient. This occurs where certain 
locational, process and marketing conditions ?revail, for example 
where prwision handwork is required. Tnus, there is evidence that 
developing the small enterprise sector can have a substantial 
positive impact orr a developing country's econcq. 

c. Rxward and Backward Linkages: 

Expansion of the small enterprise sector can also have important 
economic spread effects. These can be substantial where sector 
grawth serves to develop a pool of skilled workers and managers and 
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where there is a setting in which firms can and do develop linkages 
with other firms and sectors. Actual data on forward linkages only 
rarely indicate a significant impact, rural andiurban snall 
enterprises have becn f& in some cases to be important sources of 
raw nraterials for agricultural production. Limited available data do 
suggest that blckward linkages are m r e  significant than forward 
linkages and that rural and urban small enterprises are providing 
substantial and increasing markets for the finished and interiaediate 
goods of larger industries. 

2; Smdll-Medium Business Sector in Guatemala 

It is difficult to define the number of businesses within &e p r i q  
w e t  group of this project. It is clear, however, that the number of srndLl 
and medim enterprises in G u a t d  is quite large. As is mentioned in the 

of the project paper (111 C 2, Small and ,Miurn fiterprise) , there are no 
accurate estimates of the number of S3E's in Guatemla. me most recent 
LKXLI:C8 of data found by survey researchers is in the rJational Directory of 
Industrial. Establishment published in 1981. At that time, there were 1,121 
firms employing 5-19 pple,  836 em2laying 2049 people, a d  262 employing 
more than 50 people. The total number of industry, comnerce and service S%'s 
of 2,867 listd (which would fall within the definition of snall and medium 
enterprises for the purposas of this project) is probbly understated 5ezause 
fmaller firms often try to avoid government registries. Tne survey results 
inply that SME's accolmt for 6% of the canpanies inscribed in the Marcantile 
Register of 1984 and 13% of the employers registered with Social Security. 
Based on the National Industrial Directory which indicates that 66% of 
registered firm are located in the Department of Guatemala, it is assumed 
that SME's follcw the same distrihtiorul pattern. 

3. Smdll and Medium Ehterprises Training Qiqmnent 

%is COmpMent of the PED focuses on providing technical support for Sm's 
at the representative organization, business environment and policy levels . 
Within a structured program conducted by the AGG (Guatemalan Ehnagers' 
Association) , this component will provide training and technical assistance to 
a~pr0xi~tely 1,000 small and medium enterprises. Ps was mentioned earlier, 
it is not feasible to perfarm a B-C atralysis on this component of the project, 
since the specific trainirg activities will be defined as part of project 
@lcmentation. Project axts of these catrses will be examined, though, to 
determine whether it is probable that the training and technical assistance 
provided will generate erwwgh benefits in the form of hig'her inane for 
participting businessmen. In addition to the structured courses, there will 
be less formal courses provided under this oanponent. Both met- are 
described below: 
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(1) ?he first of these me- will incorporate axuses of a 
generic nature, that is courses w h i c h  would be of basic interest to 
a-t any entremeneur, such as business accounting, managenent, 
cash f l w  analysis, etc.. These courses will be designed using 
local experts. The causes will be povidd upon request to any 
entrepreneurs, who fall into the small and medium enterprise category 
(as defined in the body of the Project Paper), 

, (2) %e s d  method of providing training will be m r e  spxidlizd. 
As the project deuelops, it is ewcted that special needs for 
specific industrygrou?~ will become evident. &.that time, -s 
(either foreign oa: local) will be mntracted to design an 
asropriate program. When and/or if foreign technical assistance is 
used, an effort w i l l  be made to provide the assistance to the 
enterprise requesting it and a l s  to teach trainers in i\GG who will 
then be able to pass the infarmation on to others who desire it. 

Rcgram participants will be charged a fee for the training so that 
eventually the program will operate on a cost-recovery basis a d  be 
financially viable in the long-run. A World Bank review of strategies for 
bolstering the private sector (originally cited in an Urn~/EQ.m&r Project 
Paper on bull Ehterprise kvelopmnt, ) notes the importance of' charging 
market rates for training an3 extension services-g ?his pricing provides an 
objective method of judging the program's usefulness and desirability for the 
target clientele. An exception to this pricing policy may occur in that m e  
participimts may be offered a partial or full scholarship in order to 
demsnstrate the positive impacst that the training can have on that firm's 
operations. After the courses have -n completed, the Project rWgement 
Unit will raintain a follag up record f c  each participant to determine 
whether the training was perceived as being useful and, perhaps m r e  
importantly, whether it has had any impact on the finn's operations. If the 
program is administered properly, working with existing organizations in 
cunbination with the collection of fees and the development of a series of 
core m s e s  tliat will have a.wide appliation, should keep training costs at 
a mininun. 

be lkmand for Technical Assistance and Training by Snull Firms 

The recent study conducted by w, "?he Private Sector Survey for 
Guatemala," lists several constraints under which small and medium 
enterpreneuts in Guatemala perceive they are operating. Areas, in order of 
imiprtance, which interested survey participants were: (1) finance; (2) 
technical assistsncet (3) help in finding new markets; (4) help in finding 

@hrsden, Keith, "Creating the Right Ihvironment for SmdLl Firms," Econanic 
Dwelopment a d  the Private Sector, World Bank, Washington, D.C. ( 1 9 8 1 )  
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hestas, and, (5) training. This  report is supported by many studies 
aon&cted in other muntries of small-scale businesses which have noted the 
poblem caused by the lack of managerial and technical s k i l l s  on the part of 
their 'owners. Small enterprise credit programs often wntain a technical 
assistance cunponent, and many require par tizipation i n  the training component 
as a andition for credit approval. These types of progrzrrs have 
traditionally included training in financial recordkeeping and managerial 
training, such as mr  keting, promrerent, su*rvision of employees, 
'organization of production, and .ase of credit. 

Evaluations of credit delivery programs have produced mixed reviews on the 
value of technical assistance mponents. The efficacy of this training has 
been questioned by noting that many entrepreneurs do not continue to use the 
techniques they learned once their credit is approved or the classes end. 
me extensive follm-up that is designed i n  this cofiiponent should a l l w  for 
continual assessment and for relatively rapid modification of the process i f  
it is not functioning effectively, 

c, Cost-Recovery Assumptions 

This portion of the component w i l l  ptwide training and technical 
assistance to 200 small and medium entrepreneurs a year for the five-yeat l i f e  
of project, for a total of 1,000 trained participants. As can -be seen in 
Table 1, the average econo~ic cost per beneficiary w i l l  be U.S. $1,549, (This  
is based on an exchange rate of 02-50 = U.S. 51.00.) 

The ACG estinates that there is an average of 15 employees per firm in 
this category, with an average of U.S. $2,800 of sales per employee. This 
provides an average annual total sales figure per firm of U.S. $42,000. 
Assuming that the average econanic profit rate in these f i rm is 10 percent 
and the discount rate is E%, then the calculations s h w  that each firm would 
have to realize a amulative increase of 28 percent i n  sales wer a five-year 
period as a result of the training and technical assistance received i n  order 
to reach a "breakeven" poi&, that is to recover the financial costs 
incurred.l/ This equates to an annual increase of 5 -0 percent i n  sales. 

If the profit margin assumption is increased to 15 percent, the required 
d a t i v e  increase fal ls  to l8 percent and the annual increase. to 3.4 
percent. These results indicate that the program w i l l  probably generate 
sufficient benefits to cover costs over the l i f e  of project. The cost 
estimates used i n  this analysis do not take into account the cost incurred by 
providing a contributicn to  a t r u s t  fwd, which w i l l  be used to make 
the program self-sustaining i n  the future. lb ascertain the effects on 
average cost per pxticipant, the cost of these contributions is examined 
beLw. 

2/Econanic profit rn'k is the econcmic value of output less the economic value - 
of inplts. 
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Qtaranty Fund 

I) Assumptions : 

I n  preparation for the design of the PED, the Mi.ssion cormissioned 
several studies of the small and medium enterprise sector. These studies 
clearly demnstrate that businesses in this sector ace anstrained by their 
lack of access to credit. The reasons for this constraint are discussed in 
the body of the project paper and so w i l l  not be repeated here. This p r t i o n  
of the PED was designed to provide access to credit for small and medium 
entrepreneurs through creation of a guaranty fund. The fund w i l l  be 
estabished using the quetzal equivalent of U.S. $5.5 million in 1987 Economic 
Support mnd local currency. This fund w i l l  guarantee 50 prcent  of each loan 
that participating private banks make to qualifying enterprises. 

I n  order to perform a benefit-cost analysis on the guaranty fund, it was 
necessary to es t i r r r a  te the economic impact of the fund on the CXla temalan 
economy. The nonquantifiable benefits of the project w i l l  also be discussed 

6 

2) Project Benefits: 

The increased investmnt expected to be generated by this gmranty 
fund should result in an increase in value added for the participating 
entecpt ises. There is not much information on the amount of value added 
(defined as the difference between a firm's sales and the amount paid for raw 
materials and services plrdnsed from others, with labor and capital being 
treated as internal inplts) by Guatemalan businesses in the ptoductim 
pcocess. Hwever, i n  order to illustrate the potential impact that the fund 
could have in this area, two estimates of value added per unit of investment 
were used to arc ive a t  the sum of expected value added attributable to this 
project . 

The f i r s t  factor of 1.7, (that is each quetzal invested would generate 
01.7 i n  value added, ) was taken from the economic analysis done for the 
Agribusiness Developnent Project initiated by the Mission in  1984. This  
figure is based on informtion obtained from a survey of 61 f i r m  who were 

i 

- 5  
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priwily engaged in processing, handling and packaging fresh and processed 
agricultural prbducts. h e  to the amc~lnt of time which h s  lapsed since that 
analysis was performed, the difference in 'the target population, and because 
of the inexact financial information provide3 by the firms in the original. 
survey, this multiplier should not be regarded as an exact measurement of 
value added. It can, hmever, be used to denonstrate the general impact that 
the fund could have. 

'A secxxd multiplier was obtained frm a regression analysis run recently 
in the Mission to obtain a long-term multiplier of private investment in . 

Wtemala. m e  regression was run using a sample of 35 observations and 
yielded a multiplier of 1.54. Both multipliers were used to ptovide a raqe 
of the fund's potential impact on value add&. As can be seen in W l e  3, the 
amunt of value added over the life of project could potentially reach Ql13 to 
0125 million. Again, these nmbers are tentative and subject to a great deal 
of error. lhey are used only to illustrate ptential impact on valued added. 

An increase in valueadded would also iqly increased foreign exchange 
earnings, as it is expecced that a portion of the businesses who will obtain 
1- as a result of the fund will export their products. In addition, as 
f inns increase their production levels, raw miterial input purchases will have 
to increase commensurately which will cause an increase in sales in those 
backward linked firm who supply these inputs. 

3) Results of Benefit-&st Analysis: - 
i . . 

A &C analysis was perform:& on the guaranty fund to determine 
whether the dismmted future strean; of benefits attributed to the fund would 
exceed the stream of msts over the life of project. The benefit stream used 
in the analysis is based on the gross return to industrial capital over the 
life of -project. The cost strean i:i aoarprised of the sum of three factors; 
the estimated cost of administering the fund, the loan-related administrative 
-ts of participating banks, ,and the gross industrial investment required. 

. . - (See Guaranty Fund Assumptiowi, ) for a m r e  thorough explanation of benefit 
and oost calculatims. 

As can be seen in Table 2, the analysis yielded a B-C ratio of 1.13, based 
an emmmic opportunity =st of capital of 15 percent and an internal rate 

of return of 18.65 percent. nese  results imply that if the administrative 
cost assumptions hold true, and the loan w l m e  at least equaLs that which was 
ass& for the analysis, that the guaranty fund would be a sound eaonomic 
investment. The B-C ratio is canparable to those obtained in many of the 
projects in the Mission's portfolio. 
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D. Ewr t  Development Com_oonext 

This axnponent will be ~ r i s e d  of several. activities; (1) supprt for 
the Gremial in the form of teciLucdl assistance, trainicg and a promtional 
program for non-traditiandl export products, (2) financing for Free Trade 
Pramtion Facilities research, devslopntcnt and prmtion (one of these will ba 
an export processing zone(EP2)) research, develcpent and promtion prqram, 
a d  (3) financing to LFle ~Vational &port COuncil (m:WEX) to establish an 
executive secretariat and to provide technical assistance to assist the 
secretariat in umating studies on oomp3rative advantage and mmpetive?ess of 
Guatdan irdustries. Presently there is not sufficient data to analyze the 
canponent as a whole. Tne training and technical assistance portion of this 
ccmponent will be reviewed and the likelihood of obtaining sufficient benefits 
to cover costs will be discussed. Also, the establishment of an SP!Z was 
selected as being representative of the other activities in this category 
because it seems that activities developed under this component will have 
similar returns. 

1. Export Promtion 

a. Experiences in Other Countries with Export Promtion Programs: 

Acaxding to the RCCAP Project Pasr on tne &n-traditional Pxport 
Support Project, during the last decade mst Missions in the region focus& 
primarily on increasirq yields and production of locally consumed, basic food 
crops. kcently this trend has shifted to a more balanced and effective 
approach. That is, one of increasing support for producing, marketing, and 
expcrt ing non-tradi t:ional products. 

The Central American and Caribbean countries share a cmparative advantage 
in agricultural prductionbecause of the climate, soils, and length of 
growing pcria:. Wdever , to exploit this advantage, local producers must have 
efficient production techniques, and an understanding of the potential markets 
and competition they face. Qrrrent constraints to effective coryetitian in 
extend markets include the scarcity of tecbical kncxlrledge, current market 
information, and lack of infomtion about markets outside of the Central 

. American Conrmon Market countries. The RCZA? project is addressing these 
ccllstraints, and this section of the PED will provide complenentaq assistance 
to the non-traditional export sector. 

. b. ble of Export Sector in Guatemala: 

In recent years exports of goods and mnfactor services, as a 
percentage of GDP, have ranged from 15 percent in 1982 to a projected 19.5 
percent in 1987. ?he period of ecoru>nuc decline experienced in Guatemala 
between 1900 and 1986 saw a 30.1 percent decrease in the value of all exports 
and an even greater decrease in mn-traditional exports of 44.0 percent. In 



E-2 
Page 12 of 34 

the sixyear period prior to 1986, non-traditional exports were approximately 
15 percent of total exports. ?his figure fell in 1986 to 12 percent. There 
i o  then substantial potential to increase the contribution that 
nxr-traditicmal exports make to total exports. 

&is portion of the capment will focus on providing training and 
technical assistance to a wide variety of producers of non-traditional 
exports. Tb determine the lp~elihood a t  program costs would be exceeded by 
benefits generated, the follwing chart was. develop&. 

. Rmm D E m x m a m  4 ~ I S T A r . ~  

(In 000's of U.SI $) 

ILg. & T.A. 799 906 0 0 0 1,705 
Pdmin. Costs 676 113 113 113 113 1,127 

With Project 11,379 12,885 14,817 17,040 19,596 
 at Pro j . 11,379 ll,948 12,5% 13,173 13,832 
Incre. Inc. 0 936 2,272 3,867 5,764 12,839 

- Infarmation based on the Wn-traditional Exprts Guild estimates of 15 
percent increase w i t h  the exports of prdducers affected by the program. 
Aim, this assumes that emrts kuld have increased by 5 percent in the 
absence of the program. 

Based on the assumptions listed, the above chart indicates that the 
training and technical assistance provided to e-rters, which will cost U S .  
$2.832 million, would generate an inCrea& i n  ekports over the five-year 
pcricd of U.S. $12.839 million. 
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3. Free Trade Promtion Facilities-Amlysis of An Export Processing Zone 
Imz) 

a. (3miderations and Nokquantifiable Benefits: 

A review of the recent literature cn export processirg zmes reveals 
important matters which should be considered in their design. As with any 
business, financial performance of an EPZ is determined by the prices charged 
f q  the product, in this case rent on land and buildings, and services 
provided. In order to be financially successful, a project must incorprate 
pricing policies geared to the objective of eventual full cost r-very so 
that there will be a sufficient cash flow to cover debt service obligations, 
operating costs, and provide a reasonable return on invested capital. 

Several studies have s M  that cost recovery in public sector EPZ's is 
the exception rather thm the rule. (%his is the case for Guatemala's single 
EPZ which is public-sector owned and operated and which requires an osrating 
subsidy from the Central government.) This occurs for several reasons. 
Usually mna3ement of a public sector m e  considers profitability to 'be a 
secondary objective, queued behind empLoy;nz?t creation, increased foreign 
exchange earnings, and increased investment (both dqnestic and foreign.) Many 
amtries have justified uneconomic pricing policies in EPZ's because 
policymakers feel that the most important o5jective is to maximize the 
creation of ned industries, employment generaticn, and capital investment. 

An examination of existing private sector zones shows that EPZ's can be 
run on a cost-recovery basis,. at a minimum, and in m e  cases have the 
potential to gemrate a financial return above the cost of capital within the 
host country. There is then, sufficient justification for preferring the 
creation of a private rather than public sector EPZ in Goatemla. 

g he ecmmic benefits derived from an EPZ are those which stem from 
investments in productive ca-pacity which would m t  have occured in the absence 
of the project. M y  a portion of the expected investment in an EPZ can be 

' expected to cane from foreign sources. Even without an EPZ it must be assumed 
that some exprt-oriented factory growth would occur. In Guatemala's case, 
access to capital appears m t  to be a significant constraint due to the excess 
liquidity now available within the banking system. 

According to a report entitled, "Export Processing Zones Qntribution to 
Developnent , " (produced by CCG/E'ree Zone Authority Services, Inc. , June, 1984) 
individual firms locating with the EPZ's can be expected to make substantial 
investment. lhe average investment in nuchinery, equipment and working 
capital in these industries is approximately U.S. $800,000. In the lower 
rtion of the range are apparel and footwear industries, ranging fran U.S. 
50,000 to U.S. $600,000, which are the types of industries that zre expected K 

to locate (at least initially) in the proposed zone. lhus investment from 
this source for the 26 industries expectd to locate within the zone over the 
life of project would range from U.S. $6.5 to U.S. $15.6 million. 
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In addition to employment creation and increased investment, an EPZ can be 
a significant source of foreign exchange in an em-. 'While it is difficult 
to specify precisely how much would be generated by a Guatemalan EPZ, 
infcrraation from other countries can provide guidance on what could be 
expected. In 1982, three Caribbean axntries (~blexico, B a r b i b ,  and the 
M n i c a n  ReplbLic) indicated foreign exchange earnings per job in EPZ ' s 
rang6 -tween U.S. $1,667 and US. $3,497. (See report mentioned in previous 
paragra,&. ) By using. the employment generation estimtes for the EPZ (see 
-lament Generation section in this Annex) ovei: the life of project U.S. $57 
million to U.S. $238 million cuuld potentially be generated as a result of the 
WA. 

