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PROJECT AUTHOR I ZAT I ON 

COUNTRY : Haiti 

PROJEO TITLE: : Provincial Enterprise Development 

PROJEO BUMBER : 521-0223 

1. Pursuant to Sect ion 106 of the Foreign Ass is tance Act of 1961, as amended, 
I authorize the Provincial Enterprise Development project for Haiti, involving 
planned obligations of not to exceed~12,000,000.00 in grant funds over a 
five-year period from date of authorization, subject to the availability of 
funds in accordance with the A. I .D. OYB/al lotment process, to help in 
financing foreign exchange and local currency costs for the project. The 
planned life of the project is five years from the date of initial obligation. 

2. The project consists of financial and other support for strengthening and 
expanding the avai labi l i ty of credit and supporting investment services for 
smal I, mid-sized and emerging businesses, particularly in provincial centers, , 

working through existing intermediate credit institutions. The long-term goal 
to which the project contributes is to stimulate the growth of the private 
sector of the Haitian economy, especially in the provinces, and to improve the 
we l I-being of the populat ion through employment and income generat ion. The 
project's purpose is to expand access to credit throughout Haiti, especially 
in provincial towns. T o  achieve the foregoing purpose, the project will 
finance capital grants, technical assistance, training and conmodi ties, as 
we 1 1  as audi t , evaluation and management services. 

3. Most of the project funds wi 1 l be obligated by a Cooperative Agreement 
with the Haitian Development Foundation; the balance will be obligated by 
contracts for project-related services. These obl ipat ing documents, which may 
be negotiated and executed by the officer to whom such authority is delegated 
in accordance with A. I .D. regulations and Delegat ions of Authority, shall be 
subject to the following essential term and conditions, together with such 
other terns and conditions as A.I.D. nay deem appropriate. 

Source and Origin of Comodi t ies , Nat ional i ty of Services. 

Connodi t ies financed by A. I .D. under the project shall have their source 
and origin in the United States, Haiti, or in countries included in A.I.D. 
geographic Code 941, except as A. I.D. nay otherwise agree in writing. 



Except for ocean shipping, the suppliers of commodities or services shall 
have the United States, Haiti, or countries included in A.I.D. geographic 
code 941 as their place of nationality, except as A.I.D. may otherwise 
agree in writing, 

Ocean shipping financed by A.I.D. under the project shall, except as 
A.I.D. may otherwise agree in writing, be financed only on flag vessels of 
the United States, other countries in code 941 and the cooperating country. 
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I.  BACKGROUND AND PROJECT RATIONALE 

A. Project Background 

This project builds upon a seven-year relationship between 
USAID/Haiti and the local private sector, aimed at establishing 
and strengthening credit institutions and increasing access to 
credi,t and related services for small and mid-sized industrial 
and agroindustrial enterprises; for microenterprises in 
production, commerce and services; and for construction and house 
mortgages. Three USAID projects have been implementing 
activities in these areas, all of which are scheduled to complete 
in 1991 or early 1992. Current projects involve substantial 
institutional assistance in the form of lending capital and 
technical assistance to a) the Development Finance Corporation 
(SOFIHDES) (Project No. 521-0154) ; b) the Haitian Development 
Foundation (HDF) (No. 521-0181); and c) the Haitian Mortgage Bank 
(Banque de Credit Immobilier - BCI) (No. 521-0163). 
These three projects have developed solid and viable financial 
institutions where none existed before, to serve major elements 
of the Haitian private sector which historically did not have 
links with commercial banks or access to credit on commercial 
terms. These projects have been implemented over the past seven 
years, a period of extraordinary political and economic turmoil 
in Haiti, during which seven governments have vacillated through 
contradictory policies, or have operated in a policy vacuum. The 
business community has been subjected to a variety of 
uncertainties, shortages, confidence crises, price fluctuations,' 
power outages, etc., which have seriously impeded not just 
investment growth, but even the basic ability of many industries 
to survive. A broad discussion of Haiti's current business and 
financial environment is presented in the next section. 

Operating in this often negative environment, the three USAID- 
assisted institutions, SOFIHDES, HDF, and BCI, have nevertheless 
scored some impressive achievements, as measured by the numbers 
of small businesses helped through loans and technical 
assistance, the numbers of people trained in business related 
subjects, the numbers of jobs created, and the volume of 
investment capital generated. However, much remains to be done 
to assist these organizations, as well as other private financial 
institutions, to continue to reach out to Haitian business 
people, including urban microentrepreneurs and emerging 
businesses, and to provincial enterprises at all levels. This 
type of outreach requires on the part of the credit institutions 
an increased level of planning, risk analysis, monitoring and 
follow-up, better communications and more complex logistics than 
serving their present clientele, comprising mainly established 
businesses in the Port-au-Prince area. Such an ambitious 
objective as extending credit and supporting sentices to 
entrepreneurs in several provincial centers cannot be achieved by 



the institutions alone without a significant level of outside 
help. The focus of this project, therefore, is to pick up w h e ~ e  
the now completing projects leave off, in extending access to 
credit and financial services to smaller and provinciai 
entrepreneurs. The project will provide strong incentives in the 
form of capital risk sharing, technical assistance, access to 
better information, etc. to attract both development finance 
institutions and private banks to expand their markets into the 
provinces. In the absence of the project, it is doubtful that 
any systematic extension of credit in the provinces would occur. 

B. current Buainesa and Economia Climate in ~aiti' 

As late as the middle of 1990, the private sector in Haiti 
remained cautiously optimistic regarding a recovery of economic 
activity, on the assumption that a successful democratic election 
would take place by the end of the year. Despite the success of 
the election, the failure thus far of the net: government to 
formulate a coherent financial or economic policy has turned a 
mild optimism on the part of the private sector to skepticism, 
and even pessimism. As a result, investment in tho' manufacturing 
and industrial sectors has virtually ceased, and consumption has 
fallen sharply. 

This economic slowdown was not precipitate 4 y  any direct actions 
by the new government, but rather by uncerrAnty and the uneasy 
feeling that the Aristide administration would be anti-business 
and would introduce policy measures detrimental to private 
enterprise. Even if this apprehension is not fully justified, it 
has certainly had a dampening effect on business activity, and 
several negative indicators can be cited. After almost four 
months in office, the new government has not yet defined its 
political or financial strategy, but has taken measures and made 
statements which have confused and frightened the business and 
financial communities. Examples include artificially fixing the 
prices of steel, edible oils, cement and rice, a proposal to 
increase the minimum wage by 67 percent, attempting to mandate 
the rate of exchange between the US dollar and the Haitian Gourde 
and publicly attacking the business community. This has caused 
confusion and resentment and has placed business leaders on the 
defensive with respect to negotiating with the government. Some 
observers contend that the private sector has overreacted and 
that the government is not really anti-business, but merely wants 
to improve pay and working conditions of lower level employees. 
Nevertheless, the present environment offers entrepreneurs little 
incentive to invest or import, even to replenish inventory. The 
prevailing attitude is one 02 "wait and see", along with 
reluctant preparation for the expected raising of the minimum 
wage. If government actions are reasonable and some positive 

- - - -  

I Data drawn from Walker, J. 6 Caprio, G., Macroeconomic Assessment, March 1991 



steps are taken regarding investment, tourism, etc., coupled with 
a recovery from the current recession in developed markets 
overseas, the level of demand and overall business activity could 
rise sharply, and the liquidity picture could change suddenly. 
For the moment, however, production is well below capacity, and 
businesses are being forced to make some tough decisions, such as 
eliminating marginal activities, laying off non-productive labor, 
and putting investment plans in abayance. 

In addition to government attitudes and policies, the 
macroeconomic situation is a major determinant of the business 
climate. During the late 80s and especially since the election, 
most economic indicators (including inflation) have been 
declining. Iriflation has declined from 17 percent in 1980 to an 
average of 10 percent for the entire decade of the 80s. 
Assisted by economic reforms in 1986 and 1987 and increased 
activity in the contraband importations of certain products, the 
Consumer Price Index (CPI) declined by 5 percent in 1987. Since 
then, increasing public sector debt gradually fueled inflation 
back to around 20 percent in 1990. As a result of reduced 
demand, inflation i.n 1991 has dropped to about a 10 percent 
annual rate during the first quarter, which could rise to around 
15 percent later in the year, if there is a pick-up in demand and 
business activity. 

Private sector investment has declined from around 10 percent of 
GDP in 1980 to less than 6 percent in 1990, with the residential 
construction sector accounting for most of this amount. The 
manufacturing sector has remained depressed, with very little 
foreign investment taking place. With a return to political 
stability and the introduction of a macroeconomic reform package, 
the investment climate could improve, but not before 1992. 
Public sector investment is only at 5 percent of GDP, and major 
increases are not expected before 1992. 

Exports declined 2 percent in 1988, stagnated in 1989 and 
declined 16 percent in 1990. Manufactured exports declined 3 
percent in 1989 and 7 percent in 1990, while the value of coffee 
exports fell 62 percent in 1990, after two years of stagnation. 
Manufacturing exports are expected to decline 10 percent in 1991 
and could be seriously jeopardized if the sector loses its 
international competitiveness through higher wages and/or higher 
retrocession rates. 

The public sector treasury deficit is predicted to be about 293 
million Gourdes ($US 39 million) for 1991, as per IMF estimates, 
and when added to the expected deficit created by the state run 
enterprises, the Central Bank will be required to generate 
approximately 375 million Gourdes of additional financing ($US 50 
million) . 



One of the most pressing economic issues for the GOH is the 
foreign exchange crisis, now largely dominated by the petroleum 
pricing policy and to a lesser degree by the declining 
performance of the export sector. The exchange rate between the 
Gourde and the U.S. Dollar, as stated in terms of the dollar 
premium above the historic 5:l rate, remained fairly stable at 
around 50-55 percent during 1990, then fell slightly at the end 5 
of the calendar year, after the December election. In 1991, the 
rate held steady at the 1990 average for the first three months, 
then fell to around 44-46 percent, mainly as a result of a 
reduction in imports. By May, the dollar had reached a plateau 
of 50 percent and many observers expect the dollar premium to 
rise i3gai.n slightly during the second half of 1991. 

In 1991, liquidity within the banking sector has regained its 
traditional high level, after dipping sharply in the spring of 
1990, following a relatively large increase by the Central Bank 
in reserve requirements on bank deposits. Most hanks continue to 
face a high-liquidity situation, with few new loans being issued, 
as investor confidence remains shaky and businesses continue to 
be ultra-cautious about borrowing. The portfolios of most banks 
havs generally deteriorated somewhat, as the percentage of non- 
performing loans increases, and emphasis now is on collections 
from current clients rather than on new lending. The present 
depressed business climate is likely to continue through the 
first year of the new project, when an upswing can be 
anticipated, if government policies begin to reflect a pragmatic 
rather than an ideological approach and investor confidence 
returns. 

C. Provincial Cradi t  

Lending in the provinces has thus far amounted to only a small 
portion of the private sector debt in Haiti. In 1986 the figures 
from the Central Bank showed that less than 7 percent of private 
sector credit was outside the Dbpartement de lrOuest (Port-au- 
Prince). In addition to very little provincial lending, term 
lending occupies a very small percentage of the total portfolio 
outstanding in the banking sector (medium-term credit being 
defined by the BRH as between 1 and 3 years and long-term credit 
as over 3 years). In separate studies, both Development Finance 
Consultants and Leslie Delatour indicate that the fine line 
between the two are blurred by the practice of rolling over lines 
of credit (i.e."evergreengl loans). Under these conditions, the 
temelement is not a relevant factor in the pricing of a loan, 
and therefore not in the pricing of the deposits. The presence 
of a stable savings and institutional deposit base (pensions and 
insurance funds) combined with conservative lending practices, 
has allowed banks to avoid perfectly matching their funding and 
thus to enjoy a positive liquidity position. 



Fiqures for productive lending, as a percentage of the-total 
commercial banks portfolios are summarized as-  follow^:^ 

Table 1 - 
Year 

TERM CREDIT USES IN COMMERCIAL BANKS 
-- -- 

For All Produotive Uses 

Medium & Long Long Term 
~ m r m  only 

13.0% 4.8% 

13.9% 4.3% 

10.2% 3.4% 

12.0% 5.3% 

25.0% 12.0% 

Industry 
only 

Long Tmrm 
only 

1.4% 

1.2% 

1.3% 

1.8% 

n/a 

For 1988, the data also show that of the aggregate portfolio of 
comercia2 banks, less than 1 percent was in agricultural loans, 
14 percent in industry, 4 percent in construction and the 
remainder in commercial and personal loans, for a total of only 
19 percent of the portfolio lent for productive uses. The 
financial system offers services to 8-10,000 corporate and 
personal borrowers, 75 percent of whom are found in the Port-au- 
Prince area, and to around 200,000 depositors countrywide. 

The financial sector's lack of provincial exposure for productive 
purposes is the result of three interrelated issues. The first 
is the generally poor macroeconomic environment which has 
persisted throughout the 1980's. The second is the inefficient 
legal framework in which the financial institutions must operate. 
This relates to the proper identification, registration, and 
protection of collateral. The third issue is that of the unknown 
borrower and the extra risk thereby implied. Banks in Haiti tend 
to be veql conservative, and are more comfortable dealing with 
familiar clients. The Central Bank estimates that loans to the 
10 biggest clients account for 75 percent of all credit offered 
by the formal sector in Haiti. 

Where projects in the provinces have been financed, it has been 
because they were backed by solid and woll-known investors. 
Although some commercial banks do have a few branches in the 
provinces, these branches serve mostly as clearing houses for 

The data. for the years 1983 to 1986 is from the report completed by DFC in 1987 and the 
data for 1988 was obtained from the report by Delatour in 1989. The latter has been adjusted for 
con-performing assets. 



activities between the provinces and the capital. The following 
banks have branches in the provinces: Banque de llUnion Haitienna 
(Cayes and Cap Haitien), Banque Nationale de Credit (Les Cayes, 
Cap Haitien, Jacmel, Gonaives, st. Marc, Jeremie), Banque 
Nationale de Paris (Cap Haitien). 

The two AID-assisted development financial institutiohs, HDF and 
SOFIHDES, have achieved at least limited success with lending in 
the provinces, HDF opened a branch in Cap Haitien in the Pall of 
1989 and to date has 60t borrowing accounts, with a total 
portfolio of 2.5 million Gds ($333,000). A recent study of the 
southern provincial town of Les Cayes has indicated sufficient 
potential for HDF to begin the process of opening a second branch 
in that location in the second half of 1991. 

Since 1988, SOFIHDES has financed 14 provincial loans totaling 
1.0.3 million ~ d s ,  of which 10 were in the agribusiness sector 
(6.1 million Gds or $812,000). Provincial lending has accounted 
for more than 50 percent of SOFIHDES1s portfolio growth since 
1988. Additional internal data from SOFIHDES show that for the 
same 4 years, agribusiness projects analyzed totalled 37.9 
million Gds ($5.0 million), of which 25.3 percent (9.6 Million 
Gds or $1.3 million) were actually financed. Of the projects 
analyzed, 60 percent were in the provinces and of those actually 
financed, 54 percent were in the provinces. These results 
suggest first that although there are a plethora of good ideas, 
only a minority are really bankable with traditional banking 
practices (term loans backed by tangible security); and secondly, 
that once an institution has acquired the proper risk analysis 
methodology, bankable prospects can be developed, even with 
traditional banking practices. We can conclude that with good 
analysis and innovative financial instruments, more of these 
projects could be financed, which makes the agribusiness sector a 
promising area for a financial institution seeking to encourage 
investment in the provinces. 

The foregoing observations underscore the importance of the risk 
factor. Proper risk assessment is a aine_cnts non to successful 
lending in the provinces. Familiarity with local business 
conditions and preferably a physical presence in the town where 
lending is being carried out, are fundamental requirements. To 
balance risk, institutions will need a well diversified portfolio 
to offset not only the higher risk of doing business in the 
provinces, but also the higher cost of monitoring and loan 
administration. If a provincial lending program such as the one 
being proposed in this project is to be successful, it must 
remain flexible to meet the individual demands of each project 
financed and provide for innovative risk sharing mechanisms with 
lending institutions. 



11. DETAILED PROJECT DESCRIPTION 

A. Project Goal and Purpose 

Tho projoct goal is to stirnulato growth of tka private sector of 
the Haitian economy, especially in tho provinces, and to improve 
tho well-being of the population through employment and income 
generatiom. Within this broad goal, the project seeks to expand 
capital availability to small businesses and merging 
enterprises, both in the capital and especiaJ,?.y in provincial 
ce~lters, so as to broaden and deepen Haiti's financial markets. 
Social well-being will be improved directly, though the creation 
of new jobs, higher incomes and increased financial stability. 

The project purpose is to expand acaosa to crodit throughout 
Haiti, aspocially in proviacial towns. ahis project differs from 
current and past credit activities in Haiti in its provincial 
focus. Priority attention with respect to both lending and 
technical assistance will be on provincial businesses, with a 
secondary emphasis on urban small-scale and microenterprises. 
Incentives provided under the project in the form of risk- 
sharing, TA and better investment information, are a necessity to 
attract IFIs to undertake provincial lending. The project will 
seek to channel resources to activities which will provide high 
rates of return, stimulate economic growth and create new jobs, 
by providing enterprises with the technical and financial 
wherewl.tha1 to produce more goods and services, both for export 
and domestic consumption. 

Be Projoat Outputs 

Activities financed under the project components described in the 
next section will seek to produce the specific outputs listed 
below (see Logframe, Annex A): 

1. A financial market established at the provincial level for 
private Haitian financial institutions to provide tsnn credit at 
marke* rates to small, mid-sized and emerging businesses on a 
continuing basis. 

2. Capability developad within the Haitian Development Foundation 
a) to manage a large ca~ital fund, b) to meet the credit and 
counseling needs of its expanding client base in the capital and 
severa1. major provincial towns and c) to operate as a self- 
sustaining development financing institution. 

3. A model established for ongoing provincial private enterprise 
development initiatives in several major provincial centers, to 
assist and motivate new and expanding enterprises by providing a 
range of technical and information services, leading to the 
identification, formulation and execution of bankable 
entrepreneurial initiatives. 



4. Management capability of Haitian financial institutions 
strengthened and their access to pertinent financial and market 
information improved through technical assistance, training and 
analytical studies of constraints, opportunities and operating 
practices. 

C. Project Components 

1. Capital Fund and Term Lending 

a) Organisation of the Capital Fund 

The capital fund under this project will be granted to the 
Haitian Development Foundation (HDF) and will be managed by the 
Fund Management Group (FMG), an autonomous entity within HDF. 
The funds to be managed will include not only the lending capital 
furnished under this project but also the present and future 
amounts accruing to the SOFIHDES/HDF trust, as well as any other 
funds which may be made available, such as PL-480 or ESF- 
generated local currency. Although references to '#The FundM and 
to FMG throughout this paper are almost interchangeable, strictly 
speaking, the Fund is the body of capital represented by deposits 
and its loan portfolio, while the FMG is the group of people who 
manage the Fund, including its Advisory Committee. 

The role of the F'MG, as well as the Fund, will be to provide 
financing through intermediate financial institutions (IFIs) for 
micro, small and medium enterprises, with emphasis in the 
provinces and loans for larger projects which have substantial 
provincial impact, especially with respect to employment. 
Project lending criteria dictate that end-use lending, with rare 
exceptions where unueually high employment generation can be 
demonstrated, will be to productive enterprises in the provinces 
or to small or microenterprises in the capital. Loans for 
consumption or productim agriculture will be excluded. 

Loans for low-cost housing will be eligible, even encouraged, 
under the project, through such intermediaries as BCI, SOGEBEL 
and MEDA, but the extent of such loans will depend in part on the 
results of a small pilot activity being implemented by MEDA and 
comprising 35-40 loans, to test the feasibility of mortgage 
lending to persons with $300 per month family income or less, 
using the antichresis concept as collateral. The results of 

Because of the lack of a cadastral system and properly mortga~eable titles in Haiti, the 
concept of antichretic lending is being studied as a form of loan security, wherein a loan is 
backed by the property's potential to generate income, rather than by the bank's right to foreclose 
and take title to the property. In antichretic lending, the bank may respond to a default by 
removing the borrower from the premises and finding a renter to continue payments, but the 
original borrower does not lose the property and can reoccupy a.fter the loan is repaid. This 
creative mechanism may permit lending to low-income households in Haiti or any borrower who 



this pilot, as measured by payback rates and possible court tests 
of antichresis, will not be known until the second or third year 
of the project. 

The FMG will manage the capital fund, with the objective of 
maximizing both returns to the Fund and the impact upon the 
target markets, while at the same time minimizing risk. This is 
admittedly a difficult task and will require skillful management. 

In order to attract IFI1s, the FMG will have to adopt a proactive 
market-oriented approach and retain the maximum amount of 
flexibility in negotiating terms with the IFIs. Potential 
clients to the Fund will comprise the entire private financial 
sector and in special cases, perhaps some publicly owned 
institutions. IFIs operating in the primary target market (i.e. 
those emphasizing provincial and microenterprise lending) will 
receive funding in tranches based on their need, while 
institutions making larger loans will borrow on a project-by- 
project basis. All IFIs will be approved as qualified borrowers 
from the Fund prior to accepting actual applications for funds. 
The FMG will be headed by an experienced banking professional, 
capable of performing project risk analysis. Applications will 
be reviewed and approved by the FMG1s Advisory Committee, 
comprising experienced businessmen and bankers4. Their 
decisions regarding allocation of lending capital among I F 1  
applicants will be approved by the central Board of HDF. All 
decisions on lending tranches to IFIs will be subject to the 
written approval of USAID/Haiti, by the Mission Director, or 
delegated not lower than the Chief of the Office of Private 
Enterprise. In the unlikely event of a substantive dispute on 
lending capital allocation among IFIS between the FMG1s Advisory 
Committee and the HDF Board of Directors, the matter will be 
referred to USAID/Haiti for resolution. 

To preserve the capital of the Fund, the funds represented by the 
SOFIHDES/HDF Trust will be deposited in the relatively risk-free 

is incapable of obtaining a perfected mortgage due to lack of title. The main drawback of 
antichresis is that it remains an untried concept and has never been tested under Haitian law. 

' Sophisticated and demanding analysis of this nature cannot be expected on a pro bono basis. 
Therefore, the FMG will be authorized to pay reasonable honoraria to members of the Advisory 
Committee, based on ihe actual degree of their participation. Similar compensation should be 
available to the HDF's microenterprise Advisory Committee and the HDFs overall Board of 
Directors. This was among the recommendations of the Price Waterhouse evaluation and was 
independently proposed by Leslie Delatour in the design team's discussions with him. Such 
payments would be set at a relatively nominal level, within HDF's budgetary capabilities, yet 
sufficient to serve as an incentive to participate actively. Board members* fees could be paid from 
the revenues of the lending program, or even from the A.I.D. support grant initially, as long as 
budgetary provisions are made for continuance after the project. 



mterbank market, while the capital funds provided under this 
project ($4.7 million5) will be used to finance the lending 
operations. Within the interbank market, the FMG will spread its 
deposits across the private financial system. Diversification 
will be achieved in the lending operation through the use of 
three loan categories: microenterprise lending, risk-sharing and 
non risk-sharing lending (see the next section, C . l . b ,  and the 
Technical Annex C for a more detailed description). 

The operational independence of the FMC will divorce decisions on 
lending capital to IFIs from the ongoing business of HDF in the 
delivery of its own microenterprise lending program. This 
separation is intended to avoid any possible conflict of 
interest, which could theoretl.cally srfse if HDF itself were a 
contender for lending capital and thus in competition for funds 
with other IFIs. Initially under the new project, HDF will 
continue to receive lending capital on a grant basis, as it has 
done under the current project. Given HDF1s foundation status, 
the higher risk nature of its clientele, and the added burden of 
its expansion into the provinces, cash flow analysis indicates 
that HDF will continue to require no-cost capital, at least for 
the early phases of the new project. In the current project, HDF 
has made good progress in growing its way out of operational 
subsidies and no longer requires an operating expense grant to 
carry out its present program. However, given the difficulties 
in expanding to the new target groups in the provinces, HDF is 
not yet ready to borrow capital funds on a competitive basis and 
will continue to need the full interest rate spread to cover its 
operating expenses. Nevertheless, one stated objective in the 
new project (in Output No. 2, Section 1I.B.) is to develop HDF 
into a fully self-sufficient institution. Based on cash flow 
records and projections during the life of the project, it is 
HDFts intention to move from a capital grantee to a capital 
borrower from the FMG, initially probably on concessional terms, 
and eventually on fully competitive terms. Negotiation of the 
initial concessional terms will be based on a proposal by the 
HDF1s Microenterprise Advisory Committee and analyzed by the 
FMG1s separate and autonomous Advisory Committee. Negotiated 
terms would be subject to approval by the HDF Board and the 
Director of USAID/Haiti, or his designee. 

For managing the fund, the FMG will earn a 2 percent fee, based 
on the total amount of funds managed. FMG will also collect from 
the borrowing IF1 a 1 percent fee for each loan disbursed. Since 
income from fees will rise as borrowing increases, and since 
start-up casts will be higher in the first year, the fee 
structure must be supplemented by an operating grant to the FMG 

ti  his amount, which represents the value of capital to be provided to the FMG under the 
project, does not include the capital grant of  $2 million to be extended to HDF itself by the 
project, to continue and expand its own microlending program and its provincial initiatives. 



under the project, until a break-even point is reached. The 
Financial Analysis, Annex D, shows when the profitability point 
will occur under various scenarios. A basic objective is that 
the FMG achieve self-sustainability during the life of the 
project . 
The staff of the FMG entity will comprise a managing director, 
who will be a banking professional, assisted by a financial 
analyst and a secretary. An Advisory Committee comprising 
representative members from the business and banking communities 
will review and recommend loans for the Board's approval. A 
long-term technical advisor is considered necessary for at least 
the first two years of the project to establish the FMG 
operationally. Thereafter, any TA needed by the Fund can be 
provided by short-term consultants under the Institutional 
Support component of the project. 

b) Term Lending 

Experience has shown that the Haitian fir-ancial sector has 
normally enjoyed a healthy liquidity position. Even with excess 
liquidity, long term lending to higher risk activities has been 
limited. The issue according to many analyses and reports is one ' 

of risk and not one of supply of funds. This has been most 
recently documented in a study of the Fonds de Developpement 
Industriel (FDI), which concluded that to tap the higher risk 
market, more effort has to be made in the area of risk 
identification, risk analysis and options for risk sharing. This 
strongly suggests that the FMG will have to put considerable 
emphasis upon flexibility and innovation in managing its fund and 
in devising workable incentives to increase loan demand by the 
IFIs. 

Until now less than 7 percent of the total credit to the private 
sector has been placed in the provinces. Historically, only 13 
percent of the total banking sector's portfolio comprises medium- 
and long-term loans for productive uses, the balance being loans 
for operating costs or consumption. In reality, this figure may 
be lower due to the common practice of "evergreeningW. Two of 
Haiti's public institutions have had poor records on term 
lending, not only foi productive purposes, but also to smaller 
provincial entrepreneurs, the 2rimary target market of this 
project. These institutions, BCA and BNDAI, are now in 
collection operations only and are not making or seeking new 
loans. 



The target market for the lending will be: 

i) Provincial small- and microenterprises6 
ii) Larger provincial projects 
iii) Port-au-Prince small- and microenterprises 
iv) Other projects with important development and/or 

employment generating aspects (as justified on an 
exceptional basis). 

This target market will be served through three distinct 
categories of loans: 

i) Microenterprise-directed lending: This category of loan 
will be directed to an IF1 whish will directly address the 
central objectives of the project. Depending upon the 
individual case, this category may involve supplying lending 
capital on concessional terms,. as provided for in the 
golicv PaRer on Financial Markets Develo~ment. Ausust 1988. 

ii) Risk sharing: In this category, the Fund will share in 
the risk of a loan. Some of the risk-sharing mechanisms 
might include subordinated debt, pari-passu arrangements on 
collateral offered, deferred principal payments, graduated 
interest arrangements, balloon loans, retractable bonds (or 
putable bonds), and revenue bonds. These options are 
discussed further 'n the Technical Analysis summary and 
annex. Loan guarantees and equity participation are other 
conceivable risk-sharing arrangement, but they will not be 
employed in this project because of policy constraints, or 
technical problems and management complexities. The most 

- 
There is no generally excepted definition of a "microenterprise". A.I.D.'s Microenterprise 

Development Program Guidelines, contained in Policy Determination No. 17 of October 1988 
suggests as an objective criterion the employment of approximately 10 people, but also recognizes 
other factors, such as low level of assets and revenue, rural setting, ownership by women, etc., 
where businesses with a larger number of employees should still bs treated as microenterprises. 
The guidance indicates that Missions may have to use a locally apgropriate definition of 
microenterprise (e.g. USAID/Dominican Republic sew the standard at up to 50 employees). HBF 
considers many, if not most, of its clients to be micranterprises, even though its average loan size 
is several times the 3300 figure suggested in PD- 17. However, average loan size to 
microenterprises in this project will be significantly less than under the current HDF project, 
because of the provincial nature of the market and the expected participation of MEDA and 
FHAF, which specialize in very small loans. HDFs interpretation of microenterprise is typified 
by an enterprise owned by persons at least in the poorer half of the population (noting that Haiti 
is the poorest country in the Western Hemisphere) and often woman-owned or operated. Another 
criterion for an eligible microenterprise is that it is the smallest business entity viable enough to 
succeed at its chosen activity and capable of undertaking regular debt servicing with a financial 
institution in the formal sector. With these factors in mind, the term "microenterprise" in this 
paper should be interpreted broadly enough to include small-scale businesses, operating with 
minimum capital and owned by the poorer half of the population. 



important factor in risk-sharing is to require the IF1 to 
retain sufficient exposure to ensure prudent management. 

iii) No Risk Sharing: This is a straight lending operation, 
where an IF1 for mainly internal reasons, decides against 
using its own funds to finance a project in the provinces. 

2. Provincial Private Enterprise Development 

a) The Concept and Objeatives of PPED 

This project component arises out of a comprehensive study 
commissioned by USA1D/Haitits Office of Private Enterprise (OPE) 
and undertaken in 1990 by an experienced local consultant. The 
study comprises both an activity proposal and an operations guide 
for its implementation. With its emphasis on extending credit to 
the provinces, this project provides an ideal vehicle to 
implement the Provincial Private Enterprise (PPED) initiative. 

The objective of the PPED component is to make accessible to the 
provincial entrepreneur the same range of business services which 
are already available in Port-au-Prince. Examples of such 
services, which are largely unavailable in most provincial areas, 
include information on markets, suppliers, prices, etc.; 
assistance with techn:Lcal specifications and product design 
requirements; documentation requirements for credit, licenses, 
incorporation, etc. Private sector investment, as well as most 
government services in Haiti, are highly centralized in the 
capital city, to the detriment of the provincial entrepreneur. 
Few financial institutions are represented outside of the 
capital, and some will not make loans in the provinces. 

It is evident from USAID/H outreach activities in 1988-90 that a 
sizeable pool of entrepreneurial talent and demand exists in the 
provincial centers. These businessmen and women are ready to 
invest their time, energy and money in projects in their cities, 
but hesitate because of the myriad obstacles, both real and 
imagined, that stand in their way. The PPED activity seeks to be 
the catalyst to bring supporting services to provincial 
businesses, including information dissemination, market and 
financial contacts, tschnical and procedural know-how, and 
training and assistance wit.h proposal preparation. PPED will 
help reduce the fragj.lity of the financial market by increasing 
the base of qualified borrowers and expanding access to credit 
outside Port-au-Prince to provincial towns. 

Important assumptions behind the PPED concept are that 1) a high 
level of potential business opportunities exists in the provinces 
(borne out by the limited experience of HDF, SOFIHDES and MEDA 
and the surveys conducted for Cap Hatien and Les Cayes); 2) Port- 
au-Prince banks have not been looking hard enough for bankable 



projects in the provinces; and 3) investment ideas emerging from 
the provinces have not been developed into bankable proposals 
which meet bank lending criteria. PPED activities will 
capitalize on opportunities presented by the first assumption and 
directly attack the constraints raised by the other two 
assumptions. 

b) Ths Scope of PPED 

PPED will comprise the following interrelated and complementary . 
operational elements: 

1) Baseline Studies 

The first PPED activity upon entering a new provincial center 
will be to undertake a baseline study. Baseline studies will 
help attract investment intereet and enhance the local investment - 
climate by providing basic business information about an area, 
similar to a Chamber of Commerce information publication. This 
information, systematically compiled and presented, is almost 
totally lacking in the provincial centers to be addressed by the 
project, except for Cap Hatien and les Cayes, where baseline data 
have already been gathered by USAID/OPE-financed studies and can 
serve as models for other provincial towns. The purpose of the 
baseline studies is to give potential investors an overall view 
of the resources and facilities available in a certain area. 
Data provided would include: 

. population characteristics - growth rate, labor force, 
education levels; 
spacial characteristics - aerial photos, mapping, defining 
market area, urban/rural linkages; 
enumeration of existing enterprises - number, type and size 
of enterprises; number of employeeat sources of finance; 
number, type and size of new construction; 
state of infrastructure - transportation and power 
generation resources; airport and wharf facilities; 
telecommunications; 
existing and potential markets, availability of raw 
materials, supplies, maintenance capability, analysis of 
opportunities and constraints, etc. 