To maximize the positive effects of ari EPZ on a  tio on's eisncsny it is 
important to use the lessons learned from other zones during the design 
Ptocess . For ex~rple, establishment of related industries near the zone 
shaild be pramoted to minimize the risk to the local labm force of movements 
of firms into and out of the zone. The& d d  include Susinesses which could 
provide services and raw materials required by the businesses within the 
zcne. The pramtion of Sackward lifiijes, while not easy to acconplish, can 
generate further gains for the host ecdnrmy. 

As mentioned above, EPZ's can have a bsitive impact on a nation's ewrx3my 
in the form of job creation, (particulatfy for unskille9 workers), investment, 
and increased foreign exchange earning$ in the form of the value. In 
addition, establishnent of an EPZ is ofteii accapmied by technolcyy 
transfer. While not as great as was ori4ikilly expected (Gue in many cases to 
a jealous -ding of production pro&ss8s by businesses), according to the 
literature there have been significant imp&ts especially in nunagement 
training. As local mid and lower-level niinagers bre trained, and then move on 
to other jcbs either within the zone or elsewhere in the domestic economy, 
they carry their skills with them. 

b. Benefit-Cbst Analysis: 

lb m u a t e  the estimated ecommic benefits and costs of establishing an 
EPZ, a benefit-cost analysis was perfohkid. Tlie future streams of benefits 
and costs were cr=pnpared to arriqre at a kt benefit expected to be .generat& by 
fhis component. The following analysis (which is based on the &ta included 
in the Arthur D. Little report, "A ~ri&te & o r t  Processing Zone Project for 
Gatemala", prepared for the Mission in &&ist, 1986 and from new cost figures 
obtained from an EPZ consultant from the fbminican Republic) incorporated 
several assumptiom which follow. 
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-The cost of unskilled labor used in the prepatiocl of the 
infrastructure and the construction of the buildings was 
shadowpriced at 80% of the minimim wage in Guatemala. This was done 
to reflect the e a m d c  opportunity -st of unskilled labor which is 
in wessupply. 

-It was assumed that the EPZ muld be developed as a sector 
project and would have a 2O-year project life. 

-Iand costs are based on values of land near Guatemala City because 
it \~lms assumed that the zone maid be wnstructed in that vicinity 
'to maximize access to air transprtation iud to urban semices. 
m k e t  values are assumed to accurately reflect opportunity costs. 

-Aghased wnstructicxl plan was ued.  Studies of existing zones 
point out importance. of phasing construction to meet d d .  

4 h e  final project will be located on a 100,000 square meter site. 
There will be 26 warehouses of 20,000 square feet each'on the site, 
plus an administration building of 9,000 square feet. ming year 1 
the site will be located and developed and 2 warehouses and the 
administration building will be constructed. Four additional 
warehouses will'be constructed each y w  over the next six years to 
arrive at a total of 26. 

'3i 
-Ihe cost of the land purchase was charged against the project in 
year one, and 60 and'40 percent of the cost of infrastructure were 
charged in years one and two, respxtively, to reflect the "*singM 
of the cxmstruction. 

-Other successful zones have imrporated a "full service" approach, 
(that is providing their tenants with a hide range of services), and 
it was assumed that a similar approach would be used in this zone. 

-AID will be funding only technical assistance (part of which is the 
prefeasibili ty study and for one expatriate manager for three years) 
and sane promtiom1 efforts in the U.S. These "prwrating" costs 
were charged against the project to cover site evaluatian and 
selection costs. All of the investnent in land, infrastfucture and 
buildings would come fran pri~te sources. 

2) Benefits: 

Because of the scarcity of information on value of output , which would be 
the ~conomic benefit yielded by the W L ,  rental rates paid on warehouse space 
and service fees have been used as a proxy. ?his required an assumptian that 
the value of output, less the value of imported inputs, value of domestic 
inputs, labor, utilities, m e  management costs, and a reasonable prof it 



rn E+2 
Paga 16 of 34 

margin d c l  yield the maximum rent and service fees that thz zone occuwt 
mid be willing to pay to locate within the zone.3/ %us, the benefits used 
in the analysis in Table 5 were reasured as the reKt received on the ouiWb.3~ 
arrd grounds in the EPZ, and fees charged for services provided. 'Ihe rental 
rate used in the primary analysis was $5.25 per square foot. Service fees 
were calculated as 25 percent of rent received during the initial construction 
mid, and then 15 percent throughout the reminder of the period of 
aualysis. These figures were used because it was assumed that demand for 
v i c e s  muld be heavy during the start-up phase, and then decline as many 
services become more readily available to industries within the zone, i.e. a 
larger existing pool of trained labor, etc. 

The maximum rental rate measure can be canpared with EFZ r&tal rates in 
other curntries. The mst recent data available within the Mission on rental 
Sates for similar space within Carribean EPZ's is for 1984.4/ At that time, 
the unweighked average rate charged was approximately $3.00-p square foot, 
with the top rate being listed as $5.25. The latter figure was used in the 
analysis because it seems likely that inflation in the intervening years would 
have increased the average rate substantially and also because nhny of the 
rates used in the initial survey were from plblic sector zones which often do 
not dmrge e c o d c  rental rates, (Research has shown that rental rates are 
not the most imprtmt factor used in determining whether a caqpany will 
locate in a particular zone. other factors such as services provi9e3, 
the general political and m c  environment prevailing in the country, and 
the supply of labor are usually considered more impartant. ) 

A sensitivity analysis was. performed using a rental rate of $4.40 per 
square foot. l h i s  generated at benef it-cost ratio of 1..00 and an internal 
rate of return of 15.09%. This means that based on costs used, that rental 
rate d d  have to be at least $4.40 to generate sufficient benefits to cover 
a x t s  w-er the life of project. 

me axst of the EPZ was calculated based on lard, infrastructure, building 
~ t r u c t i o n ~  management and pramtion, maintenance and utility, and 
pre-operating expenses. As can be seen in W 1 e  5, the land to be used forthe 
E% was valued at 025 per square meter. The labor used to construct and 
~intain the zone is incluled in the infrastructure, building construct ion, 
and management and promtion elements of the benef it-cost analysis. It was 
shadow priced at 80% of the minimum daily wage of 03-20 to reflect the' excess 
supply of unskilled labor in Wtemala. Btimates from P. Jimenez, a 

$f values of outplts and inputs had been avialable, labor costs would have 
been shadow-priced downmrd. lhus, the proxy used understates the benefits. 

Information taken from the -aidebook on Free Zones, " by International 
Fmgrarris, Graduate School U.S.D.A., 1984. 
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oawltant on EPZ's from the minican Republic, and a local construction firin 
were used as the basis for estimating the cost of infrastructure and building 
ccnstruction These costs are sinular to those list4 in the Arthur D, Little 
st* Hhich was q l e t e d  in August 1986. 

The assumptions on management and utility costs over eke life of project 
included in the ADL study mention& above were used in the analysis. Tnese 
numbers were adjusted slightly to reflect the change in exchange rate 
used. Personnel in this study included an ex,patriate uanager for 3 years 
(plus relocation and living expenses), a project manager to supervise 
amstruction/maintemce, a labr contractor art3 trainirg s-pecialist , a 
permi t/ppsrwork expedi tor, and clerical and administrative support. 
Mintenance and utility costs were relatively low in year 1 and increased 
substar&ially for years 4-20. ?he pre-operating expenses were charged against 
the project to aver the site investigation and survey costs. (See 
Assumptions, E3rport Processing Zone, page 21, for an in depth discussion of 
benefits and msts.) 

lhe analysis in Table 5 s ? s  an interndl rate of return for the EPZ of 
18.94 percent, using a rental rate of U.S. $5.25 per square foot of wehouse 
space and an econanie opportunity cost of capital of 15%. ?his project s m s  
an econdc rate of return -able to mst of the projects in 
~~AI~/~latemdla's portfolio. Note, however, that. because rental rates aid 
services were use3 as a proxy to measure the econdc Oznefits generat& by 
the project, ptential occupmts of the EPZ must be able to pay the s-oecified 
rates, after meeting d l  wsts of cbing business, in order to allow for full 
eoawwic cost recovery over the life of project. 

A scenario varying the rental rate of warehoiie space was perfonned in 
which the "breakeven" rental rate of warehouse space was found to be U,S.  
$4.40. This means that over the life of project the space must rent for at 
least that m u n t  in order toensure that project benefits will ex& costs, 
or that full cost-recovery will occur. This does m t  appear to be a~ 
unrealistic assumption based on findings listed in the literature on EPZ's. 
These findings shaw that the rental rate of warehouse space is not the most 
inrportant factor considered by businesses that are considering lccating within 
a particular zone. Other factors such as political and ecom,nic sta~ilit-f, 
minimal "red-tape" requirements, and a ready supply of labor seem to be more 
important. Thus, if Guatemala can continue to improve on the political and 
eooKmic environment, and if many of the constraints (in the form of excess 
paperwork, etc.) can be reroved or at least minimized, it appears that an EPZ 
would be a good "investment" of Guatemalan resources. 
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mis ~01?~3(1ent will be comprised of a guaranty f urd to p m t e  lending to 
kuinesses in the smal l  and medium enterprise sector, and of a series of 
studies ptaining to the financial environment in Guatemala. This section 
cmtains a discussion of related experience in other countries, and one of the 
current state of the Guatemalan financial systea. ?he discussion and H ' 
analysis of the guaranty fund can be found in Section C, Analyses of 
Activities in Support of the S"e: Sector, of this annex, There is not a great 
hedl of information on the stuies, Wever, so their impact will not be 
estimated here. 

1. Ihalyses of Activities in Suppart of the Financial sector 

a. Fxperience in Other Countries: 

There is not 'a great deal of infarmatiah about the impact of finacial 
markets devel-t activities in developins countries. Wever, one A.I.D. 
Evaluation sp&ial Strlay No. 41, A ~~nth&& of AID Experience: ' Small-Farmer 
Credit. 1973-1985, does provide some lessons learned in the area of credit - 

programs in develo2ing countries. This project has many conditions coain to 
successful prograns evaluated in this report, as can be seen in the following 
summary list of findings: 

- mere mst be profitable investment mrtunities into which the 
borrower can invest the loan furds. Plus, before starting a credit 
project, donors need assultance that appropriate technologies aml 

- - 

supporting services are available. - me impact of one project can do little to compensate for economy-wide 
disincentives. Developinq country policy reforms are often needed if 
other agricultural developent efforts are to succeJ. - Lending institutions tkt had local-level outreach mechanisms were most 
attuned to lccal needs and had the lowest default rates.. .Pro 'ects that 
m k e d  with an existing institution (rather than creating ---T a new one' had 
the best success. Projects that provided technical assistance and 
training were able to improve institutional capacity and had a better 
chance of success. 

b. F'inancial Sector in Guatemdla: 

aUrently, the financial sector is canprised of the Central Bank, 3 state 
banks, 17 private banks, 5 f inancieras, and 13 insurance oorcpmies. (For more 
information.on this topic see h e x  J-3, ~ k r y  and Reconmadations for 
Financial Mxket Resources, Ik-~elopnent, and Promtion Activities. ) ?he 
financial system is not highly developed and there is substantial potential to 
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-ease savings mobilization and improve resource allocation. The system is 
oriented to short-term lending and borrowing and heavy collateral. r e q u i r e n t s  
m&e current lending almost risk free. The capital market is 
uns-isticzlted. (One change i n  this Area occurred in April, 1987 when a 
mlsa de Valores, or "stock m k e t "  was created by local investors. m i l e  
this is an i m p r w m t  over the previous situation, it does not appear that it 
w i l l  soon have a substantial impact on the Guatemalan financial sector .) 
There is a preponderance of family-held companies or companies which are held 

. by closed economic group and as a conskpence , l i t t l e  financial informtion 
an f i rm is made public. Another drawback in the current system is the bias 
against private savings. For example, interest on bank deposits or Central 
Bank -paper is tax free while the interest on private sector. instruments is 
taxable. 

Studies Component: 

'Re studies which w i l l  cacriA out under this component w i l l  have an 
e a x l o m i c  impact, hwever the benefits and costs cannot be measured a t  
this time due to the lack of information. 

G. Ehploym?nt Genera tion 

Because of the paucity of information, it is not possible to calculate the 
employment -cts of the Smal l  and Medim Enterprises or the New Private 
mterpr ise Initiatives Components. However, as mentioned i n  Section C. of 
this h e x ,  Impact of Small Ekterpcise Program, it is expected that the 
employment generation effects .of the SME component w i l l  be substantial. . 

There is sufficient imformtim on the employment impacts of EPZ's to 
estimate haw many jobs would be created over the l i f e  of the EPZ investment 
(20. years), As can be seen in Table 6, the gross nunbet of person-years of 
direct employment generated over the l i f e  of investment would range from 
33,960 to 67,990. The lmer figure is based on informtion obtained from the 
aDcpr t Processing Zones ' .Contributions to Develcpnent" ,report cited earlier. 
I n  that report, the average n~xber of jobs per firm located within an EPZ . 
created in Caribbean countries in l982 was 67. mis figure was used to obtain 
the lw estimate listed i n  Table 6, and from the data available seem to  be 
very conservative. Other data within the Mission (including the Akthur D. 
Little repoct) suggests that that nurrber can be as  high as 150 .per firm. This 
number was used to obtain the high estimate in Table 5. In  both cases, l a c  
used during the constructim mase and for management and mintenance of the 
.zme was inmrporated into the analysis. 

mere is also sow dated informtion on job creation per unit of 
investment, The ecorimic analysis performed for the Mission's 1984 Project 
Paper cn Agribusiness Developnent used a World Bank est im te  of $20,000 of 
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average fixed investment per job i n  (hatemla.* m i l e  this informtion is 
mdoubtedly outdated, for lack of other sources of information this figure was 
used to pcwide a ballpark estinute of the enployment generating impact of the 
guaranty fund over its l i f e  (20 years) . As can be seen in W l e  6, the 
guaranty fund would generate more than 33,000 person-years of employment 
throughout the guaranty fund. Because these estimtes are based on what 
appear to be conservative projections about total investment generated as a 
result of the fund, it would seem that this is also a conservative figure. 

' Literature domnrenting forward and backward linkages of SME and EPZ 
investments suggest that these could have a substantial impact on indirect 
anployrent generation for the Guatemalan case. 

The findings of the analyses included in this Annex imply that the PED 
project would have net p s i t i v e  long-term benefits for the Qatemalan 
eamany. I n  addition to the benefits whictr were quantified and used i n  the 
benefit-cost analyses, it would appear that this pcoject w i l l .  generate 
substantial nonquantifiable benefits . 

An examination of the technical assis tan= and training prwided under the 
Smll  and *dim Fnter pr ises Cunponent showed that it is probable that it w i l l  
generate sufficient benefits to cwer costs wec the l i f e  of project. 
Participating firms would have to realize a cumulative increase i n  sales over 
a five-year period of 28 percent to cover financial costs, assuming a 10 
petoent profit rate. (This ,equates to a 5.0 percent annual increase.) A s  ned 
business tech iques and product i m  processes are incor prated into, and 
perhaps more importantly retained i n ,  participating enterpcises, it is not 
unreasonable to assume that sales volume and employment w i l l  grow.wer time as 
a result of project activities. 

'Ihe B-C analysis of the guaranty fund generated an internal rate of return 
of 18 -65 percent. This means that wer the 20-year l i f e  of project the 
disaxnted benefit stream will exceed the discounted cost stream. 

The Export Developnent Canpment , i f  successful, should provide the 
training and k n w  h w  to allow Guatemalan exporters to locate new mrkets for 
their products, and to be able to  supply those markets w i t h  high quality, 
mmpetitive products. The analysis concluded that the total cost of the 
training and technical assfs'mce prwided, U. S. $2,832 million, should 
generate almost U.S. $13 million in increased impocts. 

The B-C analysis of the EPZ generated an internal rate of return of 18.94 
percent. A s  with the analysis of t h e  guaranty fund, an opportunity cost of 

. . 

*The questiarable nature of this figure is noted. However, for lack of a 
better or mrc recent measurement this figure is used to generate a rough 
estimate of the employmnt generating effects of the guaranty fund. 



capital of 15 percent was used. This result also implies that this would be a 
gocd investment of scarce resurces. This internal rate of return figure 
likely understates the true benefits to the economy because the EPZ muld also 
generate benefits bey& those used in the analysis, such as employment . 

generation, investment and increased foreign exchange earnings. It may also 
have a substantial demnstratim effect, that is after it has begun to operate 
succe:ssfully, other investors will want to replicate the process and create 
ac2ditl.onal m e s  in Guatemala. 

The studies plannad under the Financial ~hrkets Develo~ent Comprient 
may lead to activities which would have an inpact on the overall environment 
within which all enterprises bperate in Guateinala and make it more cmducive 
for firms to start-up new, and expand and streamline existing, production 
processes. 

In addition, the employment generation effects of the project should be 
substantial. Based on the analyses above, funding the PED project would be an 
economically feasible use of resources. 
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1. Benefit-Qst Pnalysis is based on a 20-yea.r project life although USAID 
M i n g  for this canponent wauld only be used throughout the initial five 
years of .the project. (USAZD financing would only Se used to covsr the . feasibility study and for technical assistance and promtion costs.) This 
 AS b e  to bettk capture the long-term benefits accruing as a result of 
the project. 

2; Pn ex&ange rate of 02.70 to U.S. $1.00 was used t h r m t  the analysis 
.as an esthte of the real exchange rate. 

3; A discount rate of '15 percent was used to reflect the opportunity cost of 
capital. 

4; Because of the scarcity of information on value of output, Mch would be 
the eccmrsic benefit yielded by the EPZ, rental rates paid on warehouse 
spa= an3 service fees have been used as a proq. lhis w;ls don2 'because 
it was ass~sd that value of output, less the value of import& inputs, 
value of dcmstic inputs, labor, utilities, zone m e m e n t  costs, 2nd a 
reasonable profit margin would yield the maximum rent that the zone 
occupantwauld be willing to pay to locate within the zone. Project 
revenues are based on rent received for warehouse space ($5.25 per square 
foot) and on fees 'rseived for services provided to firms located within 
the zme. Service fees were calculated as 25 percent of rent received 
durirrg the initial &truction period, and then 15% throughout the 
renminder of the period of analysis. These figures were used -use it 
was a s s d  that d e i  for services would be heavy during the start-up 
phase, and then decline as many services become more readily available to 
industries within the m e ,  i-e. a larger existing pool of trained labor. 

5. Ihe land to be used for the EPZ was valued at Q 25 per square meter. 

. . 6. The labor usd to construct an3 maintain the ione is included in the 
krfrastructure, building construction, and management and pronotion 
elements of the benefit-cost analysis. Seventy-three percent of the labor 
was shsdaJ priced at 809 of the minimum daily wage of Q3.20 to reflect the 
excess supply of unskilled labor in Guatemala. Based on inforxation b 

from local construction firms, labor was taken to be 30 percent of the 
totdl cost of infrastructure and construction. 

7. Estimates ftam an EPZ specialist froln the mninican Republic were used as 
the basis for estimting the cost of infrastructure (Q 1,350,000) and 
building construction (U.S. $7.44 per square foot. ) These costs are 
similar to those listed in the Arthur D. Little study which was anpleted 
in August 1986. 



Because the assumptions appear to be reasonable, the same p e r m e l  
requirements and maintenance and utility costs listed in this study were 
used in theandlysis. These figures were adjusted slightly to reflect the 
m e  in the exchange rate used, fromQ2.50 to 02.70 to U.S. 1.00. 
Personnel assumed in this analysis included an expatriate manager for 3 - 
years (plus relocation and living expenses) , a project upnagel: to . 

suprvise mtruction/maintenance, a labr  contractor and training 
specialist, a permit/papen(rork expediter, and clerical a d  administrative 

, support. Tnis cost was Q32,000 in year one, increased to a high of 
Q€IlO,OOO over the next three years; then gradually declined to a ION of 
Q1628000 at the end of the 20-year period. Maintenance and utility costs 
wereSQ 54,000 beginning in year 1 and increased to 216, Ob0 for years 4-20. 
'Ihese cost assumptions seem to be relatively high, hcwever'they were used 
in order to obtain a conservative outcome in the B-C analysis. 

9. Ihe pre-operating e-es used were Q405,OOO. This represents the wst 
of the feasibility study and of site location and evaluation csts. 
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ASSUMPTIONS 

1. 'Ibi Benefit-Qst Analysis is based on a 20year project life to better 
estimate the long-term benefits resulting fran the fad. 

2; A discount rate of 15 percent was used to ref 1st the opportunity cost of 
. capital. - 

3. An e x m e  rate of 02.58287 to U.S. 1.00 was used to transform thz 1& 
eutrei.lcy guaranty furd from dollars to quetzals. 

4. !ib meet for future inflation, the wojected total amwnt guarantied was 
canrerted into 198? constant quetzals assuming an annual inflation rate of 
10 pxcent. 

5; ban v~lurrre was calculated based on estimates fran pri~te banks that are 
expected to be participating in the prqran. Figures used in Table 4 for 
the cash flm analysis are based on the follawirq information: 

Small Bcsinesses Medium Businesses 
Mrmber of Avg. Amunt Number of Avg. m o a t  

Year - Loans of Loans Loans of b3ns 
1 30 Q 750,OW 25 Qlt425, W O  
2 40 1,225,000 35 2,750,000 
3 so ' 2, 150, ooo 55 4,'300, 000 
4 60 2,250,000 65 6,025,000 
5 65 3,800,000 70 8,900,000 

Ihe.assumptians about loan volume and life of project are consenmtive. 
In the B-C analysis it was assumed that the loan volume would level out in 

five a d  continue at that lew1 until year ten when lending would 
Stop canpletely. By ca?pari-, the PED technical analysis projects that 
the fund will continue to support l d i n g  for 20 to 25 years. 

I 

6. Ihe methcd of analysis used ?'ere is based on the ecomdc analysis 
oartained in the uSAI~/&iti Project Paper (Mendment 1) on the 
DWelopment Finance Corporation. 

7. lbtal investment was assumed to reach 2.5 times the amount of the'guaranty 
'M. This multiplier was calculated as follows: 

Percentage of loan guarantied by fund: 50% 
Percentage of loan secured ty mlla\.eral: 508 
Cbntribution of borrowing f irm: 25% 
lbtal 125c 
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 he guaranty fund was multiplied by this factor to arrive at total 
investment attributed to the f W .  

8. R~ject Casts were based on the guaranty fund operating expenses, the 
banks' loan-related administrative costs, and the grass industrial 
investment. The VrantY fund operating expenses were cdlculated as 0.5 
percent of the total a u n t  of the guaranty fund at the beginning of each 
year. 'Ihe private banks' lenfiincj axts w2re. k s e d  on 3 percent of the 
t o t a l a m t  of loans issued. This reflects the spread that they will 
charge to cover their cost and increasd risk on these loans. 'Ihe basis 
for fhe gross idustrial investnent figure is discussed in 7. ,  a v e .  

9. Project benefits were calculated based on the total return on 
capital projected to occur over the life of sroject. T h e  industrial 
capital figures used i.n the a< andlysis in M l e  2 were calculated in the 
following nranner. Industrial. capital was ass& to k a function of 
gross industrial investment in W e  current year, plus the industrial 
capital from previous years. Invested capitaL was ass- to have a 
lOyear life. Based on Mission and private hnk  estimates, the analysis 
assumes an average pay back period of three years. 

m e  gross return on capital figure of 24.9 percent used was amguted in 
the following nunner. 

Financial return on invested capital 
Expected inflation r$te 

indirect tax rate on gross capital incosr Times 5.9% 
Adjustment factor -0-,9% 

Adjusted return on capital 15.3% 
Fstimted depreciation Plus 5 % 
Estimated wage benefits Plus 4 8 
Rate of return on capital 24.9% 

-he to the lack of financial data on small and medium firms, it was 
not possible to oStain a figure for the expected finarcial. return on 
invested capital b e d  on actual performance in these firms. Thus, 
an estimate of 25 percent was used because this figure has been cited 
as the minimum return which would be acceptable given the relatively 
uncertain economic environmnt present in Guaterrula recently. 

-Inflation was estimated to be 10 percent. 

4 h e  1986 indirect tax rate on gross' capital in- of 5.9 percent 
was obtained from the Ehnk of Guatemala and was multiplied by the 
expected financial return to arrive at an adjustment factor of 0.9 
percent. 

-Depreciation was estimated at 5 percent and wage benefits as 4 
percent. 
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Thz G5S esticiics that  t h m  zre aa a w a y  15 r:jioyees p r  fir8 and rx:a;e rrl:s :i $2,604 p t r  

4t1 txclonec r r t a  o! C2.53 = U.S. $1.03 ras GSE~. 
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3. SOCLAL ANALYSIS 

This %cia1 Soundness Analysis focuses on Smal l  and M i u m  
Ehterprises (sLIE) as all eleaents of the Private Ehterprise 
Development project directly address problems of SME. 

B. Sociamltwal context 

Iha &vate sector in Guat-la is made up of a wide 
tmriety of businesses and individuls. No statistics are 
available to make oven any close guess as to tG& mabers 
involved, since the sector includes large nuthy-. of 
self-employ& persons. In addition, other ~usir~~sses exist 
primarily on paper, appearing in the :lercantile Registry 
withcut actually functioning. It is pro-le that only about 
onetenth of the private enterprises functioning at least part 
ti= are formally establisned. As of :hy, 1934, there were 
87,514 such enterprises, divided into 48,969 companies and 
.38,545 individual businessmen. 

As another measure of the size of the private sector, the 
Guatemalan Social Security system reported in 1981 that there 
were 22,659 employers, mstly private mrrpanies. This figure 
represents only a section of the private sector, since only 
those businesses wi*h more than three employees a e  required to 
participate, and it is not uncommn for even largcr enterprises 
to underreprt employees or to avoid reporting at all. 

J 

  the less, the Social Sequrity Institute provides a 
breakdown of employers by enterprise type. The followirx- are 

. figures from 1983: 
-1- % &played % 
eyers 

r?griculture, forestry, fishing 5487 26.7 199947 34.7 
Mining 118 0.6 3388 0.6 
bnufacturing 4257 20.8 77542 13.5 
Qnstruc t ion 1170 5.7 17817 3.1 
Electricity, Gas, Water 42 0.2 14230 2.5 
Qnrmerce 3833 18.7 63446 11.0 
Transport, Conrmunications 1616 7.9 15990 2.8 
Services 3965 19.4 184148 31.8 
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Other data on private enterprise are available, although 
they are also limited and not current. Ihe  national Directory 
of Industrial Establishwnts lists 1769 Chatemalan industries 
for 1981. lhis Directory, canrpiled by the Hational Department 
of Statistics, is limited to industries with mre than four. 
emplayees. 

2he number of businesses in the Directory fluctuates 
annually, although these fluctuations are not always reflected 
in industrial production or employment f luctuatians as measured 
by the Social Security Institute. The BCLE Report stated that 
between i980-1985 an average of about 2000 krsinesses per year. 
were registered, broken down into 825 microbusinesses of 5-9 
employees, 425 smll businesses of 10-19 eaployees, 375 medim 
businesses of 20-49 qloyees, and 375 large businessss of 50 
or more employees. Assuming that roughly half of the large 
businesses had between 51-100 employees, the BCIE Report would 
indicate a total of about 1000 SME businesses. The average 
number of employees for micro and small business is 10 
employees, the average for medium businesses is 32 employees, 
while the average for large businesses is 180. 

The Cbwan Re.wrt, on the other hand, estimated abut 3000 
SME businesses with 10-100 einplayees, in spite of the fact that 
both reparts were based essentially on the same data set. This 
figure appears to include the 5-9 employee microbusin- -sses, 
while at the same time the authors' kmwledge of the l d  
business scene led them to estimate perhape 40% mre businesses 
which have either sprung up in the last axple of years or 
which were and are unregistered, thus causing the ECSE report 
to indicate abmrmdlly low figures. !She estimate of 3000 
appears m l y  in the executive surmnary and m t  in the body of 
the document. At present, at any rate, it can be stated with 
confidence that there are 1000 SME businesses, and it is 
probable that there are as many as 1000-2000 mre. 

m e  is also the data presented by the PGG in its proposal 
to  AID with the following breakdown of SE businesses, which 
arrives at the same number as the Qwan Report - 3,000 - k t  
which only includes business of up to 70 e;nployees: 

Number of Elployees 
- Number of businesses 

- - 
10 - 19 employees 
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flotdl industrial etiplayment in industries registered in the 
Merdantile Directory for tnis period was thus 93,000 s;lploy-, 
although Social Security registered just 78,000 qloyees. ~t . 
the same .time, SEGEPLAN calculated employasat for 1993 at 
139,000. ' The difference of 48,000' jobs is probably due to 
small industries not registered in Social Security. Tnese 
figures should be compared ,with the Social Security Institute's 
number of non-'farm 'employees where there ara at least three 
eqlcyees, which is about 477,000. Whatever the number 
available through official statistics, it is probzbly lower 

J 
than the true figure, as the Cowan Report noted. 

'The d l e r  industries play an impartant role vis-a-vis 
large industry in the areas of bakery, raw sugar, garments, 
leather, fwtwear, d w o r k ,  furniture, printing, cement d 
chalk products, metallurgy, and professional equip.ent. Large 
industry d-~tes in the areas of milk and meat products, 
canning, oils, chocolates, soft drinks, t6acco, basic 
textiles, paper, . chemicals, rubber, petrolem, Ix.sic netals, 
and machinsry. kkwever, it is possible to identify certain 
specific prsducts produced by small industry for tlse b-- large 
industry, such as ice cream, ice, jelly, cigars, rugs and 
bedspreads, f iremrks, medicines, tire retreading # toys , 
bricks, signs, and jewelry, 

In terms of geographic dis'tribution, 65-708 of all 
industries are located in the capital city acording to o f f i d  
statistics, althoiih once again, there are prohbly mre 
msinesses that are not registered in the provinces. 

1. Structure of the private sector 

, . The private sector in Guatemala is a heteroge,ix& mix 
of lxlsinesses organized under the Coordinating Qimn~ttee of 
Agricultural, Coxn,nercial, Industrial, and Financial 
Institutions (Comi t& Cootdinador de Listi tuciones ~ricolas, 
Qmerciales , Indus triales y Financieras), m n l y  ref erred to 
as CACIF, which was organized in 1957 and which acts as a 
business spokesman. Each of the different sectors Ln CACIF has 
its am organization, sudr as the Chamber of Industry, the 
Chamber of Chmerce, and the National Farm Union, and each of 
these orgdzations is further sukdivided according to special 
interests. 

The following'are the 30 different trade groups that 
are rcmbers of the Chamber of Commerce: 
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1. Grocers 
2. 'Ilwrism 
3. Advertising 
4. Bonded mehouses 
5. Poultry 
6. Insurance 
7; Electrical Appli~nces 
8. . Tire Distribution 
9. Autolrrobile kalers 
10; Graphic Arts 
m t m = n t  
11. Air Transport Qmpanies 
12. Ocean Transport 
13. land Transport 
14. Service Stations 
15. Hardware 

Veterinary Products 
Nxhinery and Equipment 
Jewelry 
Bookstores 
Stationary 
~ricultwal' Products 
Bakeries 
Phanrucies 
.%reign Xepresentatives 
&dical/%spi tal .  

Anima l  Feedstuffs 
Soft ~rink/deer Distri~. 
Qffee Processars 
Billboards 
Cudanom Exporters 

The Chambet of Industry contains 44 diffqrent trade groups! 

&met ics 
Textiles 
Wineries 
Graphic Arts 
Electronics 
Garments 
Batteries 
Knitted Fabrics 
Alcohol and Liquors 
Chocolates 
Plastics 
Ice Cream 
Bottlers 
Transport 
Automotive 
Soap and Detergents 
Wood Prducts 
Metallurgy 
Footwear 
Pharnraceuticals 
Wheat Flour Millers 
Rubber ~roduc ts 

Laundry and Dry Cleaning 
miry Products 
Cinerutography 
Ebal Pastes 
Mther Products 
Mat Packers 
Qnfectionary Prcducts 
Oils 
Chemicals 
Qtton Processing 
Aluminum 
Breweries 
Paper anversion 
Resins and Paints 
FDod Processing 
Agricultural Olemicals 
Packing 
Cigarettes 
fbntraditional Exports 
Flzniture 
Wire and Steel Products 
Paper Production 

The Chmber of Agriculture contains several groups 
according to product, such as coffee, cotton, sugar, cattle, 
fish, and so on. 
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Another important private sector organization is the 
Chamber of Entrepreneurs (bra Ehpresazial, CAEM), founded in 
1981 to capitalize on the benefits of the Guibbean Basin 
Initiative and to negotiate plicies that accalerate e c o d c  
development via the private sector. Many of the trade groups 
which are mmbers of W I F  are also mm5ers of CAM, with the 
exception of those in the plrlely agricultural sector. 

?he difference between the two organizations rests in 
part with the fact that W I F  is controlled by the traditional 
agricultuiral elite, which to some extent is represented by the' 
industrial urban elite. CACIF in the past has also 
~y.if~tically opposed government. intervention in the econany 
and is also sufficiently pcr~erful to overturn government 
initiatives, such as the 1985.~rehensive fiscal rsfom, the 
"April Reforin Package, " which attempted to improve public 
sector revenues. CAE$ on the other Fad, has maintain& a l w  
profile, with almost no puSlic participation as an organization 
in determining policy. It may well be that many of the aembers 
of both organizations suppxt this division of labx, allcrling 
W I F  to reprent them on issues of public policy while 
participating in CAE4 on other levels. 

Another diffxence between the tm organizations is 
that CAM expressly focuses on small and medium businesses, 
although it does not include just nemkers of SME in its 
membership. In its 1985-19a6 annual reprt it states that it' 
"foments the, developnent of the s;nall and medium nunagerial 
sector in the amviction that advances in this field benefit 
all ssctors of the country [by] improving social conditions and 
the qua1it.y of life of Guatemalans." 'ihis statement by 
inplication leaves W I F  to speak for big business while - 

. concentrates an SAJIZ. 

This division should allow the Private Ehterprise 
bvelopol3nt project to function with few problans. Those 
member groups which are interested will Sa able to take 
advantage of the training, technical assistance, and other 
programs offered under the cxordination of CAM while 
nraintainincj membership in =IF. One advantage of the Project 
is that it may have the effect of strengthening CREY to the 
extent that it can kcgin to operate as a more prcgressivc 
spokesrim in public economic policy. 
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1. Direct benef iciares: SME business cnmers/mnagers 

m r d i n g  to the AGG, mst SYE business 
exechtives do not have a university edu~tion, and many have 
not even completed high schml. The following are estimates of 
educatio@. levels by the AGG: 

Level of Ei3ucation Pb. of executives 

Elementary - 
University 

Many left school to start their businesses. 
Mever, m e  high school curricula provide a business 
orientation, particularly in accounting. As for those who have 
been to the university, the structure of university education 
in Guatemala is such that if the individual majored in business 
before dropping out afker two or three years, he has probblv 
received as many as 20 business~riented courses, since the . - Guatemalan universities stress early concentration on a mjor 
field and make little attempt 'at a broad eucation, even in the 
first year. 

On the negative side, university educatim may be 
less rigorous in canparison with the United States, depending 
on the university. Guatemalar. universities often have less 
educational equipment, their materials are often out of date, 

I and the professors rarely have advanced degrees. bbst 
universities also tend to specialize in certain fields, so that 
a student with two years in one university may not be as well 
prepared for business as another with two years in another 
university. In general, the Ftancism r%troquin University 
provides the best business &nunistration, fallowed by the k l  
Valle University, the Rafael Landivar University, and the 
&ciano G3lvez University, with the University of San Carlos, 
the! national university, providing tle poorest business 
edwt ion. 

Another problem with Cutemilan ducation in 
general is that it tends more toward memorization, rote 
learning, and formulaic responses to problems and less toward 
dynamic and creative prcblem solving. This tendency begins in 
the primary and secondary schools, and it is of ten dif f icult to 
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break students of poor habits, even when the university 
curriculum and teaching methodology is orient& t-d problem 
solving. 

No hard data exist as regards the educational 
level of the primary enef i c i w  group, however. ?he .-eline 
study muit include a survey of educational level, which 
university was attended, courses of study followed, and so on, 
including the mti~tions of the present owner-managecs in 
either continuing their studies or in dropping out to form 
businesses. 

b. Incane and wealth 

'Lhe SME businesses are owned and operated by a, 
wide range of individuals with sharp differences in wealth and 
incune. Such a business may be simply one of many businesses 
awned by a wealthy individual, or it may represent d l  of 
'another individual's personal resources. In the same vein, the. 
awner-manager may depend entirely on the profits generated by 
the business, or it m y  simply be a sidelight for arrsindividual 
whose primary i n m  source is another business. 

k-b hard data exist which would psrmit the working 
up of a profile of the typical SME wner-marLager or the 
establishment of well-defined categories of these individuals. 
The project includes a baseline study aimed at collecting 
relevant data in this area (see section 6.c. below). 

C. altural background and attitudes 

Nearly all of the SME owner-managers are members 
of the Ladino ethnic group, which traces its heritage to the 
Spanish conquistadors and colonialists and which considers 
itself as part of the Occidental world with close connections 
with other parts of the west: other Latin American countries, 
Europe, and the United States. me Ladino ethnic group 
represents just about half of Guatemala's lpptlation, the other 
half beins made up of the cultural descendants of the Phyan 
Indians, which has its own cultural orientation. Although 
nearly all entrepreneurs are fadino, those Indians who have 
managed to break into business in a substantial way, such as 
those from Cketzaltenango or San Pedro Scatepequez, San 
tbrcos, haw becxrme quite successful. The following is a 
characterizatim of Ladim cultural background and attitudes: 



An inventory of Ladino cultural attitu2s would 
seem in m y  ways to favor their sucxess in entrepreneurial 
edeavors. 'Chc W i n o  is generally aggressive and oriented 
toward dauinatixy his world and the things and people in it. 
Every individual has the right to attempt to control the 
universe, including other people, and even destructive force 
is legitimate. m e  irrdividtml personality has the highest 
value, although this value does not attach to all persons 
eqdlyr and the group exists to prumte the individual rather 
than the reverse. Qntrol of 'land a d  mrkers is a means of 
social and political as well as ecoMmic pwer. Material 
things are instruments or objects of control, and personal work 
with ones hands is avoided if possible. 