The baseline studies will be performed by short-term consultants 
funded by the project, with the cooperation of the local business 
community and provincial government ofikials. 

2) Outreach Services 

This activity would offer services to Port-au-Prince based 
, organizations interested in expanding their coverage to 

provincial areas. Clients would likely include several 
institutions already assisted by USAID/Haiti private sector 



projects such as BCI, HDF, SOFIHDES, PROMINEX, CMP, Zin d1Art, 
and APA). Other credit-oriented institutions, such as MEDA and 
FHAF, are potential users of the outreach service, along with 
private firms seeking to open branches in certain provincial 
towns. 

The successful outreach assistance provided by USAID/OPE to HDF 
for its recent expansion to Cap Haitien and Les Cayes is a model 
of the type of services offered. All of these institutions 
provide a range of valuable information and technical services to 
their clientele, which are especially needed in the provinces, 
yet they often lack the staff, expertise and time to plan and 
carry out market-driven expansion of services outside of the 
capital. On a fee basis, PPED would provide through its outreach 
service the data gathering, field work and information assessment 
necessary for these institutions to make rational decisions 
regarding expansion of their activities in provincial areas. 
Specific services to be directed especially at NGOs with 
provincial credit programs will include assistance with 
computerization and related software design, shared databases and 
help in setting up an accounts management systems in the 
provinces. PPED1s outreach can provide an informational link to 
the provincial centers where these institutions nave no base or 
current operations. This activity is seen as a cost-effective 
way of fostering greater involvement by private development 
institugions in provincial centers. 

3) Provincial Project Development Services 

Entrepreneurs around the country have identified as a substantial 
credit constraint the lack of expertise in project preparation 
and presentation to meet the needs of potential investment 
financiers, whether they be commercial banks or other development 
institutions. The PPED program will develop the capacity of HDF, 
its host institution, to respond to the demand for assistance in 
project preparation and presentation. This project development 
facility will offer prospective provincial investors the services 
of a timely and cost-effective feasibility analysis, encompassing 
such factors as raw material sources, production issues, market 
size, equipment and personnel needs and capital requireme~ts of 
the venture. If they decide to invest, clients will bear part of 
the cost of the study through a negotiated fee structure. The 
project development service will assist the client with 
preparation of a loan proposal and help negotiate with one or 
more banks, if requested by the client. The service will also be 
available to do follow-up analysis of the client's performance 
and help resolve obstacles which may impair the client's ability 
to repay the loan. In this connection, services offered by PPED 
would complement those provided by the bank itself to safeguard 
its investment, which will require coordination between PPED 
operators and financial institutions doing business in the same 
area. 



It should be emphasized that the PPED analytical process will not 
be followed to completion in all cases. One of PPED8s important 
tasks is to discourage ill-prepared and under-financed projects 
from continuing and thus avoid wasting the energies and resources 
of provincial entrepreneurs. 

4) The National Forum 

To promote the PPED concept with both business people and 
financial institutions, at least two meetings of a I1National PPED 
Forumw wkll be held each year. These will be directed at 
interested business people from the provinces and the capital, to 
discuss the findings of the baseline surveys, to report the 
progress of PPED in offering services to the outlying areas, and 4 

to present information on new investments and other activities 
with private entrepreneurs? Each forum will be held in a 
different area of the country, taking into account the 
difficulties and the limitations of provincial travel in Haiti. 
The changes in venue will serve both to publicize the program 
nationwide and to involve elements of the local private sector to 
the maximum extent possible. These fora will serve as liaison 
between the entrepreneurial activities of the provincial areas 
and interested people from other parts of the country, including 
representatives of financial institutions. Joint inarketing and 
market entry efforts will be encouraged. In addition, successful 
cases from the project development services will be aired to spur 
others into investing in their provincial area. 

a) PPED'8 ~ n d - o f - ~ r o j a a t  Output Xndiaatorr 

- 6 baseline studies of secondary Haitian cities. - 15 outreach interventions provided to development institutions. - 50 pro-feasibility and 25 full analyses completed resulting in 
the establishment of at 30-35 new or substantially enlarged 
businesses in the provinces. - an estimated $2,00O,OQO in new investment in provincial 
enterprises, and the creation of some 2,500 new jobs. - at least 8 meetings of the forum, making at least 400 
influential business people directly aware of the opportunities 
and constraints in Haiti's provinces. 

d) Ramouraaa o f  PPLD 

To accomplish the activities described above, PPED will require 
an institutional base, an independent budget, capable management 
and regular access to required expertise. However, it will not 
be a stand-alone organization or have its own capital lending 
fund. At the time of the PID submission last December, no firm 
decision had been made regarding an institutional home for PPED, 
but HDF was the leading and most obvious candidate, in view of 
its own expanding provincial operations. Since that time the 
matter has been studied further, with the conclusion that there 



is no more appropriate place from which to carry out PPED's 
activities than HDF. PPED will constitute a new operational unit 
in the structure of HDF, to include a program officer and an 
administrative officer, as well as an equipped office (with 
computer, printer, photocopier and fax machines), and a four- 
wheel drive vehicle to permit visits to their field operations. 
Technical assistance and training activities under PPED will be 
carried out largely through contracts with local consulting 
organizations, arranged and overseen by the PPED unit in HDF. 
The Peace Corps in Haiti has been approached regarding the 
assignment of several volunteers (PCVs) with business or 
financial experience to work with PPED on microenterprise lending 
in selected provincial centers on a long-term basis. Part of the 
PCVst job will be to train Haitian counterparts to carry on 
PPEDts work after the project. 

e) Cost of PPED and the Sustainability Question 

Preliminary analysis suggests that PPED will be cost-effective 
mechanism to transfer know-how to provincial businesses on 
project development and credit access. Much of the expense will 
be in the form of start-up costs in various provincial areas 
which will be borne entirely by the project. For subsequent 
operations, a fee for specific services rendered to individual 
firms will be introduced, leading to fuller cost recovery by the 
end of the project. Fee levels will vary depending on location, 
the nature of the service and the client's ability to pay, and a 
realistic fee structure will be developed as an early PPED ' 

activity. 

PPED's long-term future and its ability to achieve full self- 
sustainability is uncertain. By the end sf this project, PPED's 
main function as a catalyst to promote provincial lending may 
have been largely fulfilled. In any case, in PPED, the project 
will not leave behind a staff-heavy institution with unfvnded 
recurrent costs. If PPED is successful and its services are 
valued by its clients, its earned revenue should cover its 
operating costs, or come close to doing so by the end of the 
project, when A.I.D. funding terminates. If still deemed to be 
needed, PPED could continue as an arm of HDF's provincial 
branches on a fee basis, or could become affiliated with the 
local Chamber of Commerce. Aiternatively, consultants who worked 
for PPED could continue to offer their services privately to 
local businesses as demand dictates. Whether its functions 
continue on an institutional basis or through informal 
consulting, the standards and processes established under PPED 
will become recognized norms to serve as models for the 
development of future provincial enterprises. The catalytic role 
of PPED in educating provincial entrepreneurs in the ways of the 
formal financial sector may be its most lasting legacy. 



3. Institutional Support 

Institutional support is identified as a separate component of 
the project to distinguish it from the capital lending operation 
of the FMG and participating IFIs and the provincial development 
initiative of HDF in the form of PPED. The institutional support 
component will operate out of the FMG office for planning, 
management and control purposes, but will be funded by its own 
budget line items. The administrative arrangements for this 
component are described below in the section (V.B.). 

Institutional support will encompass long-term technical 
assistance; short-term TA to address specific technical, 
management and implementation problems; short-term training; and 
analytical studies. 

a) Long-term Technioal Aasiatance 

The ~nstitutional Support component will provide 3 long-term 
advisors (see table in next section for duration). 
The position-.. = are: 

i) the Microenterprise Advisor to HDF, who will assist HDF 
with strategic planning for microenterprise lending, 
provincial expansion and PPED operations; 

ii) the Financial Policy Advisor, who will assist the 
Professional Banker's1 Association in policy planning and 
formulation; work with the Central Bank on financial policy 
matters (through the public-private forum of Womite 
ParitairelI); interface with the short-term TA and studies 
elements of the project on financial policy matters; 
organize seminars on technical subjects and undertaka 
periodic analytical reporting on the state of financial 
markets; and 

iii) the Capital Fund Advisor to the FMG, who will help set 
up the FMG, including overseeing the structural, legal and 
staffing requirements of the new entity; preparation of its 
annual work plan and procedures manual; initial training of 
FMG.staff; and preparation of a promotional campaign to make 
the financial community aware of the FMG1s resources and 
services. 

b) Short-tar8 Tachnical Asrirtanca 

The Institutional Support component provides for 24 person-months 
of short-term TA in specialized technical and managerial areas. 
All participating IFIs and NGOs, as well as the Central Bank, 
will be potential beneficiaries of these consulting services. 
Examples include computerization, computer networking and related 
software development (particularly valuable for NGOs with credit 



programs, such as MEDA and FHAF); upgrading and standardization 
of bank accounting and auditing procedures; analysis of 
alternatives for risk-sharing instruments; and establishment of a 
shared financial database or Credit Bureau. Sources of short- 
term TA will include local consultants, U.S. firms and centrally 
funded buy-ins. 

C) Training 

Short-term training in-country will largely be contracted to the 
Center for Management and Productivity (CMP), perhaps in 
conjunction with the Professional Bankers8 Association. Persons 
to be trained include the staffs of HDF and the FMG, as well as 
the staffs of other participating NGOs and financial institutions 
(on a fee basis, where appropriate). Subjects to be covered will 
include risk analysis, project and proposal evaluation, small 
business counseling, problem loan management, NGO lending 
opera ti or,^^, and role of governing boards in financial 
institutions. Training will also be provided through short (2-6 
weeks) courses offered overseas (in thre U.S. or other Caribbean 
countries) on various technical and financial subjects. 

In addition to the normal reports lert by short-term consultants 
at the end of their assignments, several formal studies will be 
undertaken during the project. The studies will be identified 
and implemented under the institutional support component, with 
USAID/OPE assistance. Illustrative study examples include an 
updated fillancia1 sector analysis, loan demand and risk analyses 
(with emphasis on provincial lending), assessment of alternative 
financial instruments (including risk-sharing arrangements), and 
relevant financial policy studies. 

111. PINANCIAL PLAN 

A. Funding Lovals and Procoduras 

Most project funds will be obligated under a Cooperative 
Agreement (CA) with the Haitian Development Foundation. The main 
exception is the project manaqoment component (budgeted at 
$726,000) for project officer support in the Mission's Office of 
Private Enterprise (OPE). In addition, a relatively small 
portion of TA funds ($250,000) will be reserved by the Mission 
outside the HDF CA to cover direct contracts for two external 
evaluations, a close-out audit and studies and/or specialized 
short-term TA activities which are buy-ins to A.I.D. centrally 
funded projects . 
The Cooperative Agreement with HDF will involve the following 
elements: 



1. A capital grant to HDF.for its own microlending program. The 
amount budgeted for this capital grant is 15 million gourdes 
($2.0 million). Depending on demand, this level can be 
supplemented later in the project by local currency generations 
from PL 480 and ESF. The initial obligation in FY 1991 will 
provide half of this amount to HDF, i.e. 7.5 million gourdes 
($1.0 million), with the balance to be granted at a subsequent 
time, depending on loan demand. 

2. A capital grant to HDF for use by its Fund Management Group 
(FMG) in lending to intermediate financial institutions for 
relending to the ultimate target market. This mechanism is 
described in the Technical Analysis Summary and Annex C. The 
life-of-project (LOP) amount budgeted for the FMG capital grant 
is 35 million gourdes ($4.7 million), at the present rate of 
exchange. The initial portion to be obligated for use by the FMG 
under the CA in FY 1991 is 7.5 million gourdes ($1.0 million). 
This amount will be granted to HDF in its present institutional 
form in FY 1991. However, before the Fund can become 
operational, the HDF must complete the legal and physical 
creation of the FMG and the recruitment of a manager and 
establishment of the Advisory Committee. 

3. An operating grant to HDF for the establishment and initial 
operations of the Fund Management Group. The FMG is foreseen as 
an ultimately self-sufficient operation financially, based on its 
2 percent management fee !paid from interest earnings) and 1 
percent loan origination fee (paid by IF1 borrowers). However, 
there is a mismatch between the slow-starting flow of interest 
earnings, based on the size of the fund being managed, and the 
heavy up-front costs of launching the FMG. An operating grant to 
the FMG will ensure adequate operational funding initially, with 
the annual amount of the support grant decreasing each year, on a 
100%-808-60%-40%-20% formula. As interest earnings accruing to 
FMG rise, a larger share of operating costs can be covered from 
this source, and the declining nature of the grant gives FMG an 
incentive to stimulate annual growth in the volume of lending. 
A first-year grant of $250,000 covers start-up and operating 
costs, as well as necessary equipment and commodities. 

4. A technical assistance grant to finance the Institutional 
Support and PPED components of the project. (For an explanation 
of these components, see sections II.C.2. and 3.) LOP budgets 
for these components total $1.0 million for PPED and $2.2 million 
for Institutional Suppozt. The amount to be obligated under the 
CA for technical assistance in FY 1991 will be $235,000 for PPED 
and $630,000 for the Institutional Support component. 



B. The Project Budget 

Based on the above factors, two budget tables follow. The first 
shows the method of implementation and financing (Table 2) and . 
identifies the elements of the project which fall outside the HDF 
Cooperative Agreement. 

Table 2 .  Method of Implementation end Financing ( i n  $000) 

ACTIVITY METHOD OF 
IMPLEMENTATION 

HDF/FMG Lending & TA Cooperative Agreement 

Project Management Pers Services Contract 

Evaluations Direct AID Contract 

Audits Direct AID Contract 

TA/S tudies Direct AID Contract 

WETHOD OF ANT AMT 
FINANCING FY91 LOP 

Direct Payment 3,145 10,812 

Direct Payment 138 724 

Direct Payment -0- 9 2 

Direct Payment -0-  122 

Direct Payment - 0 - 250 

On the following page, an annual budget is presented (Table 3 ) ,  
showing line items obligations by project component. Inflation 
is factored in at the compounded rate of 5 persent per year for 
dollar costs and at 10 percent per year for local currrency (L/C) 
costs. Since L/C is obtained by converting dollars, it is 
assumed that inflation beyond this level would be offset by a 
rise in the dollar ~remium. Lending capital, both to HDF itself 
and for use by the FMG in lending to IFIs, is expressed in 
nominal (current) terms and is therefore not subject to 
inflation. 



PROVlNUAL ENTERPRISE DEVELOPMENT Table 3 
Budget by Prqect C~mpOrient~ 

FY 91 FY 91 FY 92 FY 92 FY 93 FY 93 FY 94 FY 94 FY 95 FY 95 Total Total Total 
(us=W FX LC FX LC FX LC FX LC FX LC FX LC FX+ LC ...................................... ---- ----------- ---- ---------------- ---- ----------- 
FUND MANAGEMENT GROUP & HDF 
Lending Capital 
HDF Capital Grant 
FMG Operating Grant 

Total FMG & HDF 

PPED 
HDF Operarims Staff 
Technical Assistance 
Activities 
Commodities 

Total PPED 

lNSilTlJTiONAL SUPPORT 
Long Term TA 
Microenterpise Adv 
Barking Policy Advisu 
Capital Fund Advisor 

lnstitSupportSpec 
-r Short- term TA (24 perdmmths) N 

I 
Training 
Studies 

Total Inst. Support 

PROJECX MANAGEMENT 
OPE Project Off. (US) 
OPE Asst Proj Off (Haitian) 

Total Prqect Management 

AUDITS 

TOTAL (by currency) 

Total FX+ LC by Year 

lNFlATlON RATE 
Foreign Exchange 
Local Cunency 



IV. BUMMARY OF PROJECT 

A. Technical Analysis 

1. Introduction 

The Technical Analysis 
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ANALYSES 

examines the prevailing issues in the 
financial market, especially the project target market, and the 
range of techniques and mechanisms available to penetrate this 
market. The detailed Technical Analysis is contained in Annex C. 