Indians are m r e  camnunally oriented, the 
well-being of the group predominating over individual rights. 
The Indian is rmre passive individual>-, and works to promte 
the group rather than the other way around. Group decisions . 
are made by consensus rather than through the decision of an 
individual. Personal work with ones hands is socially approved. 

Indian entrepreneurs and their group orientation 
have made it possible for them to occasionally dominate the 
Ladino carmercially. Successful Indian entrepreneurs have 
mentioned that Ladinos want to make to much profit per itein, 
which nakes it easy for the Indian to undersell him ard gain 
his share of the market. Another element in the Ladino 
cultural makeup is his dislike for m u a l  labor, which means 
that he may be unable or avoid shcwing workers correct manual 
labor procedures. 

It is mrth considering the social soundness of a 
program which is so b v i l y  oriented toward Ladinos, who are 
the dominant ethnic group in Guatemala, and which offers little 
apparently to Indians. It is suggestmi that the baseline study 
include a compcxlent which focuses on successful Indian 
businessmen, particularly in those areas like Quetzaltenango 
and San Pedro Sacatepequez where Indians have managed sane 
success in business. 

- This topic is in some ways in  that 
it touches on the very identity of ethnic groups. For example, 
San Pedto is an "Indian" tam, a twin tam with the Ladim tam 
of San k r m s r  in the department of San Marcos. Wever, the 
people in Sin Pedro no longer speak Mam, the Indian language of 
the region, have had access to the schools in San Marcos to 
furher their education, and have been able to take advantage 
of the size, location, textile tradition, and urban quality of 
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San Pedro to establish businesses in textiles ard transport 
which are very success ful. 

Indian culture tradition has in some ways aided 
the Indians in business. Indians in San Pedro are much less 
likely to use new wealth in some ostentatious but 
m o d c c t i v e  way, such as in the purchase of a luxury car, 
If the funds are there, a new truck will be bought instead. 
M i a n  businesses are very often wttage, p i e c e  production 
Mirstries, and business inconre will likely be spread a . r d  
more e p b l y  to wrkers than a similar industry run by L;ulinas. 

m v e r ,  it is precisely in San Pedro that the , 

Iadino-Indian dichotomy kegins to break down. The g a d  Spanish 
and relatively 'high foradl education makes it possible for the 

of San Pedro to m e  easily into the universities in 
W t d a  City, -where they are not perceived as Indians at all, 
since cultural factors a d  not racial maiceup are the effective 
determinants of ethnic identity. Having arrived at the same or. 
higher e c o d c  level as the Ladinos of San ~Narcos, there are 
no real bars to what might be temed interethnic marriages. 
This is not to say that sure Indian ethnic identity remains in 
San Pedro, but only that business and ducational success 
cuupled with the acquisition of good Spanish has r w v e d  ethnic 
identity as a barrier to social mbility. 

Most Indians lack the advantages of the San 
Pedranos in breaking through the centuries-old caste or ethnic 
system. It appears to require g a d  educational possibilities, 
a traditional economic base capable of modernizaticn, an urban 
setting, and good Spanish, perfiaps at the expense of the Indian 
language, but not necessarily so. ?he problem is that no 
intensive busimss-oriented study has been done of the San 
Pedro success, although there are excellent anthropological 
mxlographs which provide a point of departure for such a study. 

d. Nunbers of SME owners and families affected 

Nearly all small businesses and the majority of 
medimsiz~3 businesses probably have one-owner, and those with 
more than mc owner arc most likely to be co-owned by members 
of the sane family. If there are 1000-3000 such businesses, 
and if the n d x r  of businesses m e d  by mre than one family, 
then the n m W r  of families affected by the program would 
probably not exceed 4,000. The baseline survcy will provide a 
much clearer picture of persons and fanilies affected. 
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It shaild be noted that the number of 
microbusinesses and thus owners of businesses other than SYE is 
much larger. The BCIE Report estimated an average of 6500 
unregistered businesses, the majority under 10 ezzloyees, and 
45,000 info& workshops, so that in discussing the number of 
beneficiaries, the SEE owners represent a small proportion of 
the total number of hsiness owners, 

e. Inducement to pursue and accept change, i.e. 
education 

Guatemalan businessmen as a rule like and admire' 
the United States, a d  any prcgram emanating fran AID as 
representing the United States will be well received at the 
outset. At the same time, there is a feeling among the same 
group that the corditions in Guatemala are not the same as 
those in the United States, that "gringos" do not really 
understand how things are done in Guatemla, and that many ways. 
of doing things in the United States will simply not work in 
Guatemala, regardless of h m  successful they are elsewhere. As 
regards education, it is not uncommn for Guatemalans to 
acquire specialized &-tion in the United States, but then 
fail to apply all of what they have learned there at h e  in 
Guatemala. Training programs milst take this into account if 
they are to effect serious changes in krsiness practices in 
Guatemala. . 

2. Indirect bsneficiaries: employees 

a. Levelof education 

The inadequacies of Guaterrulan education becone 
. more prcnuvlced amng the employed indirect beneficiaries of 

the project. The employees are less likely to have been able 
to attend an expensive private univsrsity, such as the 
ntancisco Ehrrcquin University or the Del Valle Wiversity, and 
mre likely to have attended either the national university, 
the University of Sm Carlos, or one of the two religious 
universities, which are the Rafael Landivar University 
(Catholic) and the Mariano Galvez Lhiversity (Protestant), As 
stated above, these latter three universities provide a less 
creative education, focusirrg on traditional ways of doing 
things and with little dynamic orientation toward business. 

b. Xncune and wealth 

No data exist on inconrs and wealth in this 
group. ?he baseline study should arrive at data which will 
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establish categories of employees defined by work tasks, which 
will permit a determi~tion of the k i d  of salaries and i m  
this group has. 

l'he employee group is less likely to be affected 
by exposure to arodern, non-Guatemal&~ cultural attitudes and 
more likely to exhibit traditional Ladino ways of thinking and 
acting. ? b w  this may affect a business may be seen in the 
following scenario : 

Wst Guatemalan Ladino males have extremely 
abmng bards of friendships with a few friends in a 
relationship often referred to as "cmpdrazqo." 'Qpically in 
relationships of this kind, the two friends will express a sort 
of loyalty in which one need only make any possible request of 
the other, and the other will do anything in his p e r  to hmor 
the request, even to the extent of considerable personal loss. 
While this sort of relationship is claimed more often than 
honored, it nonetheless exists as a traditional cuie among 
Ladino men. 

It is not likely that a Ladino owner-manager with 
a strong wdern business orientation muld place his business 
at risk in order to honor the dictates of mpadrazgo, nor 
wouldhe likely have friends who muLd press him to do so, But 
ammg employees this cultural heritage is stronger, and 
anployees might be tempted to make decisions basd on the 
dictates of this cultural heritage instead of those of good 
business sense. In doing so he risks difficulties with his 
superiors, but cultural tradition may outweigh this. Ih 
employee m y  advocate t b t  someone be hired, or that a 
particular supplier be patronized, or that a particular product. ' 
be used based on personal friendship and against good business 
judgement. The fact that the employee is not the owner makes 
this decision easier. 

Waining for employees, particularly in the 
higher mrality of making business decisions based on good 
business judgement, can make inroads in this type of potential 
cultural obstacle. 

d. Numbers of employed persons and families affected 

The K I E  stdy estimated that between 1980 and 
1985 the number of employees in the different types of 
businesses were the following : 
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425 small (10-19 employees) - avg.10 - total 4250 employees 
375 media (2049 empl) - avg.32 - total 12,000 ezloyees 
190 redim (50-100) - avg.75 - total 14,250 emplufees 

(19O-total large [SO+], which is 375, divided by 2: 75 
average is simply median between 50 an;3 100 employees) 

Ihe total number of employees in registered S4E 
businesses according to the BCIE Report muld thus be 
amroximately 30,000 employees. -ever, since these figures 
are based on registered businesses, and taking into a-t the 
CbwM Report's projection up to three times higner than 
official statistics indicate, the toc4 number of errployees 
whi& might potentially be affected by this project in SE is 
close to 100,000. In confinration of this figure, the lGG 
Proposal to AID estimatd the number of employees in businesses 
with between 10 and 70 employees to be 90,000. 

e. Inducement to pursue and accept change, i.e. 
education 

The a m e r m g e r s  should logically be the ones 
in the business to pursue change, while t?e enployees will be 
the ones that accept change at the instance of their 
emplcryers. Change will be accepted Meii it can bo sham t J ~ t  
the change provides advantages for the employee. 'Ihese 
advantages may mine in the fotm of economic inrproveaent, where 
the upgrading of the employee is recognized and rewarded by an 
increase in salary, or they may come in the aqyisition of 
skills w h i c h  the employee recognizes as permanently improving 
his or her marketable skills, which may one day result either 
in a raise in salary at the present job or in a better job 
using skills at another job. 

In general, Guatemalans welcane the opportunity 
to learn new skills or becorna moze adept at ones they already 
kmu, axd they are so willing to invest time outside the job at 
educational improvement that most of the universities in 
Guatemala offer the nra jority of their oourses of study 
beginning at 5:30 in the evening that working people can 
attend. It is cormron for bi1ingua:L secretaries to continue to 
stdy Ehglish in evening courses at the university d for 
krsiness employees to study business administration or 
economics from 5r30 to 8:30 p.lF.., many routinely not getting 
hane by fxls until 9:30 or 10:OO p.m. 
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D, Participation 

1. Project design 

T h e  project beneficiaries have been effectively 
included in the process of defining the problems of the private 
sectot and in dssigning the project oriented toward the private 
sector thaaqh the carrying out of surveys of the private 
sector with AID financing. Examples of'these surveys are the 
1985-1986 mivate Sector Survey for Guatemla ( F S G )  and S h o e  
Term Grc4jtfi Perspectives for the Guatermlan Economy (SI'GP), 
both prepand by Rqer Cow;m and Associates. 

%le PSSS surveyed 132 Guatmlan companies of all 
types frcm;aU sectors of business. Firms with 10-100 
exployeeswere targeted, but both smaller and larger firms were 
also includkd, and the inverviews were carried out both in the 
capital city as well as in eight other Departments. ?he survey' 
emghsized information gathered from one to two hour in-depth 
interviews. 

problems mentioned by Caaterrulan businessmen 
included Whe instaility of gav%rnment econoinic policy, 
e x m e  @cy, lack of information about technical assistance 
programs, Udc of financing, high input wsts, worker 
deficiencjres, poor markets dud, to recession, unfair trade 
practices; ;and vested-interest tax laws, plitical risks, and 
productimr:pableiiE from lack of capacity, poor quaJ.ity, and 
high costs, Problems mentioned in the export sector were 
excessive: ,paperwork, lack of knowledge of markets and 
procedures,. excessive and unreliable transport costs, and 
problems wSth the Central American C o m n  Market. 

Ba viewed by these businessmen, solutions to their 
problems were to be found in improved financing, technical 
assistance, help in finding new markets, help in finding new 
investors, and training in that order, altlmugh many also 
indicated that a conbination of financing, technical 
assistance, and help in finding new markets would provide an 
optimum salution. 

As regards the mechanism for solving their problems, 
larger companies felt that banks and finance companies could 
provide the necessary financing. Smaller mnpanies, on the 
other hand, felt that private W s  at present were not 
eufficiently flexible to their needs. They were unsure as to 
what other medmism might be used but suggested that perhaps 
the Chambers of Commerce and Industry, consumer firwnce 
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oanpanies, new institutions, or even direct financing fran AID 
might be pssible solutions. All agreed, however, that m 
government bank or financing institution would provide an 
aaeptable solution. 

In the area of technicdl assistance, the businessmen 
suggested that they might profit from access to a? established 
list of approved locdL and foreign crxlsultants with preset 
prikes for senrices. Other suggestions included the 
organization of visits to factories in the United States and 
enhanced-relations with U.S. trade associations and 
universities. Visits to the U.S,  were also mentioned in 
connection with finding new mrkets and investors. 

As regards possible solutions to their training 
problems, the onLy institution currently providirq training for 
business prsonnel is the Technical Training Institute 
(Institute ~&nico de Capacitacib -I-), which had mixed . 
reviews from the businessmen. The Association of Guatemalan 
Managers (kcciaci6n de Gerentes Guztemltecos - AGG) has 
provided managanent training, but in their own study the AGG 
recognized that they were not providing adequate training for 
SME: bsiness managers as a group. If the managpr 
(mer-manager) of an SHE happened to be a member of the elite, 
with higher education, modern business orientation, and so 
forth, the mgement training seemed was considered adequate, 
hut for the perhaps 75% wZlo were not "elite," the training we 
considered irsuf ficient . 

. In general, there appear to exist a number of problems 
in the area of smdll-business formation and developnent, 
begi~ing with a lack of managerial capability, lack of 
financing, and difficulty in breaking into the market. Small 
businessmen would like to see the formation of a Chaml%r of 
Small LUiness separate frcm the existing chambers which would 
be mre responsive to their particular problems, They are 
stymied t.0 some extent because bigger businesses either see no 
need for such an entity or think it would be better as part of 

of the existing chambers. 

.2. Project implementation and evaluation 

The project beneficiaries are strongly involved in the 
implementation and evaluation of the project through the 
coordination of the SME component by the PM; 3.d the overall 
coordination with USRID of the project by CAE% The AGG is to 
identify problems, causes, and solutions as regards SME, 
followed by the design of activities and projects to address 
these problems, including policy dialogue, technical analysis 



of problem, and projects invdlvinq tdmical assistance, 
training, ard use of f i.?ancial frcilitios. It will r- 
pcezgruns, w e t s ,  and policies for exmcutiw ccmmittee 
qpcacml, as well as participate in projects and activities. 
It will assure increasing particiption by S;4E owner-managrrs 
thmqh the prwtion of Peat#rship ud through public 
relaticns. 

Ths mtivation fat participetim by SME o m e r m g e r s  
in project activities s W d  cum in large prt frarr the 
establishment of the S-!Z Tsdnical Suppcrt Center within AGZ, 
lhir center represents the establishxmt for the first time of . 
an cqanization with the express purpose of reprssentirg small 
and'medium business, and particularly in the case of snull 
kuiness ,  this is an crganization w h i c h  the CowJn Repart n o t 4  
m s  desired by small business m r s ,  since their interests and 

are often not ideiitical with those of laqe  business, 

E. .%ciacultural feasibility 

Ihe question of the sociocultural feasibility of this 
project rests 03 whether obstaeies to implementation exist in 
the priaary foci of the project, which can be identified as 

- prwiding for inproved delivery of technical . . assistance and training for S% and establishing the delivery 
a s s  for the above; a d  

* 

- creating an independent orgaiiization to speak for SYE 
in policy dialogue with gw-t a d  other private sector 
loaders. 

1. SME technical assist- Pnd traininj 

'Lhis element of the project focuses on SIE access to 
managerial skills ard technical knowlodge, to be coordimted by 
the tschnical support Center within AGG. Its objective will 'be 
to mecure training and technical consulting services for SNE 
appropriate for the neds of S% and SHE wagers,  prwiding 
informaticil on resources and oppztmities available to them,  
Zhe nrost interesting aspect of thir part of the project is that 
thh A S  Center will do eo by developing this capability within 
the private sector itself and mt by providing this capability 
itself as a sort of m-prof it, AIDuupported consultiry agency, 

The intended output of the cmpment w i l l  Ise the 
trainirrg of 1000 small bus inco  m g e r o  in mmgcment skills; 
the training of 1000 additiaul managers and technical staff in 
business skills a d  technical subjects; and tho developxmt of 
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at least three additional training pr0gra.W not presently 
available which will train 1000 people within five years. The 
tcckmical assistance area will assist 500 SEs and provide for 
the establislmcnt or expansion of 20 SYE in the business of 
technical assistance, in which there will be 200 Guatemalan 
professionals substantially engaged in new types of technical 
assistance. 

hus, this cmpnent has a substantial investment in 
either creating new businesses dedicated to technical 
assistance or expndirq and/or reorientiq established 
busin=sses. In order to carry out the technical assistance, ' 

the axpment must either find establisw professional 
W t e m l m  talent to provide this technical assistance or 
prepare new professionals for it, or both. 

The strategy for effecting the above begins during a 
three m c h  period with the baseline stdy to provide data for 
analyzing the training and technical assistance needs of the 
target group. At the same time, consultants and assistants to 
the consultants will be3in work on reworking the A G  .mnagerial 
course to focus on SNE owner-managers, and the necessaq 
selection mechanism for participation in the prqram will be 
established. 

The training courses,follow, 50 omer-mamgers per 
grmp for a three mnth period, which will alloi the A G  to 
carry out four training program per year. The courses have 110 
hours total, or about 10 hours per week, are given after 
business hours, and cover the fields of finance, marketing, 
production, human resources, quality control, ard legal 
problems. 

Following the training course, the participants and 
their businesses e~~ter the technical assistance puse, in which 
they can solicit technical assistance in a particular area of 
their operations. This phase last two mnths, during which 
1125 person-hours in each of the six  fields of finance, 
marketing, production, human resources, quality control, and 
legal problems are mde available to the S.W omerwmagers, or 
an average of 22.5 hours of consulting per field per 
beneficiary. 

nre impact of this technical assistance will be 
measured by improvements detected in the business from the 
initial baseline study, as the assistants carry out further 
questionaires. Needs not covered by the prqram wil.1 be 
referred to other professionaL orgcanisri\s with a view toward 
eventually including them in the form1 teaching process. 
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The component should have no difficulty in locating 
firms available for and capable of carrying w t  the projection 
of the campOT.ent. The organizational umbrella of ff i  will 
allow for the selection and orientation of these firms for 
participation in the project. 

2. The SME Center as spokesman for SE 

This element of the project respcnds to the fact that 
there hqs hitherto not existed an organization of small ard 
medium enterprises. 'Tney have had no mans of partici-pating as 
such in policy dialogue, *ich has been dominated by =IF and 
by the larger firms represented in AE. Part of the problem is 
that it is not kt.lown whether .the SE interests are fairly 
similar to those of the larger firms, although the fact that 
the Cowan Report noted the desire of small firms for their own 
organization hints of a lack of agreement between SlYE and 
larger firms. tbwever, this may be mare in the nuts and mlts 
area of technical assistanre and training than in the larger 
issues of general private sector and government policy 
concerning business. 

PCX;, however, is willing to establish a section of AGG 
dedicated to serving the interests of ST, including autorrrmy 
as regards policy. AGG recognizes that the interests of SMZ 
may rmt necessarily be wholly consistent w i t h  the interests of 
larger businesses. 'ib alkw for the expression of differences, 
PI;G will establish a s e m i ~ u ~ s  section of the 
organization mntrolled by and dedicated to serving the 
interests of SI4X. While at the same t- receiving 
administrative, technical, and other support from the parent 
organization, the sectior, wuld be free to take positions in 
policy dialogue contrary to those of the parent organization 
rJhen such psitiow are seen by SME as in their .interests. 

L This may be the first step t m d  the 'establishment of 
a completely autommus organ'ization. Axing the early stages . 
of the component, it is probable that this aspect of t'ne 
cxrmpcxlent will produce little that is new or controversial. If 
in time it turns out that S3E finds itself disagreeing 
substantially with the rest of AGG, it will likely split off 
from A S  and establish itself as an independent organization. 
If this happens, it should mt be viewed as a negative event, 
of course, since the objective of an organization really 
representing SME will have been met. 

St is doubtful whether the SME organization, whether 
within the confines of AG;; or outside it, will have much impct 
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an public policy, but this is due principally to the fact that 
large firms and CACIF wield the greatest pwer in the public 
arena. But such an organiwtion m y  be able to find ways to 
ally itself with other orgmizations to make itself heard. In 
any event, the primary advantage of the SINE organization will 
probbly remain in the areas of assistance to its members, the 
awner-nwagers of SME, in training and technical assistance. 

Since impact is hard ta predict, the PiMU will provide ' 
strong feedback so that inpact can be continually masured and 
appropriate action taken to assure the desired effects of the 
program. This will be? done by hiring inspensive, part-time 
workers, the "SG inta'te s-pecialist/ipxt auditors" (SVIITSIA) , 
probably business addnistration students and underemployed 
professionals. ?he S'-lI .Y IA  will function as the key contact . 
point between the ?GA Te&nical S u ~ r t  enter and the 
individual 8.E. The S4XT;jiA. some of whom may will participate 
initially in the carrying oat of the baseline study, visits the 
SME client and helps &ternine with the SME omer-manager what 
his needs or problems are. The SYITSW fills out a short fom 
on the S"?IE with client intake infonration and mkes a 

. . preliminary recommendation to the Center's Technical Support 
Specialist, who may then talk to the uxner-mge:: himself to 
get a better uderstanding of the problem. 

Chce the training or technicdl services have been 
carried out, the SNITSIA wuld return to t!!e business once or 
several times with the task of assessing the inpact of the 
intervention, gatheri from the amer-manager and perhaps 
from those employees the training or technical 
assistance. In this will be able to gather 
substantial including the andition 
or problem, the measures taken, and the impact. 

This system will have the added advantage of providing 
excellent experience for the SMITSIA workers thezselves. In 
the first place, the project should have no difficulty in 
finding either students or underemployed professionals to work 
part-time in the project. For sturlents, the job represents an 
excellent labrato~y-type experience in which text book theory 
is brqht to life and exemplified, real problems are presented 
and real solutions tried out, and the results provide feedback 
which m y  well aid them in future ventures. 

For professionals, the job provides experiences which 
may well be reworkcd for use in another of the projects cjmls, 
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The component should have no difficulty in locating 
firms available for and capable of carrying out the projection 
of the canponent. The organizational umbrella of f f i  will 
allow for the selection z i i  orientation of these firms for 
participation in the project. 

2, 'Ihe SME Center as spkesman for SHE 

'Ihis element of the project respglds to the fact that 
there hqs hitherto not existed an organization of srmll and 
dim enterprises. 'Tney have had no mans of participating as 
such in policy dialogue, &ich has been doni~ted by WIF and 
by the larger firms represented in AGG. Part of the problem is 
that it is not kmwn whether the !NE interests are fairly 
similar to those of the larger firms, although the fact that 
the Cowan Report noted the desire of small firms for their own 
organization hints of a lack of agreement between S24E and 
larger firms, I-bwever, this may be =re in the nuts and bolts 
area of technical assistance and training than in the larger 
issues of general private sector and goverrint policy 
concerning business. 

FCG, however, is willing to establish a sectiar of AGG 
dedicated to serving the interests of SINE, including autonolny 
as regards policy. AGG remgnizes that the interests of SM2 
may m t  necessarily be wholly'consistent with the interests of 
largerbusinesses, 'ib alkw for the expression of differences, 
AGG will establish a serniauto~u3m~us section of the 
organization controlled by and dedicated to serving the 
interesks of SHE. Wnile at the same time receiving 
administrative, technical, and other support from the parent 
organization, the section would be free to take positions in 
policy dialogue contrary to those of the parent organization 
*n such positions are seen by SME as in theirhterests. 

This may be the first step toward the establishment of 
a ccmpletely autorrnrrous organization. W i n g  the early stages 
of the component, it is probable that this aspect of the 
w e n t  will produce little that is new or cantrwersial, If 
in time it turns out that S4E finds itself disagreeing 
substantially with the rest of AGG, it will likely split off 
from ASG and establish itself as an independent organization, 
If this happens, it should mt be viewed as a negativs event, 
of course, since the objective of an organization really 
representing SME will have been nret. 

It is doubtful whether the organization, whether 
within the confines of ACl;; or outside it, will have much impct 
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on public policy, but this is due prinzipally to the fact that 
large firms ard CACIF wield the greatest p e r  in the public 
arena. Wlt such an organiz~~tion m y  be able to find ways to 
ally itself with cther orgmizations to make itself m d .  In 
any event, the primary advantage of the &YE organization will 
prob.lbly remain in the areas of assistance to its members, the 
owner-managers of SME, in training and technical. assistance. 

1. rPrpact measurement 

Since impact is hard to predict, the FMU will provide ' 
strong feedback so that inpact can be continually measured and 
appropriate action taken to assure the desired effects of the 
program. This will bs done,by hiring insxpensive, part-time 
workers, the "S4E intake specialist/i~ct auditors" (SUIITSIA) , 
probably business adairtistration stdents and underemployed 
professionals. ?he SYXXSIA will function as the key contact . 
pint between the FGA Technical S w r t  Center and the 
individual SilIE. The S a X I A ,  some of whon may will participate 
initially in the carrying oat of the baseline stcdy, visits the 
SME client and helps cktenaine with the SL~IE: ownor-manager what 
his neds or problems are. The SYITSW fills out a short forin 
an the S?IIE with client intake informtion and makes a 
preliminary reammendation to the Center's Tec'bical Support 
Specialist, who may then talkto the umer-mnager himself to 
get a better understanding of the problem. 

Chce the training or technicdl services have been 
carried out, the S ' T S f A  muld return to the business once or 
several times with the task of assessiq the inpact of the 
intervention, gathering data from the amer-manager and perhaps 
from those employees affqted.through the training or technical 
assistance. In this +,the project will be able to gather 
substantial quantitie*b$case studies including the cadition 
or problem, the measures taken, and the impact. 

This system will have the added advantage of providing 
excellent experience for the SMITSIA mrkers thenselves. In 
the first place, the project should have no difficulty in 
finding either students or underemployed professionals to work 
part-time in the project. For students, the job represents an 
excellent l-ratory-type experience in which text book theory 
is brqht to life and exemplified, real problems are presented 
and real solutions tried out, and the results provide feedback 
which m y  well aid them in future ventures. 

Fbr professionals, the job provides experiences which 
may well be reworkcd for use in another of the projects cpals, 



which is the establishmt of -tent local training and 
technical assistance. For these professionals, whether they 
participate in the actual training/tect-~:ical assistance process 
or not, they will acquire important laxxiedge abut what works 
and what does not in given situations, crucial knuwledge in 
b d n g  capable consultants in the future. 

2. Impact extension to m-SME business 

There is no real reason why the techniques and methcds 
of this project could not later be,extended to sectors not 
included.in this phase. These sectors of course include big 
business, which is likely to learn labcut and adopt any real . 
advances from this project anyday, simply through the AGG 
cxxtact. But more ircportantly, the micro-business and informal 
business sectors, or what the Cowan k,mt calls "business in 
formation," might be included later in an extension of this 
project, once its functioning 'has been tested and refined. 

The Qwan Report set a cut-off point for small 
business at a minimun of 10 enployees, stating that businesses 
with less than 10 were less likely to have formal business 
organization. This definition is to sow extent arbitrary, 
since there undoubtably exist fornally organized businesses 
with fewer than 10 enployees as well as businesses with more 
than 10 employees with a highly info& organization. Still, 
the definition is a useful one and will serve the purposes of 
the project. 

Nonetheless, training in sound, &ern management 
principles might well be the deciding factor in converting 
rnicrobusinesses or inform1 workshops into dynamic and 
progressive businesses. The BCIE Report esti~ted the number 
of informal workshops at 45,000 with 135,000 employees, or m r e  
employees than are invplved in SIE and large businesses put 
together. Not all and perhaps not even a majority of them 
wxld be able to take advantage of the kinds of assistance 
provided for in this project, but the possibilities are 
intriguing. It is possible that a ,separate baseline study 
directed at this sector or some section of it might be 
amsidered. The extension into this sector at a later date 
would heighten the overall impact of the project. 

Go Issues 

1. 'Ihe reaction of established business to the project 

Ihe Guatemalan business establishment will react in 
one of two or three ways to this project, and neither reaction 
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threatens the success of the project. Sane big business people 
will react wib& indiZference, believing that the project will. 
simply not affect them in any way, even indirectly. Their view 
is that business is fine-for them, at 1-st-and that no 
interventions are either necessary or workable, but at any 
rate, a project surh as this focuses on iqroving the 
managerial skills of SINE personnel can do tlot harm. 

The second possible reaction is one which takes a 
brdaaer view of the Guatemalan business c l w t e  and views the 
project favorably. Their feeling is that mre and better 
Guatemalan businessmen improve the business climate for 
everyone. Better SYE amer-aamgers provide better products ' . 
and services, which in turn improves business for the larger 
firms using those goods and services. A stronger SYE sector 
attracts loore capitdl to Guatemala, and with more capital in 
the market, business improves for the bigger businesses as 
well. The more enlightened members of the lxlsinzss camunity 
might even see the project as lakzring unemploymsnt and 
improving the general quality of life for all1 Guatemalans, 
which lessens the threat of social strife. 

What is certain is that big business will not oppose 
this project, since it simply attempts to improve the ability 
of businessinen to do business. 

- - . 
2. Increased diversification of business leading to 

increased distribution of wealth and irrolae 

This project focuses on strengthening the ability of 
small apd medium enterprises to do hsiness in central areas: 
production, marketing, financing, quality mntrol, human 
relatiam, and legal proSlerns. It is assumed that big busiress 
already has the necessary capability in these areas or can 
acquire it withart difficulty. By making available these 
skills to SME awners-managers, the project will make it 
possible for smll and medium businesses to get the better 
results with their resources, to grow and expand their 
operations, and thus to acquire more wealth and income. m e  
project thus expands the base of the Guat-lan e m d c  
pyramid, and these effects should be felt primarily but not 
exclusively in the lower strata of Guatemalcan society. 

3. Ihe -line study 

A baseline study will be carried out to prwide data 
on SME. These data will have the effect of not only providing 
guidance in the implementation of the project but also in the 
e ~ l w t i o n  of the project impact. As an example of guidance, 
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this study will identify the potential beneficiaries of the 
project itself an3 allow the implsinentation team to focus on 
these S4E beneficiaries. An em?le of their importance in 
evaluation will be in demnstratim increases in n-r of 
employees, increases in the incane of both m e r s  and 
employees, an3 so on. 

The baseline study should have three areas of 
amcentration: the oknersi the errployees, and the hsinesses 
thezselves. Ar; regards the owners, the study shuld e& 
W t h :  what are the financial resources the owners bring to 
their businesses? are SSE owners wealthy individuals w b  
h a p  to urn a smaller business, or are they lower middle 
class perscns who have beb- business owners in spite of 
having few financial resources previwly? how important was 
previous wealth in acquiring ownership of the firm? what is 
the relation of the wealth of family roesbers in the ownership 
of the firm? 

The baseline study needs to l a k  at the educatio.ul 
level an3 expriences of the m e r s  and their ergloyees: wnich 
seoondary scnools and universities did they attend and what 
specialization(s) did thsy study? what aspects of their 
university experience contritxted to their busin, oss success 
(classes,-per&nal cmtacts, etc. ) or job perf o-ce? w b t  
were the deficiencies sf that education in lignt of their 
present ci rcum tames? 

As regar2.s inane, the baseline stdy should look at 
present incomes of owners and how that incan= is determined: 
how much incone does the amer derive from his business ard how 
much kom other sources? what are other sources of incame? 
what kind of incuna does he expect in the future? as regards 

. family incoms, hud much i n m e  do other family moan!xrs 
' cartribute? ?he study must also look at enployee inccwe, 

including income from job enployment, income from other 
sources, and irmnra from other family members. 

Ihe previous experience of both owners and employees 
is an important factor to be exanined in the bseline study. 
As regards the cwners: what previous business experience have 
they had? h a g  b s  that experience contributed to their present 
success? what kinds of lessons were learned in what types of 
business settings? hiwe they had experience as e.?lplayees 
previous to m i n g  a business, and if so, in what capacities? 
has travel or experience in the United States or elsethere been 
helpful in business? i% regards employees, important 
questions include the previous work exprience they have had, 
the types of jobs they have held, and what they have learned in 
different settings. 
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The baseline study needs to include an attitudinal 
survey for both m e r s  and employees. For owners, it is 
important to learn their attitudes toward their employees, 

other business owners, ard t w d  business organizations 
s u d ~  as =IF, CNM, AGA, and so on. The owners ' wlitical 
orientations may be seen as a subset of attitudes: how do they 
feel about present and past governments? what is governrent's 
actual and potential role in helping business? which political 
patties offer the nrost or least for 2eveloping business? 

' Rqloyee attitudes are just as izprtant: how 
inwolved are enployees in the success of the business? what 
are their attitudes t m r d  the owner and immediate superiors? 
what is the quality of their job environments? how much 
positive stimulation do they receive from their superiors and 
how important is this to thein? what are their political 
attitudes? hu.4 do their attitudes on government and political 
parties compare with those of the owners? 

Other elements of the baseline study should be hcks 
emplcyees =e recruit&, what hours both owners and employees 
work, what their leisure activities are, what their family 
relationships are, and *fro they associate with. 

- . As regards the busicesses theaselves, the baseline 
survey will reqdire data on brisiness type, prducts, the formal 
and informal relationships with other canpanies both big and 
mall, their financing, organizatiori, and sources of financing. 

This project is socially and culturally sound. The 
Private Ehterprise Project focuses on businesses with 10-100 
employees, a sector which contains a minimuin of 1000 and may 
a m a i n  as many as 3000 businesses with 30,000-100,000 
enrployees. The project will be cmrdinated by the Chamber of 
Ehtrepreneurs (CAM), an umbrella organization of trade grarps 
formed in 1981 to capitalize on the benefits of the Caribbean 
Basin Initiative. Another such organization, W I F ,  is vocal 
as a buqiness spokesman and is more representative of big 
business than CAM, which has a lower profile and more SME 
focus, but the t w o  organizations should have no trouble working 
together. 

Organized business in Guatemala will either support 
the project or be indifferent, but will not oppose it. The 
beneficiary target group is made up of owner operators, tho 
nujority of w b m  have less than university education and will 
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thus bend it greatly from the training and technical assistance 
in fields like finance, marketing, prductim, id -s forth 
that are part of the CQnPxlent. Ircrpact m=asuremnt will depend 
on tho baselhe study -as the program wins, pius the 
dtoring of participating businesses and their own$t?~,mage.rs 
by the training and technical consultants and their 
assistants. Overall, the project is -ially and culturally 
auld.  
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I N S T I T U T I O N A L  A N A L Y S I S  

%he Cbnber of Entrepreneurs, ((=imara E-ipresaria.1, W) is a n a p r o f i t  
organization, autonormus, apolitical,  and with l q a l  capacity. kas 
fonned by the chanbe-rs ard associations of the Guatemala p r i ~ t e  sector and 
represents the l bk ing  inst i tut ion for the sector's development. Foczed iq 
bcaber.  of 1981, the Chanber's statutes were agroved. i n  March of 1982 
thrcugfr a G m e r r ~ n t a l  Resolution. CAM, led t y  young entre-neurs, kzs 
establish& to capitalize on the benefits f rm.  the Caribbean Basin I n i t i a t i ~ ,  
and to negotiate,oolicies tha t  accelerate e m r d c  developient via the private 
sector. Bi  founding organizations were the Ci-ibers of Coipaerce, Idztry, 
'Iborism, Cmstruction and the Ceneral Association of Agriculturists. CUX 
represents a broad section of the  p r imte  sector and has wccessfully 
aordinated ~ S I D / C u a t e . u n l a  ongoing P r i ~ t e  Sector Developrent ~ r d i n a t i m  
project (520-0337). 

CADI has a s  its nuin purpose coardinaticn of e f for t s  t m d s  a? integral 
and sustained developent process of the Guatc-&an pri rz te  sector. In 
regard, CAE-1 supports the developrent of the s2-a.U ar?d medim entre?rer.eurial 
sector with the o ~ j e c t i v e  of tmef i t t i ng  all sectors of the wmtry and 

--. . inproving Guatetala 's social conditians and quality of l i f e .  . 
%he maximum authority of C W  is the General Assenbly. IXe to operational 

reasors, however, the General Assesrib1.1 is represented by the Ass&ly of 
Urairaen of &r oqanizations of CI\EM, which decides on the p l i c i e s  ard 
areas of act iv i ty  to br carried out. CAEEl's nernbership includes: the Ck..ay?bcrs 
of Irdustry, Finance, and TOUfism;  the 1JatioM-l Agriculturists 

. Association; ard the Sugar-cane koducers k soc i a t im .  ?he tbntrz3itiona.l 
Praduct Exprters  Guild is a unit  of -1, through the Chamber of Irdustry. 

A B a r d  of Directors which represents each of the chambers and 
a s s i a t i o n s  aff i l ia ted to CAR4 is the hiqhest adiinistrat ive body unda which 
different wrking committees operate. 31; General b4-ger is i n  &rge of 
administration and reports t o  the Board of Directors. 

CMN carries out its ac t iv i t i es  through a group of working c d t t e e s .  
Ihe ind iv id~ui  camit tees  a re  tasked as follms: 

Ihe Private S c t o r  Qmft tec  is i n  charge of a l l  development ac t iv i t i es  
amaag -1's asscciattd organizations; establishes contacts and is the linking 
element between W V  and t h e  d i f  fercnt foreign chambers that  operate i n  
C;uatmala; and is also i n  charge of pramoting development of -1's ac t iv i t i e s  
throcgh organizations <and en t i t i es  that support the same objectives as C;\EM. 
Under this committee's ac t iv i t i es  several wrking meetings have been held to 
cmordirnte programs ard ac t iv i t i es  of the organize3 private sector. 