2 .  Main Target Market 

Credit projects that are rigidly targeted to specific recipient 
groups often have great difficulty in achieving their objectives. 
To avoid a situation in this project where either the loan fund 
is underutilized because of insufficient demand, or where 
questionable loans are approved to meet quotas, the following 
target markets are being emphasized: 

1. The microenterprise7, both provincial and urban; 

2. The emerging enterprise, a larger (usually mid-sized), 
expanding business whose capital needs are considerably greater 
than the microenterprise, but littls or nc borrowing experience 
and established credit; 

3. The larger enterprise whose loan-financed activity is in 
a provincial area and has significant employment generating 
potential. 

The project seeks to place lending capital in IFIs where at least 
three quarters of the loans and two-thirds of the collective 
value of the project funds loaned are placed with borrowers in 
these three categories. It is recognized that to preserve a 
balanced portfolio and to spread risk, some loans may go to 
larger, mature businesses, but in these exceptional cases, IFIs 
must ensure that a significant development or employment impact 
is achieved. 

The microenterprise market is presently being serviced by HDF and 
other NGOs, such as MEDA and FHAF. So far, the vast majority of 
these loans have bean in the Port-au- Prince area. The emerging 
enterprise often falls in between the lending range of 
development finance institutions like HDF and SOFIHDES (e.g. a 
$40,000 loan) and would be unable to meet the loan standards of a 
commercial bank ,, 

'See Foonote No. 6 on page 12 for a definition of microenterprise in the project context. 



These markets are largely untapped and ill-defined, even though 
they are markets that have always existed. Attempts to 
penetrate these markets have been made in the past by various 
institutions, but almost always with traditional lending 
instruments and attempts to make the prospective client fit the 
existing system rather than adapting the system to meet the needs 
of the market. 

HDF in its provincial activities has begun to penetrate the 
provincial market, with notable success. S O F I H D E S  has made 
considerable inroads in the provinces, but still. has to struggle 
with account administration and collateral issues. With regard 
to larger projects in the provinces, the situation is similar, 
but more closely linked to the internal capabil.ity of the 
financial institution to analyze, accept and manage the risk of 
the project a ~ d  the type of lending instruments at its disposal. 

The emerging enterprise market is an area that will require 
further analysis before identifying the appropriate lending 
institutions. This market has borrowing needs in excess of the 
HDF maximum lending limit and below the S O F I H D E S  minimum limit. 
Also this market is too complex for the HDF system and yet not 
sophisticated enough to qualify for the S O F I H D E S  level of 
analysis. A fresh approach (i.e. a new form of lending) is 
required in order to permit penetration into this market. 

HDF has begun to expand its efforts in the provinces, but 
management complications increase with each new operation. So 
far, H D F t s  policy of decentralization has paid off. The 
independence afforded to the Cap Haitien Board of HDF is largely 
responsible for its successful start, and the same is envisaged 
for L e s  Cayes. S O F I H D E S  has made a major effort in recent years 
to finance provincial projects, but difficulties both in securing 
loan and loan administration in the provinces pose ongoing 
problems. As for other lenders, F D I  has literallv no projects in 
the provinces and has not had significant exposure in the target 
market. F D I  faces many constraints, including its public sector 
association, its ponderous procedures, its passive approach and a 
lack of creativity in its product line. A few other private 
sector institutions have had limited exposure in the provinces, 
but this has been mostly on a big-name basis. 

The conclusion is that although a beginning has been made to 
lending in the provinces, much potential remains to be tapped, 
but new and creative mechanisms are needed to stimulate the 
interest of I F I s  in this market. 

3.  FMG Oparatiag Principlas 

Based on the recognized difficulties of lending in the provinces, 
the FMG will emphasize the following principles: 



a) Focus on long-term impact and market development. 

b) Focus on capital preservation and not profit 
maximization. 

c) Focus on a proactive marketing approach and education by 
example, to help encourage institutions to undertake activities 
in the provinces. 

d) Focus on meeting the borrowing needs of the client by 
designing creative lending instruments. 

The foregoing require that the FMG have as much built-in 
flexibility as possible, staying within the limits established by 
the A.I.D. Policy Paper on Financial Markets Development. The 
FMG will have to have strong leadership, characterized by good 
judgment and a persuasive approach, to convince naturally 
conservative private financial institutions to look to the 
provinces. 

The FMG will solicit applications from financial institutions to 
become qualified borrowers from the fund for projects meeting the 
project criteria discussed above, with an upper limit to be 
established based on analysis by the FMG Advisory Committee and 
approved by the HDF Board. The application will include a 
financial soundness analysis of the borrowing IF1 by the FMG. 
Lending capital loans to IFIs will be approved by the HDF Board 
and the USAID Mission Director or his designee. 

The private institutions will be encouraged to borrow from the 
Fund by the fact that lending terms will be highly competitive 
and loan proceeds will not be subject to central bank reserve 
requirements. Also, financing instruments will be flexible and 
offer the IF1 a risk-sharing opportunity. 

Once approved as a qualified borrower with a preset limit, the 
IF1 will submit applications on a project-by-project basis, which 
will be aaialyzed by the FMG and its Advisory Committee and 
submitted for approval by the HDF Board. In the case of an IF1 
lending to the lower end of the target market (i.e. small and 
microenterprises), loans will not be approved on a project-by- 
project basis, but rather on the basis of a negotiated tranche, 
justified by monthly reporting of loan activities by the IFI. 

4. Tho Product Lino 

As noted in the Project Description section (II.C.l.), there will 
be three basic categories of loans, differentiated by size, risk 
and the complexity of evaluation and monitoring. 



Table 4 .  LOAN PRODUCT CATEGORIES 
C 

) TYPe Risk Return t o  the FMG Demand 1 -- - 

[No risk sharing Low Term deposit rate Medium I 
1 Risk sharing Highest Interbank deposit rate Highest I 
1 ~icroenter~rise Medium Concessionary Lowest 

In all of the loan categories, variable market-driven interest 
rates will be used. 

The no risk-sharing category will be a straight lending operation 
(similar to the FDI), involving loans to IFIs for on-lending, 
without any concessions or sharing of risk. The IF1 will for 
internal reasons choose to use the Fund's resources rather than 
own its deposit base. Examples will be larger institutions 
wishing to finance projects with substantial provincial impact or 
with other development or employment objectives and seeking an 
external long-term funding source. 

As there will be no risk to the Fund associated with this type of 
loan, the evaluation of the loan application will focus on the 
development objectives and the monitoring requirements, rather 
than on risk analysis. It is expected that this category will 
represent a minor share of lending. 

A question may be raised as to why the Fund should lend to an IF1 
which has its own lending capital. The answer is that the IF1 
wants to match-fund its lending project, to avoid affecting its 
deposit base. In addition, these funds will not be subject to 
reserve requirements. Finally, it is important that the Fund 
retain a diversified portfolio in so far as risk is concerned. 
By funding IFIs in this manner, the FMG would encourage the IF1 
to match-fund, would accomplish the objective of provincial 
involvement and would protect the capital base of the Fund, in 
addition to building a secure source of interest income. 

This category of loan is where the Fund will share in the risk of 
a project. Some of the mechanisms, which are described in more 
detail in Annex C, will include: subordinated debt, pari-passu 
arrangements on collateral offered, deferred principal payments, 
graduated interest arrangements, balloon payment loans, revenue 
bonds, quasi-equity participation, retractable (putable) 
guarantee, leasing, fixed-rate loans during the start-up phases 
of a project, restructurings on provincial projects. The goal 



will be, not to offer full coverage or guarantee, but just enough 
to encourage the institution to participate in the risk. 

The evaluation and monitoring requirements in this category will 
have to be among the best in the financial sector, not only to 
evaluate the risk, but also to protect the assets of the Fund. 

This category of loan will be directed to one or more IFIs which 
will directly address the primary target market of the project. 
Depending upon the individual institution, this category is 
likely to involve the provision of capital on concessional terms, 

icv Pgger on Financial Marke as provided for in the BID Pol ts 
pevelomant. Ausust 1988. This assumes that most IFIs in this 
category are weakly capitalized, have high costs of operation and 
higher write-offs. The concessions should involve low interest 
rates, operating grants, and forgiveness of some principal 
repayments. 

The level of evaluation effort will be greater for 
microenterprise loans than the no-risk sharing loans, but less 
than for risk sharing loans. Monitoring of these loans by the 
FMG should be done on a portfolio basis, through monthly reports 
from the IFI. 

5 .  Othar Inoentives to Participate 

To be successful in encouraging financial institutions to move 
into the target areas, the FMG will have to be market driven and 
responsive to the market's changing conditions. Therefore, 
maximum flexibility and creativity must be employed, which means 
that the FMG cannot operate effectively under a rigid set of 
rules or an ovezly conservative management. If the Fund is to be 
actively used for its intended purposes, imaginative and 
aggressive management will be necessary, perhaps along with some 
incentives or mechanisms 20 be developed later under the project. 

It must be borne in mind that the size of the primary target 
market (micro, small and medium enterprises in the provinces and 
term lending) is limited as a result of constraints and 
macroeconomic conditions described above. Consequently, demand 
for funds is not expected initially to be high or broad-baaed. 
Although the funds will be available to all institutions, it is 
expected that the early response will be slow and will increase 
as the project matures and confidence in FMG as an institution 
grows on the part of the IFIs. It is expected that for at least 
the first half of the project, SOFIHDES will be the major user of 

See footnote no. 6 on page 12 for a definition of microenterprise in the project context. 



the Fund, given that HDF will recieve a grant for its own lending 
purposes and will not therefore initially be a direct borrower 
from the Fund. The group of institutions under Sogebank 
ownership is expected to be the second largest user of the Fund, 
as this group has shown itself to be the more dynamic of the 
local IFIs. Little action is expected from the foreign IFIs, 
with, perhaps, the exception of the Bank of Boston. This low 
demand is to be expected, as the targeted markets on the low end 
of the scale are not the natural domaine of private banks, and as 
a result most of the funds will be used by development oriented 
IFIs. This suggests that the FMG will have to be prepared to 
evaluate projects in other primary emphasis areas, which can meet 
the secondary project objectives of employment and foreign 
exchange creation. 

6. Interest Rate Policy to End Users 

The interest rate spread accruing to the IFIs (the difference 
between their cost of capital and the rate which they charge 
their customers) is a key determinant of the profitability of 
IFIs in borrowing from the Fund. IFIs are prohibited from 
exceeding the current interest rate cap of 22 percent in the rate 
which they charge their clients. Under present market conditions 
and the relatively low current inflation rate of approximately 10 
percent, the 22 percent ceiling poses no practical constraint. 
However, if inflation heats up and banks start to be faced with 
negative real interest rates, they could offset this to some 
extent with loan origination fees and management charges of 2-3 
percent. Persistent inflation above 22 percent would put 
considerable pressure on the GOH to raist or abolish the interest 
rate ceiling, which would be a political action as much as an 
economic decision. Should excessive inflation occur, the FMG, in 
order to defend against a negative return, would effectively 
suspend new lending to IFIs by raising its own interest rates to 
the IFIs to avoid decapitalizing the Fund, thereby lowering the 
IFIs1 spread to an unacceptable level, until either a raise in 
the legal cap or a reduction in inflation. USAID/Haiti will 
monitor this situation closely to avoid the practice of negative 
interest rates leading to decapitalization. Action will include 
cooperation with the GOH in the form of analytical studies in 
this project and/or the new Policy and Administrative Reform 
project (PAR) on inflation, interest rates and monetary policy. 

B. Financial Analysis 

The FinancialcAnalysis is based on a model that simulates the 
Fund's and FMGts future operations and seeks to anticipate the 
demand for funds and the cash flow over a 20-year period. This 
long simulation period is used to determine the sustainability of 
the institution with and without grants. A major substantive 



point which is not obvious from a quantitative analysis of this 
type is that even though the Fund could survive, albeit weakly, 
for a number of years without project grants, it would accomplish 
no useful development objectives and would have no incentive to 
risk its capital by becoming involved in pioneer lending in the 
provinces. To survive without the project, the Fund would be 
obliged to pursue conservative policies and would tend to limit 
its lending mainly to solid and well-established urban clients. 

This financial analysis comprises the following steps: 1) a 
demand study, 2) the establishment of a reasonable set of 
financial and economic assumptions, 3) the definition of fund 
management rules, and 4) the determination of grant impact 
tbxough sensitivity analyses. 

1. Demand Estimation 

The most critical step in establishing the financing level for 
the Fund is the demand analysis. Although some data on Cap- 
~aitien and Les Cayes are available from USAID-commissioned 
surveys, the Project Paper was prepared without the benefit of a 
comprehensive survey of microenterprises in the provinces. 
Lacking detailrd information on the provinces, we devised a crude 
estimation of credit demand based on the population estimates 
from the Institut Haltien de Statistiques et dVInformatique 
(IHSI) and on microenterprise surveys of Cap-Haitien and Les 
Cayes done by Currelly ~ssociates.~ We selected eleven 
population centers that are likely to represent the bulk of 
bankersf interest in the country, and tha number of eligible 
microenterprises has been estimated for each of them based on the 
number of eligible microenterprises per capita of the known 
towns. We assumed an average loan size of G12,500 (from HDF 
figures) and calculated an estimate of the overall potential 
demand for small loans. 

While we do not have a high level of confidence in the demand 
numbers, we allowed for a changeable "percentagem parameter, 
which represents the percentage of potential demand that is 
likely to request credit from the Fund through financial 
institutions. 

The financial analysis is based on a set of assumptions that can 
be modified to perform what-if analyses. 

' ~ u r r e l l ~  Associates, Haitian De.velopment Foundation: Les Cayes Annex, February 199 1 .  A 
similar study was done in 1989 for the Cap-Haitien Annex. 



a) Financial Assumptions - We expect the Fund to make three 
types of loans: i) those to NGOs will be more lenient, with lower 
interest rates, longer grace periods, longer maturities, and high 
write-off rates; ii) those to commercial institutionk, where risk 
would be shared with the Fund; and iii) those with no risk 
sharing, for which the the terms would be the hardest. 

The weight for each type of loan within the portfolio is 
determined exogenously. We assume a light weight (5 percent) 
for loans to NGOs, since HDF will receive an initial capital 
lending grant and would be expected to supply most of the 
microenterprise loans of the type NGOs normally offer. Risk- 
sharing will be one of the incentives to borrow from the Fund, 
and shared-risk loans will constitute 60 percent of the 
portfolio. Table D . 0  in Annex D lists other assumptions. 

b) General Assumptions - The exchange rate is assumed to 
remain at the current G7.5 to the dollar for simplification 
purposes. A serious forecast of the exchange rate is not 
feasible here, since at any given time, fluctuations in rate 
depends on many political imponderables. For the same reason, 
the rate of inflation is assumed to remain at the 1980s estimated 
annual average of 10 percent. 

3. Financial Model of the Pun8 and FMG Operations 

The ~ u n d  will consist of the loan portfolio and the deposits at 
financial institutions. Therefore, the Fund's revenues will 
consist of interest on loans and deposits, and of interest on G35 

L million loaned to SOFIHDES under the current project. The 
principal repayments from the SOFIHDES account will begin in 1994 
and will constitute future capital assets for the Fund. The FMG 
is the staff that manages the Fund. In return for its services, 
the FMG receives from the Fund a fee of 2 percent of managed 
funds and an origination fee of 1 percent from the borrower on 
each loan it transactc,. 

Both the Fund and the FMG are eligible to receive grants under 
this project. The Fund will receive its initial tranche of 
lending capital (US$l million in FY 1991) in the form of a grant 
from the lending capital component of the project, which will 
provide a total of $4.7  million to the Fund over the life of the 
project. The FMG will receive an operating grant to help cover 
its expenses, especially in the early years of operations. While 
the FMG will manage the Fund as a commercial operation to the 
maximum extent possible, it must also carry out its development 
mission, which means forsaking the goal of profit maximization 
which a strictly commercial institution would pursue. We have 
applied the following operating rules to the model. 

. Available funds must be used first to satisfy the demand for 
eligible loans. 



. When available funds exceed current loan demand, the FMG 
manager should deposit excess funds in commercial banks to 
help avoid decapitalization in real terms. 