'Lhe Public Sector Ikvelqment W t t e  is in charge of ccxlrdinating with 
-nt agencies a c t i v i t i e s  to s u p p r t  d. anci medium enterprises. In  
this regard, meetings have been h d d  with the Ministry of kv=lopinent and with 
tbe Qaateaan hgue of -rative Fderat ions,  as w e l l  as w i t h  the 
Vi-Residency of the Republic. kaa these meetings four Working Commissims 
hwe been forned: 

b) ' Vegetable Develap~ent Cmmission; 

' c) Dxaw-back Industry Lkvelopment M s s i o n ;  and 

Ihe I n t e m a t i o r d  Organization Cc.mittee is i n  charge of developing 
projects which r-e s;?ecial financrrig, and is res-mnsible f o r  maintaininy 
a n t a c t s  w i t h  in ternat ioml  f inarc ia l  inst i tut ions;  with p t e n t i a l  sources of 
financing, erbassies, K * W . I ,  G e r a  C t , !  of Gzmrce, Spnish  h i  of 
CotL~~erce, IN, ard as; d with i n t e r m t i o r a l  developent  agencies such as 
AID, fDar CABEI, d l a t i .  

%he QrrJliunicztion and I n f o m t i o n  C b r m i t t e e  'is r e s p n s i b l e  for planning, - CqWiZing and iql-ting a ~ t i v i t i e s  throuqn the di f ferent  programs acd 
.-projects tl-mt CM3I ca r r i e s  cut; a t  the same time, it has the res-pns ib i l i ty  of 

-' '. . publishing newslettersr rugazizes and pampam#xlets related with those 
act ivi t ies .  Its respans ib i l i t ies  include the  establishment of an " i n f o n u t i m  . 
center" for  data on n e w  projects and projects being iiiiilemented, as w e l l  as 

. s t a t i s t i c a l ,  e c o d c ,  f inancial  and socia l  information on Guatemdla. 

. The Technical Transfer Cbmdttee has the res-oonsibility of programming 
training projects, c a o r d ~ n a t i r g  technical seminars i n  the muntry as w e l l  a s  
abtaad, and the prowSsion of advisory services for the supervision of 
operational and marketing processes. 

Ihe Bqmrts Cbn~?littee is respnsible for prorroting and increasing ex~orts,  
an essential  function of -1, since it is through this means tha t  the 
natioml ecoclomy w i l l  most 'likely recover. ?his emittee is also responsible 

a 

for ef fo r t s  to identify new markets, provide the neans of transportation, and 
enmurage exports. It is through this Committee t h a t  the &tiom1 Export 
Qordimtion Qnmission was integrated as a constituent part of the National 

Pramtion Cbuncil (COhVEX) . me Natiorul aport m r d i n a t i o n  
Oowaission is integrated by the Ministers of  Econony, Finance, Agriculture, 

Ebreign Affairs; tbe President of the Bank of Guatenalat a d  f ive 
representatives of the pr iva te  sector. 

me Ecm~dc and Social bvelopmcnt Cbmmittcc estab1';shcs the needs a d  
feasibility of projects to be developxi within tho sectors thii t  represent the 
ac t iv i t i e s  of a f f i l i a t e d  ins t i tu t ions  such as iigribusincss, mmufacturing 
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 must^^, cQ?msrce and tauism. The cumittee pays especial attention to the 
development of e c o d c  and social activity cf medium, small, and 
pimterpriscs. 

me Steering Cormittee kas established to carry out a developnent progran 
financed with USUD resources, and is responsible for reviewing, selecting ard 
approving prclpsals for subprojects to be carried out, as well as for 
supentising the development of the program and priodically infonxirg U S W D  on 
its progress. Similar Steering Corninittees m y  be established for other 
pr~grams .financed with international resources. 

Grant Agreenent Sig& with AID 

Ilurim Ihrch of 1985 a  US$^ -5  million Grant Agreement was signed between 
CAEM and U S U D  to finance a "Private Sector Development Coordination 
Program." Through this agreement, CAEM assumed responsibility for increasillg . 
private sector participation in programs pranoticg productian of 
nontraditioml export products, and in events of the Caribbean &sin 
Initiative. 

Activities ccnterrplated under Grant Agreement, Project 520-0337, are: 

A. Pri~te Sector &velopment SubProjects Ccmpnent 

kl Sub-Project: Pronotion of W c d  Exports £ran Momostenango. 

Grant: ~~$350,000 

This subproject, implemented by the Developnent 
Budation (E'UNDIP), is destined to producc 
quality wool products suitable for exprt, and 
includes assistance in ovine productibn, wool 
processing and weaving, and nurketing of wol 
pmducts. 

A 2  SubProject : Miaoenterprise Development 

Wer this sub-project and with AID'S approval, 
providcd through Xinplmentation htter No. 23 of 
June 11, 1306, a sttdy for "Micro-Enterprise 
Dcvclopncnt i n  Giritmla City iurd Q~ctzal tcrlanga" 
was mrricd out by AOG'ION/AITIX. 
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B. lk&nical Assistance and hain* for Fri~te aterprise Production 

8.1 Subproject: IESC Technical Assistarre to 

. . Under this sub-project, the ~chr;olOgical 
mdation ( E W T Z )  receives technical assistance 
froa the Internatioml mecutive Service Corps 
(-1 

8.2 SubProject: Development of- aterprise Sub-projects 

Grant: US$98,000 

Under this subproject FUREX2 is carryi~q out an 
irrdustrial sewing training activity, and a 
training progra;n for sewing-machine mechanics. 
I 

8.3 Sb-Project: Training for Private Sector Executive Ieaders On - Nxtraditional Exports 

Grant: us$200,000 

l h i s  subproject includes studies to prcnote the 
dormation and improveinent of business clbate 
suda as: drawback industxyt oommercial and 
irrdustrial free zanes; parastatdl enterprisest 
and other private sector policy areas such as 
sqprting activities in conjunction with CONAeEX 

Under this subproject, -1 suhnitted for AID'S 
appml  the proposal to contract Kurt Salmon 
Associates to carry out a study for the drawback 

. . industry in the country, to increase matanalan , 

particiwtim &er this activity within the 
Quibbean k s i n  Initiative. Ihe study M a cost 
of U~$l4l, 250. 



Guibbean Basin Initiative (cBI) Prcmntional 
Activities 

Respaasible: CAEM 

Under this activity, CAEid has uxzdinated the 
Guatewdlan participaticn at the C/CAA axference 
in Miami. Am,- other events on the CBI, CXP1 
has organized a retreat on "Preparing a Strategy 
and Action Plan for the Piivate Sector to 
Increase W r t s  through the Caribbean Basin 
Initiative", as well as a seminar an "Guatemala's 
Situation in Relation to the Other Quntries 
Participating in the Caribbean Basin Initiative". 

Study of Privatization of Fhrastatal Ehterprises 

Rspmible: W e ,  Mrnk & Associates 

Grant: US$50,000 

'Po carry out this feasibility study on the 
privatization of prastatals, USUD axtractd 
the services of Keene, h b n k  Associates, who 
initiated their activities in April 1986. The 
mmnitment for this stuciy was for US$100,000, of 
which CAEX4 mtributed half and U S U D  the other 
half. 

Res-ible: CAEY 

Want r ~~$74,000 

Quntezprt Contribution: 4100,000 

This component includes funds to cover project 
annagenlent costs. 

External Audit for the hrogram 

Responsibler AID 

Grant t ~~$10,000 



Wer the grant agreement described above, CAEM has proven to be an active 
atxl efficient chamel for r m c e s  destined to p r i ~ t e  sector development. 
Weedr  no other nonprofit private sector organization has demonstrated the 
same bred* of mverage or iqlecqtiq capacity. lhus, as an 
administratively amptent wbrellc orgzniza tion, bmadly representative of 
@ a t e  interests in t h  field, =1 is a logical choice for grantee and 
m i n a t o r  of this project. For to perform satisfactorily w i t h  an 
additional project wrk load, it will ned at least three additional 
supporting staff: a c'nief of part.j/senior advisor: an executive assistant to 
backstop the senior ad.risor, e. g., in f tlnctians related to free trade 
muction facilities; and an econcnist. 

In evaluating the prating performance of CAM, the organizatiaa's return 
an total assets (net in=ane/total zssets) and return on equity (net 
hcmc/equi ty) , 14.928 and 22.68% resgecti~ly, aid in estimating the results 

. of its asset utilization and in =suing how healthy its bttm lins is. 

The PED Project will support C;\= to maintain its existing base, implement 
policy dialcgue activities, and dee-gen its relations with the target 
pqulation, snrJll and cedim entresreneurs and r~ntradi tional exporters. 
Indeed, CAM's strocg relations with the project target beneficiaries will 
facilitate delivery of technical assistame, and improvement in coordination 

-.&- of activities asigned to other participating private sector institutions. . 
On the basis of the foregoing analysis, US?UD/~uatearrila has detemined 

that the aumber of entrepneurs is administratively capable of carrying out 
its functions uder the project. 
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OIAMBER OF -ENEURS 
B A L A N C E  S H E E T  

W 31, 1987 . 

A S S E T S  

Cash and banks 
Acce,unts receivable 

TCnaL CURREKT ASSElS 

E'urniture and fixtures 
Office qipent a d  supplies 

(0) Accumulated kpreciation 
l W l X  FIXED ASSEE 

D63FERRED AssGIs 
* .  

Organizational expense 
. Charges prepaid 

TOTAt DEFERRED ASSEE 

LIABILITIES AM) EQUITY 

. Accounts. payable 21,304.69 
Creditors (Chamber of Chmrce) , 25,250.00 

lWI'AL LLABILJTIES 46,554.69 

Accumulated surplus 
&proprinted surplus 
Owntcrprt contribution (CBI ) 
Uwpproprintd surplus 

mAL EWITY 
0 



mEQRMBERoF-Rmxm 

I N C O M E  S T A T E M E N T  

FOR ?HE YEAR ENDED M W  31, 1987 

(W -1 

Minazy Dues 
Extraordinary ' k e s  
Various Oontributio.as 
AID m a t i o n  

ZVIlAL RLITENUE=S 

EXPENSES 

AID b n . t i o n  
Petty Cash 
Publications 
B v e l  
Office Supplies 
Ripairs and Maintenance 
&presentation N fairs 
SerPinars 

, Training 
. W e m e  and Telex 
-istmas b n u s  
m M  
Severance Pay 
IGSS Ihployer 's 
Ckmtribution 
Rofessio~l fees 
lkpreciatiaa 
wes= 
Res 6 Qntributions 
mes 

mmL EXPENSES 
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The Guatdan b'hagement Association (Asociaci6n de Gerentes de 
&atemala, ACX;),  a mnr~rofit organization, founded in 1959, is organize? to 
strengthen the Guateaalan Private Sector through a wide range of maraganent 
-ices that ad*ess s_=ific business needs. AGG is an affiliate of the 
American Managenent Association and maintains close contact with its 
affiliates worldwide. 

AGG administers programs and activities in three main areas: ~ x ~ t i v e  
Raining and k v e l v e n t ;  mtrepreneurial, Information, and Meetings and 
seminar&. A description of AGG' s different programs and activities follows: 

A. Executive Paining and Developknt includes: 

a) Specializaticn seminars for business managers and owners to update 
their kncwledge in nunagezent tools and techniques in areas such as 
finance, narketbg, and industrial relations. 

b) A cxxz1e;rentary course on integral managaent improvement tailored 
to provide G u a W a n  specialists with a good grasp of different 
factors whic? a L t t  business growth. This course covers the 
following areas: finance, marketing, emnDmics, advertising, 
mnagement strategies, 

c) Informtion systegrs workshops whose purpose is to familiarize 
executives with c3rmputers and software. These m r k s w s  also covet 
tcpics such as database management, integrated spread-sheet programs 
and mrd processiing. 

d) Intrauxgany d n a r s  designed to improve management procedures of 
specific businesses. 

e) A scholarship pr&am started in 1983 facilitates Guatemalan 
entrepreneurs access to short-term production and maxketing 
mnagement courses in the US. ~~lU~/~uatemala has been the leading 
6upprter of this program. 

B. htrepreneuri a1 Infomt ion 

AOC pblishes a monthly business magazine entitled Gerencia, the 
organintion's official journal. Gerencia is the mst important an3 
widely circulated business publication in the country. 

Also, AGG prepares video programs an business-related topics. 

C. Meetinqs and Seminars 

AGG holds weekly lectures and several mnferences each y m r  to 
maintain its members well acquainted with current nunagerial, 
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m c ,  and exprt-related issues. FU; estimates that an average 
of 100 people participate in each of these events, ~~udliy sponsored 
by me or =re private Guatemalan ampmics- In addition, AM; holds 
an annm1 general assembly ir: which its Bard of Directors presents 
an annual repzt, and an operating budget is approved for the new 
a-ting period. 

AGG's affiliaticn with the Ainerican Ehnagement Associatian is of 
particular importance to this project because AGG can purchase AMA mrses, 
audiovisuals, and training of trainers prqram at a reduced cast. 

AGG has over 20CO members. SMEs are not blocked from A#; membership 
requirecents which are: 

Aperson hho mets a least one of the follawing characteristics: 

1. Mid OL high level ma~gerial position. 

2. Owmr or co-owner of a business enterprise. 

3. University graduate. 

Procedures to formlize adnission: 

1, Fi l l  out an admission application. 

2. 3 Association members as references. 

3, If m&rship w e n t  is made by a company, a note with letterhead 
oarst be suhnitted which indicates member's name and method of payment. 

General description of collection plicies an3 sancticns for members 
tb, according to AGG bylaws, do not remin in gooil stding: 

1. Overdue: %en a membership account is 3 manths in arrears. 

2. Suspension of Remittances: When a membership a m t  is 6 mnths 
in arrears. 

3. Membership Termination? bcmentary evidence of efforts in 
process of collection is required to substantiate a withdrawal fran 

Also, AGG has ernghasiza3 that its entry requiterrents are flexible enough 
to allow 8% managers or owners to join the association. 
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1. Integral Qurse on hecutive Imprwement 2 l/2 m. 
C P % / ~ o  &/week 

2. "Using hbr&processing i n  yuur Business" 300/400 20 hrs 

3. Executive-skill' Developent for Women 225/275 20 brs 

4. Interpretation of Financial Statements 225/275 16 hrs 

5 hbagement Principles 175/225 8. hrs 

6. &inagerial Prcounting 190/240 18 hrs 

7. Japan's EccPmtnic Developinent /5 N/A 

: -- 9. Sales: Every bbnager's Responsibility 175/225 16 hrs. . 
10. Symposium: kknagement Attitudes and 

the Ebture 15/25 4 hrs. 

11, "'Ihe Secretary: A key element 
i n  your Organization" 

14. Wrmen in Business 

15. Managerial mchange Program 
(Weekly lectures & conferences) 

36, Crcntivity and Motitntion in 
Advertising and Marketing 

17. Handling Stress ' 

18. Quality Circles 

19. Managenmt and W l i t v  Cocltrol 

225/275 12 hrs. 

N/A 

16 hrs 

20 *hrs 

16 hrs. 

8 hrs. 

12 hrs. 

12 hrs. 



20, Analysis and Interpretation of 
Fimcial Statecwts 

21, Risk Andlysis i n  Wbulen t  

22, Ecaxmics for PlhMgers 

23- brketing Planning 

24, Increasing Earnings through 
Management Improvement 

25. .Strategies for &arketing Services 

225/275 16 hrs. 

.300/3SO . 16 hrs. 

175/225 7 hrs, 

225/275 16 hrs. 

300/375 . 16 hrs. 

300/3S0 ' 16 hrs. 

In gauging KG'S effectiveness of its asset  ut i l izat ioa,  the return on 
average assets  o r  productivity r a t i o  of AGG for 1985 and 1984 is calculated 
belw: 

r n A L  ASSETS: 
B e g i ~ h g 0 f y e d . r  (a) 142,484 149,801 
md of yeat (b) 172,725 142,424 
Average (a+b) /2 4157,604.5 0146,142-5 

RATEOFRETURNON 
AVERAI;E ASSETS 

!he aomputed r a t e  of return uses average assets  because the return for the 
is being w e d  on assets  employed throughout the year. 

Although a m p r o f i  t organization, EGG'S return on equity (mE) for 1985 
and 1934, 15.403 and 35.448 respectively, depicts the return that can be 
expected on AGG for ~ i n t a i n i n g  its existing capital  base or for attractirg 
n& capital. 

- 



~ ~ . I E N T A S S O C I A T I O 1  
B A L A N C E  S H E E T  
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N 

. PERIODS W I N G  S E P T E A ?  30, 1985 AND 198@ 

A S S E T S  

1 .  Cash and due from banks 4; 732 14,179 
2 A#x,unts' receivable (net) 72,254 . 55,340 
3 Book inventory 10. 531 10,344 
4 Prepaid expenses 35,110 13,189 

m l A L  CURRENT ASSEZS 4122,627 93,652 

LIABILITIES AND aITY 
*-. 

7 Acaxnts payable , 
8 Acrued expenses 
9 Prepaid inccme 

IISNG-TERM LIABILITIES 

m 
. . 

Qpital stock 
m t e d  surplus 
Qpi tal surplus 
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I N C O M E  S T A T E M E N T  

-ship 2538425 37.9 222,524 46.4 
Seminars 2438499 36.4 134,905 28.2 
Book Editions and distribution lr227 0.2 921 0.2 
Magazine 82,237' 12.3 62,239 13.0 
Meetings 83,820 12.5 57,120 11.9 
Anti-Alcoholism Program -- - 825 0.2 
Other Revenues 4,362 0.7 593 0.1 - 

'lUl!Afa RENENUES 4668, 570 100.0 479, 127 100.0 

EXPENSES . 

Membership and Administration 237,733 35.6 200,946 41.9 
Seminars 2018535 30.1 122,554 25.6 
Book Editions and Distributiar 790 0.1 742 0.1 
Magazine 998738 14.9 72,774 15.2 
Meetings 95,647 14.3 56,537 11.8 
Anti-Alcdmlism Program - - 2,289 0.5 

m A L  EXWSES 635,443 95.0 455,842 95.1 

Increase in Reserve for Debt 
Overdue 118061 1.7 68671 1.4 
Extraordinary Payment to Paccio s 13,536 2.0 -- -- 
NET IW3E Q 8,530 1.3 16,614 3.5 

b 4 
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In recent years, SI% in general have not benefited frm the know-htrw and 
services that AGG provides because AGG's prtfolio has been aimed at the 
-try's large businesses. ~Hevertheless, ffi has strongly indicated that 
changing this situation is high priority, i.e., creation of an S E  kvelcpment 
Center. Wing into account that its Board of Directors has demnstrzted 
ample interest in 91Es, AGG, as Gutemla's leading organizaticn of the 
managerent-oriented services, training arid technical assistance, is a logical 
selection to carry out the SME componaqt of the project. Implementation of 
this project fills a vacuum assuring *at 3% interests are includect, in ACG 
policies and prqram. Therefore, this project builds on the strerrjths and 
advantages of operating through a we.Ll-g~olrrded, actiomriented private 
sector organization. . 

For the project, AGG will need at least three new project-specific 
pitims: an S3E manager to plan, organize and &tor AGG's !%%-oriented 
activities; a specialist in S I E  technical suppxt services to identify 
technical assitance/training op_oortunities for and nerds of !3&; and a 
secretary. 

Investments in rranagement training have signi f icant rates of return. Poor 
auanagmt practices have been identified as a key constraint to gro9*~h faced 
by SI4Es. The project will initiate a Socess oriented to curb igmrccze and 
improve czmqerial abilities. m e  proSect will, through AGG, improve 
vocational skills and magerial prcdcctivity cf the pri~te sector 1-r . -. force. Recent experiences (e.g., GEGl/A% in Panduras) have dewnstrateci that 
a modest investment in nanagement training yields extremely high returns 
(seven to tenfold retms are comn). 

On the basis of the foregoing analysis, USAID/Guatemala has determined 
that the Qmtemzlan Management Association is ad;ninistratively'capable of 
carrying out its functions under the project, and that its "corporate growth 
strategy" ccmplements and supports project objectives. 

I. me Mntraditional kduct Ekprters Guild, a nonprofit trade camittee 
i assigned to the Qlambcr of Industry of Guatemla, was founded in &y 1902. 

me organization was created through the efforts of a group of exporters who 
decided to organize an institutional m y  to represent them. The Guild was 

b formed to serve as an effective means of communication with other 
organizations of the private sector, and with the public sector, in areas 
related to production and particularly exprts. 

The fundsJncntal purpose of the Guild is to protect. the interests of the 
exportiry s~rtor and to work for the establishment of fiscal incentives to 
encourage production. The Guild is also established to elinlinate plicics and 
obstacles that in one way or another l~indct the ex~xJrt of Guata~lan products 
destined for intcmtiolml rrutkcts. 
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The Guild is an example of the achievements that can be attained through 
nobilization of mutual interests to reach anbitious goals by overconing 
mtraints which obstruct growth of Guatemala's e-rt industries. Currently, 
the Guild represents a large number of private cmpanies that are dedicated to 
exprting. Its activity contributes effectively to increasing Guatenala's 
international trade ard improving Gutemla's trade balance. 

To protect the interest of its members. 

'Ib promote Guatemalan nmtraditional exprts. 

To -rate with institutions working to better Guatemala's 
aownercial relations on an international level. 

'Ib propose, through CAEM and the ol-r of Industry of matemla, 
legislation which supprts increased exjjrts of mntraditio,?al 
prcducts. 

Tb foster improved relation with countries that bprt Guate~alan 
pducts. 

Tb prarrote, with eyery means within its reach, the creation of an 
m r t i n g  mentality, not only in the private sector tut in the 
public sector as well. 

2b develop an international and national campaign to improve 
mtemla's image as a true exporting country. 

To create awareness in Guatemalans that what is made in Guatemala 
is well made. 

lb cooperate with nationat and international lending institutions 
in finding new sources of financing for the export of 
mtraditional products. 

'Lb propitiate tine creation of a credit insurance system for 
exports that hould guarantee national exporters pyment of sales 
made internationally. 

'ib maintain goad relations am~lg its members, and to provide 
required institutioral support. - 

8. W\YS IN WICH THE GUILD COOPERATES WITH THE GUA'TIMUW KXr;93ED! 

Ihe mild has mjor respxlsibility to the industrial, agricultural ard 
agr-xporting sectors. Its actions reflect different areas of economic 
activity in Chatcnula such as; 

e 



kctivation of the capacity of the country's industries that have 
reducsd their export production because of international market 
deterioration. 

B p r t  production which creates jobs allowing many m a t m a n  
families to improve their social and economic situation. 

m r t s  of Guatemalan nontraditional products that generate 
foreign currency which contributes to improve the country's 
balance of payments. 

Cbntr ibution to the diversification of Guatanala ' s industrial and 
agricultural production, thus reducing the country's vulnerability 
to detrimental external factors. 

Inp~ovement of the service sector, especially in sea, land and air 
transprta tion. . 
Improvement of external financing to allow private exprting 
sectors to increase the volume of their international sales. 

C. SERVIa PROVIDED BY THE GUILD 

I, At an Instituticnal Level: . 
Ftmctions as an interest group and lobby before the Government 
to propose practical solutims to problems caused .by 
bureaucratic regulations in the exprt process. 

Holds periodic discussions w i t h  Central Bank authorities to 
solve foreign exchange problems which restrain acquisition of 
necessary raw materials .for production in the export sector. 

Participates in policy negotiations on export promtion. 

Cboperates with public and private organizations in promsting 
Guatemalan ptcducts in international markets. 

Works actively with the E?ank of Guatemdla and private' 
financial institutions in searching for new sources of 
financing for the export sector. 

Maintains relations with institutions that promte imports of 
poducts ftorn developing countries. 

2. At an Oprational Level: 

a) ' Provides supprt to its members in spccific activities. 

b) Directs to its members all rgucsts for Gtatcmalan products . 
that are rcccived from international markets. 
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Rovides support to international buyers and/or investors 
that cane to Guatemla. Potential buyers are placed i n  
personal contact with local prcducers/exporters. 

Offers its members WOrksh~psr muses and s e m i ~ r s  on 
krternatimal trade and export-related topics. These 
activities a re  jointly implaented with inst i tut ions such as: 
Bank of Qlatenala, Universidad Rafael Landivar, the Chanber of 
ktrepeneurs, and the Guatemalan h h a g e n e ~ t  Assoc~at.ion. . 

Participates i n  discussions of mmmercial t rea t ies  and 
agreenwrts that  Guatemala signs with third world countries. 

!Ihe Guild has over 400 menbers whose products range frrm wicker 
furniture to processed food products. Small and nedium entexpqises are not 
excluded urder the Guild's admission requirements which are: 

1) To be an individual o r  cosnpany legally organized to operate i n  
Guatemdla. 

2) To submit an application, providing the informtion requested 
therein, so that it can be analyzed 'by the Guild 's hxrd of 
Directors. 

3) To pay an entrance fee of Q1OO.OO. 

4) 'ib pay a 0.120 fee for the f i r s t  t r k t e r  of membership. Annual 
fee: 0,480. 

Em to m r t  to the EEC 
Clothing Manufacture 
kpxt on International Trade Cbnference 
E p x t i n g  Procxssed Agricultural Products 
&porting Rrishable Agricultural Products 
to West Geruny 
Intermtiom1 ' Trade 
Chatemla Present and h t u r e  i n  the CBI Quntries 
Small and Medium m r t i n g  Firms 
Fbd Irradiation 
Guatcnala Present & Ebture i n  the (1DI 

&port blicics and Cred i t  Lincs Available 
Qmtcmala, Roscnt & I;\lture in the CBI Context 

13 U.S. IUrnittire mrket Bclwvior 31 
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Mid Level Training on Export Production & Marketing 
Design and Developent of w r t  Projects 
Interrational Trade Conference 
&port ~echnicpcs/CXletzalte~ngo Guild Members 
Prcmtional Seminar on Public Sector Trainirq 
International Urkets for Shrirrp and Crawfish 
E p r t  Prospects to Central &mica from mope 
,C;uatenala's Foreign Trade: International 
a t l o o k .  for Export Promotion 
Iscport-Oriented Vegetable Production in the Highlands 
New Ebreign Exchange and Export Laws and Regulations 
Pilot Seminar,on Public Sector w r t s  

E. srA& 

?he Guild has a small staff of highly qualified professionals, 
technicians and support persannel consisting of 28 people: 

Existinq Staff 

General- Manager 
Dircctor/iQr ibusiness Project 
Promtional Events 
Marketing Research 
Investment Prom t ial 
Demnd and Supply 
Cmmrcial Information 
Braadcas t ing 
Eata Processing 
bumcnta t ion 
Training 
Expxts Strategies & blicies 
m r t e r s  Commissiaxi 
Institutional Development 
Wtzal tenango Branch 
finance ard Accounting 
'IDTAL P~PESSIONALS AND 
TMHNICIIWS 
Support Staff (Secretaries, etc. ) 
IDTAL STm 

New Staff Requirements: 

lkhnolgy Transfer 'md Training 2 
Ekpdrtcrs Qr~~issiu~s 2 

%to1 rcquircd ycrso~cl 
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- WIE NONTRADITTOSAL PRODIICT EXPORTERS GUILD 

*Arcas in which oddi t ionol 
staff is nccdcd. Totnl: 7 
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~ I T I O N A L  muJcl! G B O m  Gmm 
B A L A N C E  S H E E T  

Petty Cash 

BAM<S 
Ban- ktflustrial., S.A. 
Bmm de Ekportaci&, S.A. 

(xsn5ms 
4 Guild menrbers 

Guild members 
mloyees 
Other 

PREPAID E X P E b S  
Advance payments 

FMED A!5sms 
Plant and fixtures 
Conputer equipment 
Communication equipen$ 
tfouse furnishings 

LIABILITIES 
Accounts payable 

Creditors 
E'unds on account 

Payments of another 
Prepaid incane 

Guild members 
Reserves 

Lsbor liabilities 

MUITY 
Current period surplus 
Previous period surplus 
Ibnated surplus 

TCITAL EXlUITY 

WI!& LIABILITIFS AND W I T Y  



Fkgistration fees 

Membership fees 

Extraordinary fees 

mI dues 

Other 

Bulletin publication 

Ebotocqies 

Various publicat ions 
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mrt s convent ion 

&port on export supply 

kr6onal services 

MPmss 

Persrxlal services 

-Persaul services 

Eb terials and supplies 

Specific activities 

mAL mmsES 
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F. PRIOR W D  ASSISTANX 

~SUD/Guatemala Agribusiness Developnent Project (520-0276) $750,000 
grant assistance to the Guild is midy concentrated on agricultural prcducts 
W includes: 

1. Euket  Information System Activity ($130, COO) 

Statistical data system 

Inter- distribution system 

hamentation center to catalogue agricultural publications 
providd under this facility on a microcomputer, a nicrofih 
machine, printing of publicatians, subscriptions to 
pericdicdls, membership fees in trade organizations. 

2. PLILports and Investment Promtion Activity ($430,000)' 

a) Technical assistance to farmers for production, storage, 
processing and marketing of nmtraditional agricultual exprts. 

b) Systematic market searches through trade shows and wierences. 

cc) Policy studies and research focused on transportation, exprt 
taxes, foreign exchange, ard bureaucratic constraints on 
mntraditio~l exports. 

3. Informatim and Contingency ($1908 000) 

IXZW's Nontraditional Agricultural Ekports Su~port Project , 

(596-0108) assistace to the Guild is em,&asized on nontraditional fresh 
agricultural products and includes consuLting services to provide tecknical. 
assistance and training in the following areas: production techniques of 
nontraditid agricultural products, prqt-harvest management, export 
marketing8 trans-mytation, assistance in retrie~l and management of marketing 
information, and use of computers to provide information on product quality 
specificatiotls, international prices, and market trends. 

In addition, the project provides funds fer two microcomputers w i t h  
its correspading software, and provide funds to cover expeditlares for 
attendance to seminars, workshops and courses. 

=Is program complements U~AI~/Guatemala projects providing 
technical assistan*, financing and training to Guatemalan entrepreneurs. 
Missim activities suppxtincj export exyunsion have been complme:~ted by other 

projects: Wrport Promtion Ebd (596-0109), Export Agribusiness and 
Dcwlopncnt Pramtion (596-0123) and Exprt M~rugement Training. Mditicmlly 
KCW has sponsored rqional transportation ~d capital nurkets studics. 
lheir findings will assist both individual countrieo and regicnal apprmchcs. 
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RXM's assessment of the impact on nontraditional exports of air, 
, land ard sea transportation, will identify obstacles in this critical sector 
and will recanmcnd pragmtic solutions. This assessment will also assist the 
Mission in its policy dialogue on transportation issues. 

EMCAP'S capital markets regional analysis follows a similar 
apmch. Its findings will help identify ptential interventions by the 
R i ~ t e  Sector Program conducive to more efficient investnent mechanisms, a 
kty priorf ty for USAID/Guaterraia private sector strengthening objective, 

The Guild is amplifying its breadth and depth of services. Eight 
examples below are illustrat'ive of the type of activities which the Guild will 
be supporting (see Annex I). The PED pro 1 s t :  will caxplenent the Guild ' s 
existing activities by strengthening its capacity ta provide services needed 
mst by the manufactwing sector. 

.The strenghthening will include institutional suppart for at least 
seven new staff: In the Ccnr;?ercial Infomation Wt,  the project will 
provide for a com.ercia1 infornation analyst to select, examine, and pSlish 
amercial information; a docmentarian to research, classiey and catalogue 
supporting comercial data; ar,d a secretaz-y. For the Techmlqy Transfer and 
Rsining Unit: the project will supprt a technical assistant coordinator to 
channel and backstop consulting services, and a tehnician s.pecialized in 
quality control, packing, crating and transprtation. Finally, in t l e  
Ekprters Commissipns Unit, pr,oject funding will cover a processed fcd 
aXXdi~t0r and a nonfmd mrdinator to identify, promte and mnitor 
processed-fa and rionfood production and exports. 

The Guild's well qualified staff, collaboration in the design of 
the project, and Board of Directors strong interest in the project are sound 
reasons to expect that its particiwtion in the project wiIl result in 
effective iqlenentation. The Guild's fimcial analysis is favorable. The 
organization's acccunting pr&edures are cchlsistent with generally accepted 
accounting principles. As of March 1987, the Guild showed, a d&t-tmssets 
ratio of 0.086 or 8:68, as it had Q. 23,202.68 in liabilities, signifies 
low risk. Also, the Guild's return on total assets and return on equity, 50% 
and 42% respectively, are indicators of the arganization's efficiency. 

the basis of the foregoing analysis, USU~/~uatenula has 
determined that the Nontraditional Product Ekporters Guild is administratively 
c a m e  of carrying out its functions under the project. 
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IV. FINIUEIAL INSTITVTIOES 

me Bark of Guatemla (BG) is an autononous goverrnent institution, 
aeated by kcree m. 215, on kxrr$er 11, 1945. ?he BOG is Guatemala's 
central bank and its puqmse is "to promte the creation and maintenance of 
the monetary exchange and credit conditions mst favorable to the orderly 
dwklopnent of the national eco~l~ny." (Art. 2). The BOG is responsible for 
setting reserve require.-ts for the W i n g  systa, and irplenenting credit 
and monetary plicy. In its role as central bank, the BOG is Guatemala's only 
issuer of currency and o-wates under the direction of the Metary &ard 
(Junta Metaria), created in 1946. 

The Wnetary Board consists of: a President and a Vice-President (both of 
wham are also President and Vice-president of the BOG res~ectively) , each 
aminted to five-year terns by the Presicient of Guatenala; three government 
ministers who serve ex-officio; a representative an3 an alternate elected for 
five-year tenns by Congress; a represeqtative and an altemte elected by the 
cammsrcial, industrial, agricultural charrkers hao serve one-year terms; a 
representative and an altermte elected for one-year terns by the Guatemlan 
Bankers Azscxiaticn; and a representative and an alternate from the University 
San Carlos who serve one-yar terms. k superintexldency of banks also exists, 
subordinate to the Pbnetary Board, which inspects the banking system. 

Thc BOG attempts to maintain a satisfactory level of economic growth via 
two win channels: (a) fidcciary operations of internal or exterm1 nature; 
and (b) opeiing of lines cjf credit or discounting £0: natioml financial 
institutians. ?kc ECG has a variety of sepante departments dealing with 
exchangecontxol, sector ecommic studies, foreign trade agreements and other 
areas concerning administration of the mney sqply and the country's 
financial system. 

The EOG operations have traditionally been characterized as soundly 
m . g e d  and employ up-to-date administrative techndogy. USFUD has wrkad 
with the Bank's Credit Department in organizing and inplenenting discount 
credit lines uder the Rural Ehterprises (520-0245) S~?lall Fhrmer Wketiq 
(52(F-0230) and Agribusiness IkveLopnent ( 520-0276) Projects. 

The Cbatcnulcin Financial Chanber is a nmprof it, apolitical, autonomus, 
private entity with legal capacity fo& by Guatemalan private financial 
institutians. The Clumber was establishEd in 1975 and is affiliated with the 
Ctwmbcr of htrcpeneurs, CADI. The chamber has as its basic purpose 
axxdimtion of actions and efforts undcr the policy guidance of the mrious 
fin,ncial institutions represented in it. The follwing financial sectors are 
rcprcsentcd in the Q-r: commercial bmks, finaxe ampanics and invcstmcnt 
banks, insurance ccxnpmies, bonded warehouses and guarantee mmpnies. 
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C 

F I N W E  COMPANIES 
AND INVESTRENT BANKS OTHER FINANCIAL 

INSTITUTIONS ** 
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AGaus 

To represent the financial sector in aspects of general nature 
or pertaining to financial institions. 

rn collahrate with financial intituticns .and initiatives 
harking for the ew~cmic enhancement of the country. 

To protect and defend the rights and interests of its 
associates, and promote .interaction between the mPmbPTs of the 
financial community. 

To participate in and aperate with studies related to 
mtemala 's economic and social problems dealing with the 
interests of Chamber associates. 

To s w r t  the principles of a free market econany. 

Tb protect general and specific interests of its,members 
before governmental or private, nationdL or foreign, 
oqanizat ions. 

To pramte ex&mge of knowledge and experience. among its 
associates, and identify sources of technical assistance and 
training for them. 

To participate ,in nationdl and international meetings, 
representing the financial sector when necessary. 

To 1- for laws and regulations considered necessa~y for a 
' 

better development of domestic financial activities. 

Tb maintain relations with the other national or international 
private sector organizations. 

lb  act as am3 cable referee amng its numbers. 

To provide its members with all a ~ i l a b l e  infornution related 
to financial activities permitted under Guatemjlan.law. 

lb carry out other activities of financial nature an3 pwpse. 

Chamber members are private sector enterprises in banking, insurance, 
warehousc-bontling activities, and other orgcmizations within the finance field 
as may be determined by the Chamber's General Assembly. 
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me -berms ad.ninistrativr md operational activities are 
distributed, according to the & x b x ' s  bylaws, m r r g r  a) the General 
Assembly; b) the Board of Directors; C) the General Mamgerp and d) Spccinl- 
Institutional CoGIPissions designated by the Ebard. 

%he -r associates have the right to: 

1) participate with voice and vote in General Assembly meetings; 

2 ) .  elect the mesl=ers the Board of Directors; 

. 3) be represented in the Board of directors; 

4) ex& the accocrnts of the 

5) orepresent other associates, or delegate their representation, at 
the General Assembly; . 

63 benefit £ran the services provided by the Chamber; 

7) request Qxmber institutional support in their negotiations with 
the Goverment autlmrities and other related entities. 