. The FMG is authorized to receive an operating grant to help 
it through its start-up period when revenues will not cover 
its expenses. This grant will diminish each year, as 
interest and fee revenues rise. As a matter of principle, 
the operating grant should be kept to a minimum to enforce 
rigor in Fund management. Arrangements can be made for the 
FMG .to borrow from the Fund to meet excens expenses, as the 
operating grant is phased out. 

4. Explanation of Financial Tables 

In Annex D, table 1 shows the potential demand for loans in the 
eleven population centers selected. Table 2 is a chronology of 
which centers would attract the attention of the financial 
centers in future years. Table 3 is a worksheet where important 
intermediate calculations are made. Table 3 depends on tables 4, 
5, and 6, where the decomposition of loan payments into their 
interest and principal components is made. Tables 7 and 8 
represent the profit-and-loss and cash flow statements. While a 
balance sheet is not shown here, the model keeps track of assets, 
especially cash and deposit balances, in order to make financial 
management decisions: when and where to draw and invest funds, 
and when to stop doing so. 

5. Bconario Analysis 

The financial model used for the Project Paper lends itself to 
extensive scenario analysis because it can accommodate a broad 
range of assumptions. However, to avoid discussing an 
overwhelming combination of possibilities, we will consider two 
scenarios and two assumptions. The scenarios are llBaselinelt (no 
grants) and ItGrants." The assumptions are low demand and high 
demand (5 percent and 10 percent of potential demand). The four 
alternatives arising from this range (labeled NG-5, G-5, NG-10, 
and G-10) are presented below in tables 5 and 6. 

The baseline scenario is a situation where the Fund and FMG 
operate without aid from USAID under this project. A baseline 
scenario allows us to show explicitly the financial weaknesses of 
the Fund and FMG, to understand the impact of USAID grants to the 
Fund and FMG, and to calculate the rate of financial return on 
those grants. 

a) Barolino: No Grants Given the Fund's current resources-- 
namely, its bank deposits, its interest revenues on the SOFIHDES 
account, and the repayment by SOFIHDES of the principal now in 
that account--it could actually engage in the lending process 
without external funding. This result is suggested by simulating 
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with the model under assumptions considered reasonable by several 
persons familiar with the local financial market. 

While this institution may be able to survive for 20 years, it 
would have to carry a chronic loss and cash deficit from the FMG. 
Over time, the institution would become weaker, with faltering 
net income growth and a decapitalization in real terms. 

More important than the Fund's ability merely to survive without 
the project grant, is the observation that the Fund would 
undoubtedly be unable to meet loan demand. Under the 
conservative demand assumption (5 percent of potential demand as 
a realistic goal for \he Fund), excess loan demand begins in year 
16, but it begins in year 2 under the higher demand assumption 
(10 percent of potential demand). See summary results in the two 
tables below. This means that under this scenario, the Fund 
would be unable to fulfill the development objectives on which 
the project in founded. 

b) Orant Bcenario The FMG will receive an institutional 
support grant, and the Fund a lending capital grant. 

The FMG grant would pay all operating and set-up expenses for the 
first year. Thereafter, a phase-down would occur, whereby FMG 
earnings would cover an increasingly larger share of operating 
costs each year. In principle, 80 percent of budgeted FMG 
outlays will be financed by the grant in the second year and 60, 
40, and 20 percent, respectively, would be covered in the three 
succeeding years. As a practical matter, some adjustments may 
have to be made in this formula to conform to the reality of the 
situation, but the FMG must pursue with some rigor the question 
of controlling operating costs, in order to become self- 
sufficient by the end of the project. The budgesed operating 
grant totals US$770,000 (G5.8 million at G7.5/US$l) over the 
five years of the project. 

With modest loan demand (5 percent of total demand), the FMG 
operating grant alone (i.e. without the accompanying lending 
capital grant) would still not prevent the FMG from running into 
net income losses and cash deficits from year 5 onward; nor would 
it be enough to liberate the capital necessary to match loan 
demand. 

The lending capital grant to the Fund (US$ 4.7 million) over the 
life of the project would reverse the FMG's chronic cash deficit 
and totally eliminate the shortage of lending capital during the 
20-year period under the modest demand assumption lG2.3 million 
lent in the first year). Outstanding principal grows at least at 
13 percent a year, and no serious cash flow problem occurs for 
the integrated operation, although the FMG runs into its own cash 
flow problems in year 18 and on. The net income of the 



integrated operation is always positive, but it grows weakly (4 
percent) at the end of the 20-year period., 

If we assume demand to be twice as strong (10 percent of overall 
demand)--with G4.6 million to be lent in the first year--the 
grants to the Fund and FMG also eliminate the FMGgs negative 
Baseline performances in the 20-year simulation period. 

The most dramatic effect of the grants is the reduction of excess 
loan demand under the high demand assumption. Thus, the loan 
portfolio increases tremendously as compared to the Baseline 
scenario under the high demand assumption. 

5. Internal Rat@ o f  Pinanoial Return on Qranta 

The internal rate of return (IRR) is calculated from the 
difference between the aggregated (Fund+FMG) net cash flows, with 
and without grants. The difference between the two cash flow 
streams shows the grantsf impacts. The cost to the project of 
producing this difference is the sum of the lending capital grant 
and operating grant amounts in each year.'' 

Under the modest demand assumption, the IRR is not defined 
because the net returns series is always po~itive (i.e. no sign 
switches) ." Under the stronger demand assumption, there are 
many sign switches: this implies the existence of many 
(mathenatical) solutions, i.e. of many IRRs. The plausible 
solution is an IRR of 6.1 percent. While this may appear to be a 
modest return, another financial indicator must also be 
considered, especially in the light of the development objectives 
of this project: kfle size of tl..e loan portfolio. Under high 
demand, the grants enable the loan portfolio to double over the 
years, compared to the high deinand Baseline scenario (see the 
"outstanding principalN item in the summary tables). The 
economic analysis in the next section examines the ramifications 
of this point. 

When these well-known behaviors of IRR occur (multiple IRRs, or 
undefined IRRs), a present value calculation may provide a better 
appreciation of the financial impact. The present value analysis 
shows that the grants1 financial impact 
net in-, is more pronounced under modesttdemand conditions 
than under stronger demand. This is explained by the development 
priority of the Fund: the Fund must make capital available to 
development loans even if investing its capital in bank deposits 
or safer commercial ventures is more attractive financially. It 

lorn a strict sense, the initial cost is larger, due to the additional costs of setting-up the project. 
This additional start-up cost is not considered in the calculation. 

 he IRR is not defined either for the net income streams under both demand scenarios. 



can exercise its safer financial options only m d e r  conditions of 
weak demand. The summary tables  show that under weak demand bank 
deposits remain at higher levels than under strong demand; 
conversely, the loan portfolio is lower under weak demand than 
high demand. 

The fact that strong incentives must be offered to the IF1 
borrower from the Fund (as explained in previous sections) 
directly implies: 

. Less profitable conditions to the Fund either because 
interest rates offered by the Fund will be lower than the 
bankers' usual cost of funds, or because the Fund will share 
risks with the financial institutions, a solution which will 
raise the write-off rate. 

A greater weight in the Fund's portfolio for loans with 
these soft conditions. 

The foregoing observations recognize the reality that commercial 
banks do not engage in development loan activities, because 
commercial banks are interested only in financial performance and 
development loans are not financially attractive. On the other 
hand, the impact of these development loans transcends the 
financial aspect; under strong demand conditions, the project's 
capital grants increase the Fund's loan portfolio and therefore 
increase job creation and economic activities. This is why it is 
often the case that the economic rate of return--which 
internalizes the project's broader ramifications on the economy-- 
is higher than the financial rate of return. This fuller impact 
is dealt with in the next section. 

6. Concluoion 

Although the present and future lending capita' of the Fund could 
permit it to survive for at least 20 years without project 
grants, the institution would become progressively weaker 
financially, would be unable to meet loan Zsmand, and would not 
be able to meet any meaningful development objectives. The 
operating and lending capital grants significantly improve the 
institution's financial performance, although the Fund's 
objective of subordinating optimal financial performance to the 
development objective will yield a lower return than would be 
possible without the development mandate, during periods when 
loan demand is higher. The weaker performance of financial 
returns on development loans, however, is compensated by the 
wider economic and social impact of lending for development 
activities, made possible by the lending capital grant under the 
project. Without thaaa resourams and tha acaompanying toahniaal 
assistanam, it is safo to say flatly that tha ayatomatia 
oxtonaion of aradit to tha provinaos will not taka plaao. 



C. Economic and 8ocial Analysis 

In order to assess the potential demand by microenterprises for 
loans, the fundamental piece of information is the number of 
microenterprises in the country, especiclly those eligible for 
credit. Section C and Annex D describe our estimation of this 
number for eleven population centers. 

We have assumed that only a small percentage of that potential 
could be addressed by the Fund for two reasons. First, HDF is 
the most important supplier of credit for the kind of loans this 
project emphasizes--provincial and microenterprise credit. Yet, 
HDF will receive an additional grant under this project and will 
therefore not need to acquire Fund capital in the near future. 
Secondly, even for other loans that lead to job creation, the 
remainder of the Haitian financial market would need incentives 
to borrow from the Fund, especially in the current liquid market. 

Consequently, we have used two demand assumptions: one where the 
Fund will meet 5 percent of total potential demand, and another 
where it will meet 10 percent. These percentages correspond to 
G2.3 million and G1.6 million in the first year. This number was 
judged realistic by bankers consulted by the design team, but 
they insisted that the Fund would still have to offer incentives 
not found elsewhere in the commercial market to attract 
institutional borrowers. For these reasons, we have limited 
ourselves to a modest range of demand assumptions. 

1. Economic Benefits of the Projoot 

a) Economio Activities and the Fund 

The first obvious benefit of the project is that it would create 
the Fund, a financial institution likely to be viable into the 
foreseeable future. This institution exists now to a limited 
extent, but does not engage in lending operations, and without 
this project, it would be of no value in achieving anything 
developmentally useful. In the financial analysis, it was shown 
that if the institution were to engage in lending activities with 
its current resources and to receive no project capital grant, it 
could survive for 20 years or more, but would grow weaker with 
time, and, of course, would achieve none of the objectives of the 
pra j ect . 
If, in addition to creating a fully active Fund, the project also 
provides operating grants to the Fund, the latter's financial 
position would be strengthened. While the model attributes a 
greater cash flow impact to grants under the low Loan demand 
assumption, cash flow performance decreases as the demand for 
Fund loans increase, a paradoxical result stemming from the 
Fund's development mission, as explained at the end of the 
preceding Financial Analysis. 



In addition to the financial aspect of the Fund's operation, 
however, one must consider another insight generated by the 
model: under "strongm loan demand conditions (10 percent of 
potential demand), the grants to the Fund and FMG enable the loan 
portfolio (after write-off allowances) to increase 
significantly. l2 The grants make the outstanding principal 
asset of the institution much greater than they would have been 
without the grants. The difference increases over the years 
until the portfolio of the grant-scenario institution becomes 
twice as large as that of the no-grant-scenario institution at 
the end of the simulation period. 

A larger loan portfolio translates into job creations and 
increased economic activity. Assuming that grant money--which is 
akin to base or "freshtt money--would be injected for the first 
time into the economy when loans are made by the Fund and that 
loan proceeds are used to create or expand productive activities, 
then each grant dollar would increase national output by a factor 
of up to three or four times the value of the loan, the 
approximate value of base-money velocity in Haiti. Therefore, we 
could realistically expect a grant-based loan to have an impact 
on GNP of twice to three times its actual amount. 

The preceding sectionts summary tables also show that under the 
low loan demand assumption, capital shortages take place only in 
year 16 (versus year 2 under the 10 percent demand assumption). 
Hence, the loan portfolios with and without grants do not change 
until year 16, at which time the grantee institution is more 
prepared financially to meet the demand, and its portfolio grows 
more than that of the no-grant institution. 

Therefore, under low demand, the marginal impact of the grants to 
the Fund and FMG is greater on one type of financial performance- 
-net cash flow and net income--rather than on portfolio size. 
Under greater demand, the opposite is true, leading to more job 
creation. 

b) Incoma Distribution 

- The **down and outn emphasis of the project should allow not only 
greater possibilities for microentrepreneurs, but also a higher 
probability of employment for the average unemployed person, 
especially in the provinces. 

c) catalytic Function 

The PPED component of the project will contribute to bringing 
together formal lenders with borrowers in the provinces. Its 
most successful outcome may be to change permanently attitudes 

12see the "Principal Outstanding" item in rhe Summary tables in Annex D. 



that are now holding back economic activities. PPED could be a 
catalyst by scouting for bankable projects that would not have 
easily come to the attention of commercial lenders. Furthermore, 
by facilitating the loan application process, it will encourage 
commercial bankers to lend to clients who are otherwise ignored. 

Similarly, the institutional support component will introduce 
improvements in the operation of the financial market, in the 
form of standardized and more efficient practices, which will 
permeate to the provinces. 

2. Social Impaot 

The main social impact of the project is the positive effect 
lending activity will have on employment and incomes, especially 
in provincial areas. The 2-3 times multiplier effect of loans on 
GNP has been noted above. Women will be major beneficiaries, 
both as entrepreneurs who receive loans directly and as employees 
of businesses assisted under PPED and the institutional support 
component. In HDF's current program, more than one-third of the 
3,300 jobs created through loans have been filled by women. 
Under the new project, with its provincial focus, this level is 
expected to be easily exceeded, especially with the participation 
of FHAF, which lends exclusively to women. In all, some 10,000 
new jobs are expected to be created as a result of the project, 
in which at least 300-400 businesses will receive loans and 
scores of others will be reached by PPED and TA assistance. 

Better income distribution stemming from provincial activities 
makes a positive long-term contribution to national output in 
many ways, not the least of which is that it curtails unwanted. 
migration to Port-au-Prince and encourages infrastructural 
improvements in the provinces, as well as closer links between 
agribusinesses and their agricultural suppliers. Bringing a 
measure of relative prosperity to the provinces also decreases 
the probability of civil strife and disruptive social incidents 
in those areas, through a better distribution of employment 
opportunities outside the capital area. 

The main negative impact of the project is some displacement of 
the traditional moneylenders, whose higher interest rates partly 
reflect the greater risk associated with their type of loans. To 
what extent their high rates imply some monopoly or oligopoly 
power is not clear, however. In any case, their collective 
income as moneylenders is likely to decrease as a result of the 
spreading of formal credit markets. 

A second impact is on depositors. Part of the grant money made 
available to the capital market through the Fund's bank deposits 
will increase the supply of loanable funds. The immediate effect 
on depositor returns is negative, although ax_an_te it is not 
possible to know the extent without some estimates of the 



interest elasticity of the supply of loanable funds. In any 
case, the downward effect on interest rates is likely to be 
minor, because of the relatively small size of the $5 million 
injection nationwide over a five year period (plus HDF1s $2 
million lending capital fund). 

3. Conclusion 

This project should have a lasting positive impact on the 
economy, especially in the provinces, without encountering 
significant disadvantages. The total impact of the project will 
extend well beyond any balance sheet calculation, in that it will 
provide many provincial enterpreneurs for the first time not only 
with access to credit and also to sources of information and 
technology to facilitate business investment. The project is 
intended to be a catalyst for change, but the extent of its 
success, beyond microenterprise lending by HDF itself, will 
ultimately depend on how well Haitian bankers respond to the new 
incentives offered by the Fund. The projectls impact in the 
provinces will also be affected by the response of bankers to the 
increased number of proposals for provincial projects resulting 
from PPED activities. 

D. Institutional Analysis 

11 Choice of HDF 

The Haitian Development Foundation (HDF) is seen as the 
institution best suited to implement this project, even though it 
will require changes to its organizational structure and 
additional financial and staff resources to carry out the new 
initiatives planned. The HDF is already active in the 
microenterprise lending field and in 1989 successfully opened its 
first provincial lending operation in Cap Haitien and is about to 
open its second in Les Cayes. Past difficulties in management 
and operations have been largely overcome, and steady progress 
has been made in making the institution viable and sustainable. 
Among all the private credit institutions in Haiti, HDF has taken 
the lead in pursuing microenterprise lending in the provinces. 
This initiative will be directly supported by the project, 
leading to a stronger HDF with a solid base in the provinces from 
which to expand in the future. 