-. lhese rights are exercised through the associates' representatives or 
their alternates at the b r d . o f  Directors. 

1) Tb collaborate with the ChamSet in accunplishing its objectives. 

2 )  'Ib Pay the fees and cclltributions determined by the General Ass* 
to cover Chamber expenses. The nonpayment of three or m r e  ~nonthLy 
fees interrupts the rights of the associate. 

3) Tb perform, through their representatives, the respective functions 
for which they were elected, and the commissions assigned by the 
Board of Directors. 

4) m.attend General bsenbly meetings or delegate their 
representation in case they can m t  participate. 

5) ' lb  be part of a financial crydzation, and comply with its 
regul; tims and dispositions, acoording to their particular nature 
arrd firmcia1 activity. 
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E. THE WARD OF DIRECII3RS AND THE GENERAL FPWUZR 

The Board of ~ir&ors is the executor of the decisions made by the 
General Assembly, and is also res~nsible for the Chamber's management and 
attainment of gals. The board is forsned by a President, t m  Viceprssidents, 
a Secretary, a 'i'reasurer, three Executive Directors, and their respective 
alternates. The members of the Board are designated by the Chmber associates 
and elected according to the organization's bylaws. The Board meets once a 
mnth, and its functions include: the airecticxl of the Chamber's operations; 
designation of institutio.ul emissions for specific activities; elabratian 
of initiatives and projects to be presented before the General Assembly; and 
execution of other activities such as membership agproval, recruiting of 
~~1tractors, presentation of the annual report, budget preparation, and calls 
for meetings. 

?he General Manager is in charge of the day-tday management 
activities.of the Chamber, and is respnsible for carrying cxlt,decisions mde 
by the Bm.rd of Directors. ,Use, the General Manager participates as 
Cberver, in Board of Directors and General .Assembly meetings,. and prepares 
M publishes the minutes of those meetings for the Qlanber's members. 

%be Financial Chamber, as a representative of Guatemala's financial 
W r ,  is a lcgical institution to examine the long-term viability of new 
financial facilities. In light of constraints such as high co1latera-L 
requirements for loans, that have placed limitations on Guatemala's financial 
market develop;ent, the Chamber is a de rigueur player in identifiyi~g and 
designing policy improvements. Further, its institutional support is required 
to improve the effectiveness of Guatenula's financial markets. Thus, for the 
project's potential interventions to broaden and enhance Guatemalan financial 
wkets, the Financial Chamber is a crucial organization to involve in 
defining research scopes, and' in coordinating and evaluating studies and 
initiatives that encourage a greater flw of credit to small and medium 
enterprise by doxestic financial institutions. The results of the Financial 
Mxkets RC? and the success of the SbE guarantee fund will depend, to a large 
extent, on the political will of the Chamber's mnbers. 

The mmercial kinks which have expressed a strmg interest in 
participating in the project's loan guaranty facility are: 

. . 

A. INDLISTRfAL BANK' 

Cilpitalized through investments from the industrial primte sector in 
June of 1%8r  the "Bmco Industrial S. A." initiated its operations with 
pidgin capi tnl of 03, 900,500 and authorized capital of Q25,0008000. M~inly 
oriented to industrial , c~ommercial and mrtgiigc transactions, by 19136 tho Eimk 
had total assets in t)c jmxlnt of Q520,C001000. 
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L As a publicly held company and in accordance with the law, the h i ~ h e s t  
authority of the bank is the General Assenbly of Stockholders, which elects 
the Pdministrative Couxcil, the H y  responsible for de f in i~g  the policies ard 
actions to be taken by the other administrative ent i t ies  of the institution. 

- 

Because of the assets that "Barm Industrial S.A." mnages, it is  the 
largest bank of the banking system, surpassed only by the Bank of Guatemala. 

?he banL. providcs services t1- - u g h  a system of 1 2  agencies, two af 
which are 1-tcd i n  the k ~ r t m e n t s  of Escuintlzl and Cuezaltenango. The 

Analysis of wthq Performance and financial Strength: 

t other agencies are 1oc;tted ir, five caunercial zones i n  the capital ci ty.  

I According t o  bank stat is t ics ,  loans have been provided t o  the follc;wii,.j 
sectors, by order of icprtance: I d u s t r i a l  (73.18), Construction (8.98), 
Omnerce (9.4%), Zgriculture (381, Livestock (2%) and others (3.6%). 

Ratio of Irx~ls  and Discounts to  Paid-in =pita1 

Between 1985 ancl 1986, the loan t o  paid-in capital ratio incrmsed 8 
percent. ?his indicator s h a ~  an increased number of loans or a highcv- 
average l a m  size during 1986 as  c o n ~ c d  t o  1985. 

Ratio of De_msits to  bans and Discounts 

During 1985 the rat io  was 1.4. In 1986 it increased to  1.8, which 
means on the one harid a greater attraction of resources in the form of 
savings, and on the other an increase i n  the bank's l i q i d i t y .  In 
w i n g  terns, this  reflects the decrease in attractiveness of foreicp 
exchange-denominated investments and the lack of alternative savings 
instruments m i l a b l e  in the mmmy. 

Ratio of Paid-in Capital Plus Deposits t o  Loms and Discounts - 
This rat io  changed from 1.5 in  1995 t o  1.9 in  19%, which shows the 
b;mk's financial s tabi l i ty  since, for each Quetzal lent, it has 150-200 
percent mrc i n  available resources in the form of d e p s i t s  a d  
cowrate capital. Deposits i n c r ~ s c d  by 38.3 percent in  1986 over 
1985. 

Ratios of Nct Income to Assets, Revenues and Paid-in Capital 

Rctheen the y e a r s  1905 and 1986, the bank showed increases i n  these 
three ratios. This rcsult derivod urdoubtcdly from a greater n u i r  of 
transactions and rr cJreater levcl of administrative cfficicncy. For 
example, for cad1 CXlctzal obtaincd as fimncial proceeds 19 cents went 
to not profits. Thcse ratios indicate a rcspctablc rate of return on 
assets and on m e r  'S cquity. A 37.6 pcrccrrt rate of rcturn on amer ' s  
equity for 1906 lncasures thc ultirnutc, attractive profitabil i ty of t h i s  

bank. Ihc nct inco~nc to rcvctlucs ratio, cxcccdincj 9 pcrccnt i n  1386, 
i o  also an important measure of the h n k ' o  oprat ing pcrfomncc. 
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-ison for Years 

(In 'Zhausads of ~~etzales)  

1986 1985 

a) Loans and Discounts = 249,922.2 = 10.0 23L136.9 = 9.2 

Paid-in mpital 25,000.0 25,000. 0 

b) & p i t s  = 448,422.0 = 1.8 324,258.6 = 1.4 

and Discounts 249, 922 2 231,136.9 

-. - c)  Paid-in Capital + kmsita = 473,422.0 = 1.9 349,258.6 = 1.5 

foans and Discounts 249,922.2 231,136.9 

d) Net Imne  9,404.0 = 1.8% 5,450.5 = 1.4% 

Assets 520,552 3 388,100.0 

. e) Net I n a x e  9,404.0 = 19.4% 5,450.5 = 15.7% 

&venues 48,381.3 34,639.4 

f )  Net Income - 9,404.0 = 37.6% 5,450.5 = 21-83 

Paid-in Qpital 25,000.0 25,000.0 
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"mco del ~ a f 6 ,  S.A." operated with paid-in capital of Q9,150,000 
during fiscal year 1986. This capital will be increased by Q850,000 in 1387 
to support greater leding . 

The bank's legal reserve increased during 1986 by 099,987.40 to a 
LWanber 31, 1986 balance of Q3OL 138.28. 

Ihe bank's income exceeded expenses by Q3,313,703 during the f iscd 
year, representing 35 percem of paid-in capital and of capital reserves, 
which left a net 9rofit of 02,599,490 after ~ersonne l  and adninistrative 
bonuses +nd r e d s  were deducted. 

previous 
included 
kcwhr  
increase 

not havs 

User deposits entrusted to the bank continued to increase as in 
fiscal years, reaching 0203.2 million in Decocnber 31, 1986. This 
an increase of Q2L.O million over the mount of the period endi~g 
318 1985. The greatest increase was in savirqs depsits. The a v e  
occurr& despite a governrent withdrawal of 024.0 million. 

Given the liquidity level which "Banco del Caf6" had in 1986, it did 
to seek credit from the Centxal Bank or frrom other sources used in --- 

the past. ?he use of those resaurces was decreased. 

Analysis of -at ing Perfonrance ard Financial Strength: 

1, Ratio of Lruns and Discounts to Paid-in Capital 

Omprisons between the years 1986 and 1985 show an increase in 
paid-in capital. 

me ratio 11.6 increased to 11.7 in relative terms. I n  absolute 
terms, there was also an increase in the volume of loan and discount 
transactions indicating grcwth of the institution. 

Ratio of kpsits to Loans and Discounts 

These ratios increased from 1.7 to 1.9 due to greater attraction of 
resources in the form of depsits in 1986 over 1985. Deposits grew 
by 11.6 pcrcent in 1986. On the other hand, the increase in lam 
and discount transactians was wre &crate during this perid, only 
reaching one percent, in spite of the bank's advantageous liquidity 
poeition. 

Ratio of Paid-in Capital Plus Ihpsits to Loans Eind Dismunts 

The bmk shows in this ratio that, for each Quetzal lent, 
01.80-02.00 is available in the form of corporate capital and 
deposits. Comparing the year 190G with 1905 we can dctect an 
overall increase in the number of transactions of the institution. 



4. EBtios of Net I n m c  to Assets, Revenues and Paid-in Capital 
I 

All prof it ratios improved during 1986 over 1984. The ratio of net 
incune to paid-in capital can be taken as proof of the bank's 
psitive in- :*yield capacity since in 1986 the ratio reached 28.4 
prcent. ?his 28.4 percent return on investment is a valuable 
Micator for the bank to attrzct new capital a d  for its investors 
to expect a reasonable return. 

"BAN03 DEL CAFE, S.A." 

OaTlparison for Years 

lans and Discounts 
Paid-in Capital . 
Deposits 
lrwrs and Discounts 

Paid-in Capital + kposits 
Loans and Discounts 

Net Inaxm 
&venues 

Net Inccnne 
Paid-in Capital 



Establisked as a publicly held m p a n y  in Septanbcr of 1962, the 
"~anco Grarui & Tmsn" is trxtay one of the lamest comercia1 and m e g a g e  
banking instituticrs within the Republic of Guterala. 

Until 1385 the bank had 22 agencies, 9 of which were located outside 
of Guatercdla City, nakicg it one of the 2rivate 'oanks with the greatest 
representation within the country- ?he other U agencies are distributed in 
different zones of the capital city. 

%he bmk 's authorized an3 fully paid-in capital acounts to 
~10,000,000, Its total assets, according to the W ' s  financia statmnts 
through Decemkr 1985, .amcr~: to Q287,650,000. 

In a-rdance with its charter, the maxim authority of the 
institution is the General Asserably of Stockholders, ~hich a-wints the 
Administrative Comcil. This latter body directs the actions of and defines 
the plicies to be iplemented by ma~gerzent and by other adninistrative 
bodies of the bmk. 

Analysis of C&erating ?erfo=lrance and Fimi ' i ! .  Streng't: 

1. Ratio of Loa,'zs a d  Discounts to Paid-in Ca~ital 

A amparison of fzhe years 1985 and 19% indicates a small decrease 
of 6 percent for 1986 in relative tern. In abslute terms more 
loans &3j, disaxnts 'were provided in 1986 than in 1985. The 6 
percent decrease is accounted for by an incrase in the bank's 
corporate capital, which reached one million quetzales in 1986. 

2. ZBtio of Ce-msits to Lmns and Discounts 

me 1986 ratio versus 1985 ixrcased from 1.4 to 1.7 due to a 
greater attraction of resources in the fom of deposits. &psi ts 
ina83.sed by 28.7 percent in 1986 over the previous year. 

?hc activity in the loans ard discounts item has positive but of 
lesser magnitude, notwithstading the '&'s propitious liquidity. 

htio of Paid-in Capital Plus kpsits to Lrxlns and Discounts 

me ratios for the years 1985 and 1986 indicate that for each 
quetzal lent the h n k  has available as much as 0.1.5 to Q1.8 in the 
form of corporate capiw plus lmns and discounts. This indicator 
shOHS tht the institution has adequate financial stability. 
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(In 'Ihousards of Quetzales) 

a) Loans ane Discounts = 177,131.0 = 16.1 166,891.0 = 19.7 

Assets 

f )  Netfnmme 
. . ,  

&&-in Capital 

?he overall analysis of the above ratios indicates: a) the three b k s  
have a very favorable liquidity msiticn which, added to m r e  flexible or less 
cmservrrtive lending practices, muid easily enable them to increase their 
partfolio of l m t  and b) the three banks are very profitable which reflects 
their financial strength and managenent efficiency. 

USAID/Guatemla has determined that ali the financial institutions covered 
in this section are administratively capble of carrying at their project 
rcsgonsibilities. 
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I 

The National Exprt Promtion Council (Conse jo Naciorul de ~rcanoci6n de 
Exprtaciones, 03:iXPZX) was created on June 19, 1986 by Decree 307-86. The 
purpose of 03XAPEX, propxed as part of Guatemala 's new econanic package, is 
to establish a joint public sector-private sector institutional mechanism tc 
p&ote tho, grOwtI~ of Guatemalan exports. 

The idea of a high level council 'to address the constraints to increasicg 
expart growth first  arose under the Grand National Dialogue, a multisectoral 
eccrmc p l i c y  discussion convened in Pld-1985 by the Chief of State Mejia 
Victorts. The tedhnical couiission of the Dialcgce remiended to the Chief 
of Statc "the creation of 'a committee which kMlld recommend steps for the 
praantior~ of traditional and nontraditiml exports". One of the private 
sector's canplaints a b u t  the cu tme  of the dialogue w s  the lack of 
seriousness w i t h  which the government took many of the private 'sector ' s 
rec~nmendations. Indeed, aside from a line i n  thc Dialogrle report, no 
concrete steps were taken to follw up on the propsal of an export council. 

Within the newly elected government's process of consulting with the 
private sector on eccnanic pl icy,  the proposal for an export council 
reappeared. Again, in the docments presenting the Cerezo govement's 

.. - planned eronmic program, the commitment to-create such an organization was 
' stated. The justification fot the council was the n& to coordinate efforts 

so that Gualxmla's exprters could take f u l l  advantage of the new exchange 
incentives provided under the ecanomic stabilization program. 

Guatemala's stabilization program has now been i n  effect for wer a year. 
, A s  expected, the program established a mre orderly and rational set of 

policies governing trade transactions. The promise to  create a national body 
to promote exports ms promptly kept with the creation of OhWM, whose 
mandate is to senerate high level discussion ktween the public and private 
sz to r s  on ways to resolve obstacles to export growth. - - .  

OONAPEX's public sector membership, made up of the PAnisters of Economy 
(as chair), Agriculture, Public Finance, Foreign elat ions and the President 

A 

\ 
of the Guate~ulan e n t r a l  Bank, encompasses the Government entities which have 
juris2ic5on over the ~ r i o u s  aspwts of export trade. Private sector 
membership is similarly drawn from those parts of the ecanomy who export, or 
who provide services to  exporters. The five private sector representatives 
are rlonirnted by the Chamber of Ehtrepreneurs ( ~ h ~ r a  Rnpre.urial, GWl) , f ran 
the agriculture, f i m c i a l  tourism, -rative, industr ia l  and commercial 
suhscctors. A quorurn is reached when at  least s i x  members, three each from 
private and public sectors, are i n  attaxlance. kcisions are made through 
mcnsus ,  rather than nu jority vote. Ihc consensus provision was demmlcd by 
tho private sector to prevent 03rWEX from bccaming a mere rubber stamp to 
government policies. 
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?HE NATIONAL EXPORT PROMOTION COUNCIL 
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HINISI ER OF ECOHOMY 
(AS CHAIR) 

tlINISTER OF PUBLIC 
F INCINCE 

MINISTER OF AGRICULNRE, 
LIVESTOCK, AND HEALTH 

MINISTER OF FOREIGN 
RELA f 1 ONS 

PRESIDENT OF THE 'BANK 
OF GUATEMALA 
;:= ?,_;. .; -. . -.-- - - - ------ - . -- - 
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5 NOPllNEES FROM 
THE PRIVA'IE SECTOR 
DESIGNUTED BY THE 
CHAMBER OF EN'TREFENEURS 
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1. AGR I CULT URE 
2. FINnNCE 
3. COOPEHA'TIVE 
4. I NDUSTH I AL 
5- CUMPIERCICIL 
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Opening of the one-stop exgort center (a consolidated documentaticn 
facil i ty) to' db in ish  ad-ninis trative iopcdimnts and bottlenecks to 
export. Through this  faci l i ty ,  exprters  c m  process nost of 150 
transactions legally required to  make expo:t arrangc~mts. 

- 

Working group t o  prepare a draft of a civ i l  aviation law, t o  realize the 
government's cor;=sitncnt to o w  skies. 

The Cerezo Govenvnent has as  one of its main objectives policy m q e m e n r  
for supporting a private ~~lctlor-led eccmmic recovery in  "a country ~ h i c h  ).:!*- 

not been acccstaned t o  dialogue. " (President Ccrezo's rerrark in the c e r m n y  

Export Pramtion Cbnnission fo& by officials of the E?mk of G u a k e i i a  
and the Ministries of Firmce and Econany t o  considcr establishnenc of a 
revolving credit fund for exporters under a propsed IBRD project. 

1 inaugurating CG:39lX). me  creation of such a camcil  has been a spcif ic  
. A! 

- 1  objective for a t  least two years for L.?e Missim's p l i c y  dialogue related to  
export-led grokth a d  p r i ~ t e  sector/public sector cooixration. It can be 

I cited as  one of the specific actions the GCG did in  fulfilling the general 

7 covenant in the FY86 ESF balance of wents agreement to  take steps t o  
pramte exprts and private sector prcductive activities. 

Technical Mrk Group t o  revise and improve the existing fiscal  incentives 
for - export-producing companies. 

Integrated efforts on behalf of the p r i ~ t e  swtor  to  gain trade benefits 
granted to LCCs under schemes such as the CBI. 

Scge of m r k  for  a &tima1 E x ~ o r t  Plan. 

Working grwp t o  look into establishment and consolidation of ~ r t  
trading osmpmies. 

On the basis of the  foresoins analvsis, ~ ~ A I ~ / ~ u a t e r r u l a  has dntemined 
that CCNAPkX c ~ n  f u l f i l l  its-funGtion & a forum i n  support of the project's 
exportdriented policy dialogue activities. l'hese activit ies incluck 
assistance to  both public and private sector decision-makers in establishing 
constructive mi~unication, hscd  on analysis and negotiations, leading t o  an 
improvcd business environment. In addition, -EX is an appropriate 
i n ~ t i t u t i o t ~ l  mcchmian for the blission's joint activity in export devclopmcnt 
and pranotion with the World M k .  