Seven years ago when USAIDrs soon-to-be-completed project with 
HDF began, the operation was shaky at best and technically 
insolvent. Gradually over the life of the project, the operation 
has turned around and become at least operationally self- 
sufficient. This means that the cash expenses can be covered 
from cash revenues, even though capital equipment replacement and 



provision for loan losses can not yet be covered by earnings. 
The operation presently has about 900 clieqts in Port-au-Prince 
and Cap Haitien and about 15 million gourdes (US$2 million) in 
loans. HDF is presently preparing for the opening of its second 
provincial branch in Les Cayes. 

The Price Waterhouse evaluation of HDF in March 1991 pointed out 
a number of issues relevant to implementation of this project. 
Since this evaluation took place just after the return of the 
USAID-financed expatriate Technical Assistant to the project, 

b 

some of the issues raised by the evaluation were already in the 
process of being addressed by the TA. Major issues raised by 
this evaluation are discussed briefly below. The Executive 
Summary of the Price Waterhouse study is attached as Annex G. 

The evaluation raises the interrelated issues of financial 
management, capitalization and sustainability. At the time of 
the evaluation in March 1991, non-productive loans had reached 25 
percent of HDF's portfolio. A concerted effort to recover 
delinquent loans has since been implemented by HDFts management, 
resulting in the highest revenues ever for the institution over 
the last two months (April and May, 1991). HDF's target is to 
return to a level of 80 percent of its portfolio on a current 
basis. HDFts Action Plan, already approved by the HDF Board, 
calls for an increase in the interest rate and fee income to 
enhance operational revenues and help protect against 
decapitalization. 

The issue of improving internal documentat~on and procedures has 
been resolved in part by a strengthening of the Credit Department 
and upgrading its computerized records. HDF1s Executive Director 
has temporarily assumed direct supervision of this division to 
oversee these improvements. Since the return of the expatriate 
Technical Assistant, a planned increase in the number of computer 
applications is underway, which will reduce the workload of the 
account managers. 

To address the issue of the restructuring of HDF and the Board, 
the present Board will engage the services of its legal counsel 
to rewrite the statutes of the institution, in order to change 
its structure along the lines described in Annex F. One 
objective is to seek board members from among private sector 
institutions and associations, to offer a broader oversight 
perspective. Another is to facilitate management of the Fund, 
independent of HDF's own operational lending program, through a 
separate management unit arrd Advisory Committee. Per Price 
Waterhouse's recommendation, the Fund is no longer referred to as 
a 'tTrustw, since this concept is not recognized in Haitian law. 

The issue of how to handle the low-income shelter lending program 
may have been overtaken by events. At this writing, the MEDA 
experimental pilot program appears to be less viable than 



originally envisioned, since funds from the BCI project earmarked 
for this pilot have been declined by MEDA. Nevertheless, MEDA, 
using PL 480 local currency funds, is undertaking at least 35-40 
low-income shelter loans to families with monthly incomes of 
$300. The perZormance of these loans may be a reliable indicator 
of the effectiveness of the antichresis lending concept described 
in section II.C.l. If results are at all favorable, the FMG will 
encourage mortgage lending institutions like BCI and JOGEBEL to 
reduce their minimum income requirements for shelter lending. 

With respect to the principal Price Waterhouse conclusions and 
recommendations, the majority of the issues are now being dealt 
with by HDF and will be implemented as a direct result of this 
project . 

3. Future Structure 

The internal structure of HDF will change significantly over the 
next year, partly to improve the efficiency of its ongoing 
operations and partly to accommodate the new initiatives 
introduced by the project. Initial changes will result in the 
organizational chart in Figure 1. 

Figura 1. Revised Transitional Structure of HDF 

Haitian Development Foundation 
Revised Organizational Sbucture 



The institution will be split into two major sections, one 
managing the microenterprise program and the PPED component; and 
the other dealing with the capital lending and institutional 
support operations. The two groups will function independently, 
but will be housed in the same location to economize on 
logistics. The expanded functions of HDF will add a dynamic 
dimension to the institution and will enhance HDF's stature and 
image as a genuine national development institution. 

The FMG will ultimately be responsible to the HDF Board of 
Directors, but will conduct most of its business independently, 
under the direction of an experienced and energetic General 
Manager, who will be able to operate freely in the private sector 
and be an influential member of t h ~  financial community. 
Technical judgments on loan applications will be rendered by the 
Advisory Committee, consisting of several qualified finanzial 
professionals (bankers, businessmen, n'ambers of business 
associations, etc.), who would be remunerated for their time on 
the basis of a schedule approved by the Board of Directors. 

The parallel structure to the FMG Advisory Committee on the 
operating side of the HDF will be the Microonterprise Advisory 
~ommittee, which will include some &embers of the present Board 
who will provide continuity during the transition period. This 
will also cover the PPED service, which will be closely 
coordinated with HDFVs existing provincial operations and the 
Institutional Support Unit. The two arms of HDF wiX. operate 
independently, but will be brought together by a common Board of 
Directors. The increase in size will probably oblige HDF to find 
a larger headquarters, and relocation costs could be borne from 
the support grant. However, since HDFVs present office rental 
cost is very modest, larger quarters, if carefully chosen, could 
be afforded under its operating budget. 

The mature institution which the HDF will eventually become will 
evolve along the fallowing lines indicated in Figure 2. 

The evolved structure is self-explanatory, the main difference 
being the inclusion of a Chief Executive Officer (CEO), who will 
oversee the operations of the different elements. The Fund 
Management function would continue to maintain operational 
autonomy'with respect to the regular lending operation of HDF. 
The Institutional Support function will no longer continue after 
the project, since it exists to implement the TA, training and 
studies under the project. The timing for the revised 
organization is open-ended, but it is most likely to coincide 
with the end of the project, when HDF will be expected to be 
fully self-sustainable on both a management and financial basis. 
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Figure 2 .  Eventual Structure of HDF 

Haitian Development Foundation 
Mature Organizational Structure 

1 il 
Enterprisa Management 

V. IHPLEMENTATION PLAN 

The principal implementing agency for this project will be the 
Haitian Development Foundation. Details of the institutional 
arrangements and the respective roles of the various elements of 
HDF and their relations with other participating financial 
institutions are fully described in Section II.C.1, Detailed 
Project Description and Section IV.D., Institutional Analysis and 
its corresponding annex (E). This section will be devoted to 
implementation arrangements and procedures not addressed 
elsewhere. 

Since this is entirely a private sector project, there will be no 
Project Agreement with the Government of Haiti (GOH). The 
principal obligating instrument will be a Cooperative Agreement 
with the Haitian Development Foundation which will encompass both 
the capital fund, to be operated by HDF1s autonomous Fund 
Management Group, and the project institutional support 
component, comprising technical assistance, training and studies. 
The mechanism will be a Handbook 13 Cooperative Agreement with a 
private non-governmental organization, non-competitively selected 
on the basis of predominant capability. A justification for a 



non-competitive award has, been approved by the USAID/Haiti Grant 
Officer and is attached as Annex F. The basis for negotiating 
the Cooperative Agreement will be a written proposal submitted by 
HDF in response to USAID1s Invitation for Application and 
developed in close cooperation with OPE and the project design 
team. 

The initial tranche of the capital fund will be granted to HDF as 
presently legally constituted. As described in section III.A., 
the capital grant will be in two parts: 1) a grant to HDF for 
loan capital for its own microenterprise lending program, and 2) 
a grant to establish "The Fundt1, to be administered by a separate 
entity within the HDF, to b~ loaned to IFIs for relending to 
their private clients. Operation of The Fund will require the 
creation of the Fund Management Group (FMG), including the 
staffing of the full-time technical positions in the FMG, as 
described in the Institutional Analysis. Some of the TA funds 
available to HDF will be directly immediately to establishing the 
legal and operational environment necessary for the F'MG to 
function. 

B. Contracting and Proaurement Plan 

Both long-and short-term technical assistance will be provided 
under the project. Two of the three long-term positions will 
actually involve a continuation of the TA currently being 
provided to HDF and APB, bu.f will be recompeted under the new 
project. Personal services contracts will be used for the long- 
term positions, as follows: 

- 

Long-term T/A P8C with Duration (yru) 
HDF Microenterprise Advisor HDF 5 

Banking Policy Advisor HDF 2 

Capital Fund Advisor HDF/FMG 2 

Projmat nmagumnt 
OPE Project Officer (US) USAID/H 2 

OPE Project Officer (Haitian) USAID/H 4 

The three international TA positions will serve, respectively, as 
advisors to the HDF microenterprise operation, the Professional 
Bankers' Association, and the HDF Fund Management Group. The 
Project Management PSCs will work in the USAID Office of Private 
Enterprise and will oversee the start-up and implementation of 
the PED project, in addition to the closeout of the two credit 
projects terminating in FY92. At a time when the new project has 
been successfully launched and is running smoothly, it is planned 



to phase out the U.S. PSC position in OPE and to continue the 
project officer rple with the Haitian PSC position. Ideally, 
this position would be filled by a locally recruited U.S.-trained 
MBA of Haitian nationality with banking and/or nticroenterprise 
lending experience. However, recognizing the d:ifficulty in 
finding such a person on the local job market, the budget covers 
the more expensive alternative of recruiting an llinternationallt 
Haitian from off-shore. If no suitable Haitian, can be found, the 
third option is to continue project management in OPE with an 
American or Third Country National PSC with a financial or credit 
background. 

Short-term TA, training and studies to be undertaken by the 
project will be arranged and managed by a locally hired 
Institutional Support Specialist, attached to the Fund Management 
Group. For this purpose, HDF will receive a technical assistance 
grant, to be disbursed in segments as needed. Short-term TA 
requirements and training needs will be developed by the support 
specialist, along with identification of appro:priate sources and 
proposed timing. Regular training sessions, seminars and similar 
activities will be contracted to a suitable local institution, 
such as the Center for Management and Productivity (CMP), which 
has undertaken a wide range of training programs under USAID/H 
auspices. Similarly, short-term TA and selected surveys, studies 
and analyses will be contracted either locally or in the U.S. 
through firms or individual consultants, based, on informal 
competition. USAID/OPE can assist in making contact with U.S.- 
based consultants, but actual contracting will, be by HDF. One 
reason that some TA funds are being retained outside the HDF 
Cooperative Agreement is to permit buy-ins to centrally-funded 
projects, such as the AID/PRE Financial Sector Devel.opment 
Project (FSDP), under which Price Waterhouse as prime contractor 
provides a broad range of services to assist financial 
institutions in developing countries to strengthen their 
regulatory framework and to upgrade and standardize accounting 
and auditing practices. TA funds retained outside the HDF grant 
will also finance evaluations, the final close-out audit and any 
other TA activities where HDF funding might not be appropriate. 

The limited range of off-shore commodities (mostly office 
equipment and two~vehicles) will be procured directly by HDF, in 
accordance with procedures established under the current HDF 
project. Aside from shelf items, the procurement source will be 
the United States (Code 000). 

C. Monitoring, Ev81~8tioB and Auditing Plan 

1. Monitoring 

Continuous project monitoring will be performed by the USAID 
Office of Private Enterprise. Under the guidance of the OPE 
Chief, who is a direct-hire A.I.D. officer, monitoring 



responsibility for PED will initially fall to the U.S. PSC 
project officer. rt is planned that a local-hire or 
internationally recruited Haitian professional will join OPE and 
be trained to take over this function, at which time the U.S. 
position can be phased out in the second or third year of the 
project. The OPE project officer will maintain contact with both 
the FMG and microenterprise units of HDF on virtually a daily 
basis initially and on a least a weekly basis once operating 
procedures are fully in place. He/she will assist the 
institutional support specialist in identifying TA and training 
needs and sources and in making implementation arrangements. The 
OPE monitor will follow closely the activities of PPED and other 
HDF provincial activities, including periodic visits to HDF 
provincial branches. At headquarters, the monitor will attend 
HDF Board of Directors meeting on a selective basis and will 
review HDF1s monthly financial reports. Finally, the FMGts 
decisions regarding lending capital loans to IFIs will be 
reviewed and approved in writing by the Chief of OPE. 

2. Evaluations 

Two major external evaluations are planned: one at the 
approximate mid-point in late 1993 or early 1994 and the second 
near the end of the project in 1996, to assess the project's 
effectiveness and to consider the question of possible follow-on 
activities in the credit area. A total of $92,000 has been 
budgeted for these two evaluations. 

The mid-term evaluation is particularly important as a vehicle 
for determining appropriate mid-course corrections, both in 
project strategy and in operating procedures. Accordingly, the 
mid-term evaluation will examine such questions as: 

what has been the level of demand for loans in general, and 
especially in the provinces. What are the constraints on 
demand and how can they best be alleviated? 

to what extent have borrowing institutions observed criteria 
for on-lending? What are average loan sizes and borrower 
profiles? What percentage of clients are first-time 
borrowers, women, microentrepreneurs, and provincial 
operators, respectively? 

how many provincial businesses has PPED aided and how 
effective are PPED's interventions? How many clients have 
subsequently received loans for initiatives related to PPED 
assistance? 

what has been the practical impact of short-term the TA 
provided and studies undertaken under the project? To what 
extent have emerging recommendations been implemented? 



has HDF made steady progress in improving its operational 
self-sufficiency regarding microenterprise lending and its 
provincial programs? What steps need to be taken in the 
second half of the project to emure HDFts self- 
sustainability after the project? 

3 .  Audits 

Since this is a financial project, annual audits of HDF will be 
performed by a local independent accounting firm and funded 
directly by HDF, in addition to the irs1;ernal audit functions of 
HDF (see institutional analysis). The project provides $122,000 
for an external close-out audit. No pre-award Audit will be 
required, since HDF is a current A.I.D. grantee and has been 
audited within one year of the initial obligation under this 
project. 

D. Schedule of Events 

The following is an illustrative schedule of events for the first 
year of the project, showing major actions and 
sequence, with approximate dates. 

Acfion 

HDFts proposal for HB13 grant received 

Project Paper authorized in field 

Grant negotiated with HDF 

Grant Agreement signed with HDF 

Contract sjgned for long-term TA with APB 

Contracts signed for long-term TA with HDF 

HDF by-laws revised to create M G  and PPED units 

HDF opens les Cayes branch 

HDF'meets CPs to initial disbursement of fund 

Initial short-term TA begins re settling up PPED 

Initial loan disbursements approved by FMG 

HDF submits 1st year TA plan for inst. support 

First analytical study is undertaken 

PPED provincial reconnaissance surveys undertaken 

their likely 

Dete 

June 10, 1991 

June 15, 1991 

June 20, 1991 

June 25, 1991 

June 25, 1991 

July 31, 1991 

September, 1991 

October, 1991 

October, 1991 

November, 1991 

December, 1991 

January, 1992 

February-March, 

February-April 



Training sess ions  begin under CMP 

HDF opens brunch i n  third provincial town 

F ir s t  annual audit o f  HDF and Fund 

March, 1992 

September, 1992 

October, 1992 

E. Bpeaial Terms and Conditions 

Since the Cooperative Agreement with HDF is a support grant under 
the provisions of Handbook 13, no conditions precedent to 
disbursement or covenants are appropriate.: However, since A.I.D. 
will have a substantial involvement in the execution of the work 
performed under the Cooperative Agreement, the CA will reflect 
several terms and conditions under which HDF will seek to operate 
in the execution of the project under the Cooperative Agreement. 

1. The HDF will make the necessary adjustment to its by-laws 
to permit the creation of the Fund Management Group, as 
described in this Project Paper and in the Cooperative 
Agreement; 

2. The MDF will establish the Fund Management Group, 
including the placement of a director and the naming cf an 
Advisory Committee; 

3. The Fund Management Group of HDF will set interest rates 
to borrowing institutions (IFIs) at a competitive level and 
will maintain a flexible policy with respect to negotiating 
interest rates and other incentives, such as risk-sharing 
arrangements with eligible IFIs, in order to ensure 
effective participation in the Fund. The long-term 
management goal of the FMG will be capital preservation and 
the pursuit of its development objectives, but not profit 
maximization. Accordingly, the FMG will seek to avoid 
negative interest rates in real terms, which would lead to 
decapitalization. 

4. The FMG will seek to cover its operating costs from its 
interest rate spread and the 2 percent annual fee on the 
volume of funds managed and the 1 percent loan origination 
fee charged to its IF1 borrowers. The FMG operating grant 
provided under the project is intended to supplement fee 
income in the early part of the project where start-up costs 
are high and the volume of funds managed relatively low. 

5. HDF will seek to maintain its current operational self- 
sufficiency (the ability to cover cash operating costs with 
earnings) and to attain full self-sustainability by the end 
of the project (defined as complete coverage of operating 
costs, replacement of fixed assets, loaq loss provisions and 
interest charges on acquisition of new lending capital). 
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Narrative Summary 

Goal: 

To stimulate private sector 
growth, especially in the 
provinces. and to improve the 
well-being of the population 
through employment and income 
generation 

Purpose : 

To expand access to credit 
throughout Haiti, especially in 
provincial towns. 

LOGICAL FRAMEWORK 

PROVINCIAL ENTERPRISE DEVELOPMENT PROJECT 

Objectively Verifiable 
Indicators 

-Increased level of private 
investment 

-Increased level of employment 

-Decrease in social tensions 

EOPS : 

3-5 IFIs receive FMG loans 

10,000 jobs created .thru loans 
under project 

HDF achieves self-sustain- 
ability and can continue 
operations w/o further grant 
capital or instit support 

HDF has active lending opera- 
tions in 4-6 provincial towns 

HDF firmly established as 
primary microlending 
institution in Haiti and has 
loaned to 250 microenterprises 

Means of 
Verification 

-GOH National 
Accounts 

-Central Bank 
Anqua1 Statistics 

-Financial 
records of IFIs 

-Accounts of HDF 
Fund Hgt Group 

-Accounts of HDF 
Microenterprise 
program 

-Project 
evaluations 

- - - -- -- - 

Important Assumption6 

GOH will pursue macroeconomic and 
monetary policies which will 
encourage investmant and savings. 

Regulatory and legal environment 
in Haiti will support growth of 
private enterprise and private 
financial institutions (IFIs). 

Inflation will continue at approx. 
same rate of 1980s (10-15%); or if 
rate excelerates. GOH will remove 
interest rate cap of 22%. 

Availability of credit at market 
rates will open up new business 
opportunities in provincial areas. 

M G  will capture 5-10% of demand 
for lenaing in provincial towns. 

Development financing institutions 
and NGOs will increasingly seek 
lending in the provinces 

Incentive and risk-sharing options 
offered by FHG will induce at 
least some participation by 
private commercial banks in 
project target markets. 



. . . . . - . 

Outputs: 
1. A financial market 
es tab1 ished at the provincial 
level for private financial 
institutions to provide term 
credit at market rates to small, 
mid-sized and emerging 
businesses. 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
2.  Capability developed within 
the Haitian Development 
Foundation a) to manage a large 
capital fund, b) to meet the 
credit and counseling needs of 
its expanding client base in the 
capital and severel major 
provincial towns and c) to 
operate as a self -sustaining 
development financing 
institution. 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
3. A model established for 
ongoing provincial private 
enterprise development 
initiatives in several major 
provincial centers, to assist 
and motivate new and expanding 
enterprises by providing a range 
of technical and information 
services, leading to the 
identification, formulation and 
execut Lon of bankable 
entrepreneurial initiatives. 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
4. Management capability of 
Haitian financial institutions 
strengthened and their access to 
pertinent financial and market 
information improved through 
technical assistance, training 
and analytical studies of 
constraints. opportunities and 
operating practices. 

Quantitative Indicators: 
Fund managed by EMG will have 
a portfolio of 25-30 million 
Gds in more than 200 loans. 

60-70% of FMG loans go to 
provincial or emerging firms 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
HDF portfolio of small and 
microenterprise loans will 
grow t~ 35 million gds. 

300-400 businesses will 
receive loans from HDF 

HDF's revenues will cover its 
operating expenses, capital 
replenishment and loan loss 
provisions 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Under PPED, 6 baseline studies 
of major Haitian provincial 
towns undertaken 

10-15 outreach interventions 
with develoment institutions 

40 pre-feasibility studies and 
25 full analyses completed, 
resulting in at least 20 new 
or expanded businesses in the 
provinces, creating 1000 job.5 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
5 - 6 major financial studies 
completed 

150 pers/wks of training 

80-100 pers/wks of short-term 
TA in technical, financial, 
accounting & computer services 

-FMG loan records 

- IF1 loan 
reporting to F'MG 

-PPED TA & 
training records 

-interviews with 
businesses which 
PPED has assisted 

-Findings of 
feasibility 
studies 

project 
evaluations 

- - -  

HDF will build up to full self- 
sustainabililty and will end its 
need for grant capital funding 
during life of project. 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
FnG will achieve self- 
sustainability by end of project, 
as suppDrt grant phases out. 

An unmet potential financial 
market exists in the provinces 
which this project will tap. 

PPED can find and train 
specialists in promotion of new 
enterprises in provinces atld will 
find enterpreneurs responsive to 
innovative ways to pursue r,ew 
opportunities. 

Participating IFIs and the Central 
Bank will be receptive to the 
analysis, findings and 
recommendations emerging from the 
short-term TA, training and policy 
studies financed by the project. 



Lending Capital Grant 

HDF Capital Grant 

FMG Operating Grant 

Technical Assistance 
PPED 
Instit. Support L/T TA 
S/T TA. Training d Studies 

Project Management 

Evaluation/Audits 

Total 

Implementation 
Project costs ($000) 

M G  & HDF 
Accounting 
records 

USAXD Co~troller 
records 

OPE monitoring 
/ 

Annual audits 

Qualified persons can be found to 
serve on FWG Advisory Board. 
assisted in part by HDF's new 
authority to offer compensation to 
Board members. 

A qualified director can be 
recruited to run the FWG. 

Suitable long- and short-term TA 
can be recruited in a timely 
manner. 

Appropriate training can be 
arranged thru CMP and/or APB. 
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ANNEX C .  TECHNICAL ANALYSIS 

1. Introduction 

One of the objectives of this project is to assist in the 
dovolopment of Haiti, through the financing of small and medium 
entrepreneurs in the provinces. 

This objective will be met in part by creating a new mechanism, the 
Fund Management Group (FMG), which will be the implementing 
institution for lending to financial institutions. The FMG will be 
a branch operation of the HDF and will use the funds fram this 
project to onlend to qualified applicants as well as managing the 
funds presently in the SOFIHDES/HDF (see Institutional Analysis for 
more details). 

The FMG will be responsible for recommending for Board and USAID 
approval, IF1 I s  as potential borrowers of the fund and once the IF1 
is approved, recommend for Board approval the loans submitted by 
the IF1 for financing. The FMG will also be the c:oerdinating unit 
for the development and implementation of other pwject activities 
namely, the PPED, the institutional support (T/A), training 
programs for the financial sector and financial sector studies. 

11. Operational Imuos 

A number of issues have arisen which affect the organization and 
operations of the FMG. These include: 

A. The Issue of Risk 

The Haitian fin2ncial system has always enjoyed a relatively 
healthy liquidity, and contrary to popular belief, funds for 
term lending have never really been the limiting factor in the 
firmncing of development-oriented projects. The issue is 
rrzs3,ly one of risk. The higher risk of financing development 
driented projects is generalllyassociatedwiththree factors: 

a) an unfavorable macroeconomic environment; 

b) the absence of an effective legal system; 

c) the fact that lenders have a tendency to avoid 
dealing with unknown organizations or businesses 
without a prove.> track record. 

Two other constraints to lending in the provinces are the lack 
of infrastructure, such as electricity, shipping facilities, 
roads and business services and the difficulty in executing 
proper loan administration procedures. The implication is 
that in order to encourage IFIs to lend in the provinces, the 



institution doing the encouraging (the FMG in this case) must 
be willing and able to share in the risk of the project. 

B. Manager of a Pool of Bundr 

USAID with this project and the SOFIHDES/HDF trust, will have 
a sizeable pool of funds to manage. In the latter there is 
presently around 7.5 million G ($1 million) and about 2.2 
million G ($300,000) will be added each year until the 
principle repayments start in 1994 at a rate of 3.68 million 
G ($490,000), which will at maturity in 2003 total about 63 
million G ($8.4 million) and this does not include the 
interest earned on the funds received during that period (see 
Financial Analysis for exact figures). Add to this the $7.2 
million that this project will add and the fund could 
eventually surpass 112.5 million G ($15 million). As a 
result, the mechanism which will be set up now %ill have to be 
designed in such a way that it will be everlasting and as an 
added benefit can continue to be used by USAID and other donor 
agencies as the implementing unit for credit projects. The 
size of this Fund allows a certain amount of flexibility which 
can assist in the preservation of the capital of the Fund. By 
being able to diversify its holdings and thereby diversify its 
risk, the FMG can intentionally allocate a portion of the 
funds under management to finance higher risk projects and 
focus on as-of-yet untapped markets, eg. emerging enterprises. 

8 

C.  Loan Demand 

The size of the primary target market (micro, small and medium 
enterprises in the provinces and term lending) is limited due 
to the aforementioned barriers and the history of lending in 
this country. As a result, demand for funds is not expected 
to initially be .high or from numerous IFIs. Although the 
funds will be available to all institutions, it is expected 
that the response will bte slow and grow as the project 
matures,' mostly through the building up of the IFIs confidence 
in the FMG. It is expected that SOFIHDES will be the major 
user of the Fund, given that HDF will receive a grant for 
their lending purposes and initially will not be a direct 
borrower from the Fund. The group of institutions under 
Sogebank ownership is expected to be the second largest user 
of the Fund, as this IF1 has shown itself to be the more 
dynamic of the local IFIe. Little action is expected from the 
foreign IFIs with the sole exception of maybe the Bank of 
Boston. This low demand is to be expected, as the markets 
targeted are not the regular domains of the private sector 
IFIs and as a result most of the funds will be used by 
development oriented IFIs. This also has the implication that 
the FMG will have to be prepared to evaluate projects in other 
areas, which can meet the secondary objectives of job and 
foreign exchange creation. 



D. Pooling of the Teahnioal Aaristance 

There are presently 4 ~ s ~ ~ ~ - f i n a n c e d  TAs in the financial 
sector in Haiti. This project will consolidate all TAs who 
serve the financial sector and reduce the numher to three, 
including the advisor to the the FMG. This will give the 
project a coordinated effort towards the financial sector and 
will offer to all institutions a powerful "think-tankw which 
can only improve the impact of USAID in this all important 
sector. In the beginning this group can be used to deal with 
the problems and issues of developing the fund management 
mechanism. In addition, by having all of the T/A1s in one 
area, the exchange of timely information on the financial 
sector in general will be invaluable. 

Em Negative Real Interest Rats8 

The interest rate spread accruing to the IFIs (the difference 
between their cost of capital and the rate which they charge 
their customers) is a key determinant of the profitability of 
IFIs in borrowing from the Fund. IFIs are prohibited from 
exceeding the current interest rate cap of 22 percent in the 
rate which they charge their clients. Under present market 
conditions and the relatively low current inflation rate of 
approximately 10 percent, the 22 percent ceiling poses no 
practical constraint. However, if inflation heats up and 
banks start to be faced with negative real interest rates, 
they could offset this to some extent with loan origination 
fees and management charges of 2-3 percent. Persistent 
inflation above 22 percent would put considerable pressure on 
the GOH to raise or abolish the interest rate ceiling, which 
would be a political action as much as an economic decision. 
Should excessive inflation occur, the FMG, in order to defend 
against a negative return, would effectively suspend new 
lending to IFIs by raising its own interest rates to the IFIs 
to avoid decapitalizing the Fund, thereby lowering the IFIs1 
spread to an unacceptable level, until either a raise in the 
legal cap or a reduction in inflation. 

As a matter of policy, commercial banks will not, except for 
short periods, continue to lend at a rate below the recoqnized 
rate of inflation. Term lending would effectively coma to a 
halt during such periods of inflation, unless the intaxest 
rate cap were lifted or a range of new fees were added to 
supplement interest income. USAfD/Haiti will monitor this 
situation closely to avoid the practice of negative interest 
rates leading to decapitalization. 

t .  Coaflict o'f Intorast 

The issue of possible conflict of interest, with HDF being 
both lender and potential borrowcer from the Fund, is a concern 



which has been addressed in the design of the project. Any 
conflict of interest is avoided at the outset by allocating to 
HDF initial lending capital for its own use in grant form. 
Therefore, during this period, it would not be competing with 
other IFIs to borrow from the Fund. In addition, by having an 
Advisory Board made up of representatives of the business and 
financial sectors, the FMG can claim genuine autonomy in its 
decision-making process, independent of the oparational (i.e. 
the microenterprise lending) side of HDF. The final control 

- 
against possible conflict of interest is that all major 
decisions on allocation of lending capital will be approved by 
the Director of USAID/Haiti, or his designate. - . 

The ultimate target markets for the funds will be: 

1. Smaller (micro) entrepreneurs in the provincial centers. 
2. Larger projects which have substantial provincial impact. 
3. Micro-entrepreneurs in the capital area. 
4. Other development projects. 

The specific sectors in which activities will be financed are the 
traditional individually owned micro-businesses such as: iron 
working, woodworking, tailoring, baking, artisanal production, 
mechanical, block making, hardware, restaurant, dry cleaning, shoe 
production, pharmacy, beauty salons, etc. Low cost housing will 
also be included in the target market, but will require additional 
investigation and testing before any concerted action can be taken. 

In addition to lending to the lower end of the borrowing market, 
the FMG will entertain the financing of larger projects, which have 
substantial development impact, either in or out of the province. 
This presents certain advantages from both a diversification and 
impact upon development standpoint. An example would be the 
financing of agro-industries who will use the loan proceeds to . 
finance the production of their raw materials by farmers in the 
provinces. However, direct loans to smaller farmers and loans for 
consumption purpoees will not be entertained. .. 

This ma'rket will be accessed through the IFIvs, who are either 
already operating in this market, or wish to enter thia market and 
will include all commercial banks, development banks and NGO1s. . 
The Fund will not lend directly to the ultimate borrower, but will 
actively undertake a marketing campaign to encourage ultimate 
borrower, to go through their banks to use the Fund. 

1 Riatory o f  Aet iv i ty  in  tha T8Zg.t Y8rk.t 

History has shown that the Haitian financial sector has most always 



enjoyed a healthy liquidity position. Even so, the financing of 
higher risk operations has been limited and when done, done so on 
a name basis. The limiting factor according to many documented 
reports and concurred with by the authors of this PP is one of risk 
and not one of supply of funds. Neither lending for productive 
purposes (agriculture, industry, construction and trade) nor 
lending in the provinces has amounted to a significant portion of 
the private sectbr debt in Haiti. 

In 1986 the figures from the BRH show that 94.79% of private sector 
credit was in the Ddpartement de lV0uest (Port-au-Prince). In 
addition, lending for productive purposes, as a percentage of the 
total. commercial banks portfolios are summarized in Table 1.'. For 
1988, the data also shows that of the commercial bank's portfolio, 
less that 1% was in agricultural loans, 14% in industry, 4% in 
construction and the remainder in commercial and personal loans, 
for a total of only 19% of the lending in the productive ares. 
Finally, the financial system offers services to 8-10,000 corporate 
and personal borrowers and to around 200,000 depositors, however, 
75% of these are found in the area of Port-au-Prince and recent 
figures from the BRH indicate that 75% of the outstanding private 
sector credit is to 10 major Haitian family groups. 

Further blurring of the scenario is due to the common practice 
ofwevergreeningw (rolling over lines of credit). With this 
practice, the term element of risk is also neither considered in 
the pricing of a loan and nor in the pricing of the deposits, to 
the detriment of the depositor and the benefit of the IFI. This 
practice and the presence of a stable savings and institutional 
(pensions and insurance funds) deposit base has allowed the banks 
to remain unsophisticated in their pricing policies. 

The drtr  for the y w s  1983 to 1986 fs  f r m  the report canpleted by DIC in 1987 and the Qt r  for 
1980 urs obtalnod from the report by DeL~twr  in 1989. the latter has bm adjusted for non-performing 
assets. 



I Y m r  1 #or A 1 1  Produatlvo Uuom I Industry I 

This lack crf exposure of the financial sector in the provinces and 
for productive purposes, is due to three interrelated issues, which 
have combined to result in a scarcity of viable and bankable 
projects. The first is the generally poor macroeconomic 
environment which hhs been prevalent in this country throughout the 
1980's and has actually suppressed investment in general, let alone 
in the provinces, where infrastructural services are not as 
reliable as in the capital. The second is the inefficient legal 
framework in which the financial institutions must operate. This 
relates to the identification, registration, and protection of 
collateral offered by clients for financing from th@ IFI1s. The 
third issue is that of the unknown borrower. The banking system in 
general does not like to deal with persons unknown to them, which 
has resulted in the entire financial system competing for the 
business of a handful of families (50). 

~edium & Long Gong  arm 
Term Only 

Where projects in the provinces have been financed, they were so 
because of the usually solid and well-known investors behind them. 
Commercial banks do have some branches in the provinces however, 
little lending activity is carried out from these branches rather, . 
they act mostly as clearing houses for activities between thc 
provinces and the capital. The following banks have branches in 
the provinces: Banque de 1'Union Haitienne (?ayes and Cap Haitien) , - 
Banque Nationale de Credit (Cayes, Cap Haitien, Jacmel, Gonaives, 
St. Marc) and the Banque Nationale de Paris in Cap Haitien. 

Only 
Long Term 

Only 

Two cases of limited lending euccess in the provinces involve the 
.- 

two USAID projects, HDF and SOFIHDES. The HDF opened a branch in 
Cap Haitien in the fall of 1989 and to date has 111 borrowing 
accountm, with a total portfolio in excesr of 1.1 million gourdes 
($150,000). A recent study of Cayes has prompted the HDF to begin 
the process of opening a second branch in that provincial city. 
The author of the study points out that if HDF wishes to open 
branches in other provincial cities, that the cap Haitien model 



which is being used for the situation in Cayes, has to be adapted 
before being used in other cities due to the changing mix of 
business, population and financial activity from city to city, 
introducing yet another element of cisk in the goal to increase 
activity in the provinces. This will add another dimension of risk 
to the future efforts of HDF in this ar9a and as such will require 
special attention and effort. 

SOFIHDES, since 1988, has financed 14 projects in the provinces for 
a total of 10.3 million gourdes ($1.4 million) of which the 
majority* (10) were in the agribusiness sector (6.1 million gourdes 
or $812,000). This activity accounted for over 50% of the 
portfolio growth of the institution since 1988. Additional 
internal data from SOFIHDES shows that for the same 4 years, 
agribusiness projects analyzed totalled 37.9 million Gds ($5.0 
million), of which 25.3 percent (9.6 Million Gds or $1.3 million) 
were actua?.ly f inancsd. Of the projects analyzed (37.9 million 
gourdes), 59.8 percent (22.7 'million Gds or $3.0 million) were in 
the provinces and ofthose projects eventually financed, 54 percent 
were in the provinces. These resu1.t~ suggest that, firstly, 
although there are a plethora of good ideas, only a few are really 
bankable, with traditional  ank king practices (term loans backed by 
tangible security). Secondly that once an institution has ' 

developed the proper risk analysis techniques, that bankable 
projects can emerge, even with traditional banking practices. From 
this one can only conclude that with more sophisticated financial 
instruments, more of these projects could have been financed. 
Finally that the agribusiness sector offers a window of opportunity 
for an institution wishing to encourage investment in the 
provinces. 

On the public sector side of the equation, the GOH has through 
three institutions, financed the target market, namely, le Bureau 
de Credit Agricole (BCA), la Banque Nationale de Devbloppement 
Agricole et Industriel (BNDAI) and a World Bank supported, 
discounting operation le FDI. The experience of the two former 
institutions has not been that good. BCA carries on lending on a 
very limited basis and support from both IBD and AID has beea 
withdrawn. The BNDAI was put into receivership and the portfolio 
is presently being managed by the BRH, on a collection basis only. 

The Fonds de Developpement Industriel (FDI) has been in operation 
for about 10 years and has a portfolio of around $9 million. The 
products that were available were a rediscounting alternative for 
the commercial banks, a partial guarantee mechanism, technical 
assistance and foreign currency at the official rate of 5:1, when 
the market rates were at times 7:l. Their upper lending limit is 
$500,000 and as such their exposure in both the provincial markets 
and the lower end of the borrowing market is negll.gible. As a 
result it is not the exposure of FDX in the targeted market of this 
project that is important, but rather what were the problems 
encountered by FDI in trying to convince the private sector IFIs, 



the same market as for this project, to pahcipate in the 
development of the country. Although a detailed evaluation is in 
the stages of preparation, there are some preliminary indications. 
FDI had limited flexibility in their product range, they were 
providing dollars at subsidized rates which probzbly sent the wrong 
signal to the market and finally, FDX is a public sector 
institution. In a discuesion with the General Manager of FDI, it 
was confirmed that in order to get out more to the target market, 
more risk sharing through appropriate financial instruments would 
be required. This of course does not preclude an efficient risk 
identification and analysis effort. 

One of the conclusion that can be drawn from the foregoing is that 
. 
a. 

the analysis of, acceptance of and management of risk, are tho 
limiting factors, after those mentioned above (macroeconomic 
situation, weakness of the legal system, name lending) to financing 
activities in the provinces and over the longer period. It is . 
imperative that if an institution is to undertake this type of 
lending, that they either have a presence in the provinces or have 
sufficient knowledge and the too1.s to ens.ble them to properly 
assess the risk in the project to be financed. If they are not 
located in the provinces, then they will need a well diversified 
portfolio, in order to offset not only the higher risk of ddng 
business in the provinces but also the higher cost of monitoring. 

The conclusion is that flexibility, creativity and the ability to 
share in the risk is the way to maximize the potential activity in 
this area. In order for an institution to attain its objectives of 
assisting this target market, it must have the flexibility to meet 
the demands of projects on a case by caae basis, creative enough to 
actually increase the risks of success and experienced to be able 
to monit~c and evaluate the situation on an ongoing basis. In the 
past, trying to encourage provincial expansion through classic 
instruments such as term loans secured by tangible collateral, has 
seen limited success. The institution must meet the demands of the 
market and not try to make the market fit their rules. 

~ i v e n  tht. foregoing analysis, there will be three basic types of - 
loans and are separated by the skills required to evaluate and 
monitor the loans and in part by the risk-reward relationship: 



Type Ri sk  Return to  the FXG Demand 

No risk sharing Low Term deposit rate Medium 

I Risk sharing Highest Interbank deposit rate Highest I 
I Micro-enterprise Medium Concessionary Lowest 

In all of the loan categories, the interest rates to the ultimate 
borrower will be market driven and will, within the limits of the 
law maintain a p~sitive real interest rate. Variable rates will be 
maintained, however, fixed rates should be made available in 
certain cases (start up periods), but with a premium to be added 
which is commensurate with the risk involved. 

The no risk sharing category, will be a straight lending operation, 
involving loans to IFI's for onlending, withcut any concessions or 
sharing of risk. The IFI, for internal reasons, will choose to use 
the Funds resources rather than own their deposit base, drawn by 
the certainty of the source over the period of the loan. The 
question could be asked W h y  should the Fund lend to the IF1 when 
the IF1 has its own funds to on-lend?". The answer is that the IF1 
wants to match fund the project, thereby not affecting their 
deposit base. In addition, these funds will not be subject to 
reserve requirements. The examples will be larger institutions who 
wish to finance projects with substantial provincial impact or 
other development projects and desire a long term guaranteed 
funding source, but feel that the risk involved is acceptable to 
them. Finally it is important that the Fund retain a diversified 
portfolio insofar as risk is concerned. By funding IFIs in this 
manner, the FMG would encourage the IF1 to match fund, would 
accomplish the objective of provincial involvement and would 
protect the capital base of the Fund, in addition to having a 
secure source of interest income. The IFI1s that would fall into 
this category would be the commercial banks and SOFIHDES. These 
would be longer term loans (5 - 10 years) returning around term 
deposit rates of interest, which would take into account the spread 
required by the institution to operate, especially in the case of 
making provincial loans, as they normally have a higher operating 
cost associated with them. It is expected that demand for this 
type of funding will be somewhere between the other two categories 
due to the following: 

1) Most institutions will have a lower cost of funds than 
those offered by the fund and given that they will feel 
comfortable with the risk associated with the project, they 
could use their own funds to the limit that their historical 
stability of funds will not be disturbed, and 



2) Historically, the financial system has always been in a 
liquid podtion and there has been always been a reluctance to 
lend to development oriented projects, due to the risk 
associated with this activity and this situation is expscted 
to continue. 

a 3) This is the type of facility that would be used by a non- 
deposit gathering institution. 

As their will not be any risk associated with this loan, the 
evaluation of the project wlll focus on the development objectives 
to be attained and the monitoring requirements will require regular 
reporting on repayment history and interim progress reports. 

B. Ri8k Sharing 

This category of loan is where the Fund will share the risk in a 
project. When the projects are developed and approved for funding 
by the IFI, an application will be sent to the FMG, who will ensure 
that the loans meet the objectives and determine what type of risk 
sharing mechanism would be appropriate for the particular project. 
This will obviously involve negotiation with the IFI, will require 
flexibility and a solid financial technical capacity on the part of 
the FXG. Some of the mechanisms envisaged rill include: 

- subordinated debt: (junior debt), which is the act of taking 
an inferior position to other creditors, usually compensated 
for this position through either/or interest rate or aspects 
of control; 

- pari-passu arrangements on collateral offered: where th'ere 
is not enough collateral to adequately cover the debt, but 
confidence in the positive outcome of the project is 
acceptable, creditors share equally in the collateral, even 
though complete coverage may not be available; 

- deferred principle payments: a creditor accepts to wait 
until the end of a loan to recoup principle, usually involving 
premium payments for the additional risk; 

- graduated interest arrangements: interest rates will 
increase as the mturity increases, reducing pressure on cash 
flow at the outset of the project; 

- balloon loans: a loan in which the principle payment may 
come totally or partially at the maturity of the loan; 

- revenue bonds: repayments are to come as a percentage of 
cashflow from the project; 

- quasi-equity participation: the FMG takes a stake in the 
operation, which starts off as equity, but reverts under pre- 



specified conditions, to a loan. 

- retractable (putable) guarantee: whereby the FMG will offer 
a partial guarantee, for which the premium is renegotiated on 
an annual or regular basis; 

- leasing: the Fund can purchase equipment and lease it to the 
client, which has the impact of leaving the other borrowing 
capacity of the client for other funds such a3 an operating 
loan. 

These are just a sampl.ing of the financing instruments available 
and it should be the, initial task of the FMG to come up with 
others. The goal will be, not to offer a total coverage (100% 
guarantee) , but just enough to encourage the institution to 
participate in the risk. The average return on this category of 
loan should be higher than the other two (around inter-bank rate), 
but the possibility of losses will also be greater. 

Demand for this category should be the highest, if properly 
marketed, as the risk shsring option will be attractive for the IF1 
(assuming that development activity will increase overtime). 
Furthermore, as increased risk involves longer terms of repayment, 
reflows will not come as rapid as the no risk category. Finally? 
loan restructuring on provincial projects should be avaiJable 
through the FMG. 

The evaluation and monitoring requirements in this category will 
have to be among the best ia the financial sector, not only to 
evaluate the risk, but also to protect the assets of the Fund. 

This category of loan will be to an IF1 who will be directly 
addressing the primary target market of this project. Depending 
upon ths individual IFI1s case, this category may involve 
concessions, as provided for in the Policv Papgr on F i w n c i a  

t. Auaust 1988. This assumes that most IFI1s in 
this category are weakly capitalized, have high costs of operation 
and higher writeoffs. Although, the average maturity of the loans 
from the IFI1s to the clients will be about 2-3 years, the loans 
from the Fund to the IF1 will carry an average term of 10 years, 
with a grace period (5 years). Due to the relatively short 
maturity of the IFI1s loans to the client (funds are available for 
relending) and the lack of IFI1s operating in this market, the 
initial demand for funds for this type of lending will be lower 
than for the other categories. The IF1 that will use this source 
first and the most will most likely be the HDF itself, as it is the 
best positiorxd to do so. 

The concessions should involve low interest rates, direct fixed 
asset and operating grants, and forgivable principle portions, 



assuming that self austainability can be shown to be eventually 
achieved. As is pointed out in the Financial Markets Policy Paper, 
the operating grants cannot exceed the operating costs of the 
institutions. These concessions are justified given that these 
institutions are at the heart of the objective of this project and 
because this type of lending, as a standalone activity, is both 
high risk and high cost. 

Evaluation will require greater effort than the no-risk sharing, 
but less than the risk sharing and the monitoring should be done on . 
a portfolio basis, through monthly reports \from the IFI. 

D. Othar Pr~Quatu -* 

To be able to encourage the institutions to move into the target ", 

areas, the F24G will have to be market driven, thereby implying 
flexibility and creativity. Thus, the Fund may be required from . 
time to time, to use other products, not aforementioned and this 
should be encouraged, assuming of course, that they comply with the 

-hhEn For instance, & ! , " ~ f d " e ~ % ? ~ ~  * f̂;",".",";in9" :& 
mortgage operations, by buying the performing portfolios of the 
mortgage institution (collateral.ized mortgage obligations), which 
could eventually lead into other operations such as the purcnase of 
tern loan receivables. 

VI. Portfolio Divorrifioatioa 

In order to achieve the objectives of increasing the productive 
business activity in the provinces, the FMG will have to balance 
AIDpolicy, sustainability, capital preservation, risk exposure and 
fluctuations in demand. 

Although AID policy states (AID Policy Paper on Financial Markets 
Development, August 1988 ) : 1 

"A.I.D. funds provided to financial institutions should curry an interest rate thar ( I )  
is at least equal to the cost of  local, nonconcessional sources of capital: (2 )  
approximates the cost of lendable resources of comparable maturities from the local 
privde capital market ( i f  such resources exist); and (3 )  is based on the appropriate 
rate to the ultimate borrowers." 

it goes on to say: 

"A.I.D. needs to make more realistic determination of the costs of carrying OM A.I.D. 
required activities when developing credit projects. I f  it is necessary lo make 
adjustments (concessions assistance) in the terms of A.I.D.3 assistance to the IF1 to 
hedge agreed-upon risk (although not necessarily the total risk) or cover the costs 
arising from meeting A.I.D.3 programmalive objectives, then the value of the 
adjustments shall be equal to, but not greater than, the actual costs incurred by the IFI." 
As a footnote: "These costs generally include the costs of analyzing and monitoring 



loans and maintaining a loan loss-reserve. The adjustments to A.I.D.'s assistance 
generally include grants, rduced interest rates, or extended grace periods. 
Programmatic ob jectives may hclude making credit available lo private enterprises that 
would not be able to obtain formal financing in the absence o/ A.f ,D.  support 
(additionally), encouraging an IF! to provide term loans, or providing s\?rvices lo a 
borrower that are not normally par1 of a loan agreement (such as business advisory 
services). . .. " 

As shown in the discussion on the history of lending to the 
provincial and small business market, in order to get IFI's to 
venture into these traditionally high risk areas, they will need 
the proverbial carrot. Given the pagk history in Haiti, this will 
require an concerted effort on the part of the fund management to 
ensure that the fund is well publicized and has the ability to be 
creative in its approach to financing and especially in risk 
sharing. This balancing act will be greatly facilitated by a built 
in flexibility to react to market demands, by innovative leadership 
and through diversification of the Funds assets. 

Using only the funds from the project to onlend and the funds in 
the SOFIHDES/HDF trust as only deposit instrumentEi on the inter- 
bank market, will help to ensure that the fund has revenues to 
cover off operational expenses, once it reaches its critical mass. 
By further diversifying the use of the loan funds between the three 
aforementioned lending categories, at least a minimum positive rate 
of return can be maintained (after write-offs) for the lending 
activities of the Fund. Given this diversification, capital 
preservation and a return on assets close to or greater that 
inflation should be reasonable target objectives. This will by no 
means be an easy tcsk and will require constant monitoring, 
projecticg and analyzing of risk. 

VII. Tho Proaoduror 

The application forms for funding from institutions will be 
developed by the FMG and distributed to the financial sector. The 
application process will be a two stepped one, whereby the 
institution will apply to be a borrower of funds and a total upper 
limit will be established and then as projects arise, they will be 
presented to the FMG on an individual basis. 

In the initial step, the FMG should look at the financial soundness 
of the inkititution including a total ratio analysis and a history 
of repaymerrtt through the interbank market and will recommend a 
course of action to the Board. The Board will concur or withhold 
concurrence on the recommendation. The application will then be 
forwarded to the Director, USAID for final concurrence. Assuming 
all parties agree, the institution will then be eligible to receive 
funds (up to a prescribed limit, determined through the application 
process and adjusted depending upon the availability of funds). A 
contract binding the HDF and the institution will then be signed, 



indicating the responsibilities of each party and stipulating the 
guidelines for the uses of the funds. As the Furld may become 
oversub~cribed to, a clause should be placed in the contract that 
would snable the maximum limit to be lowered should the 
availability of funds become limited. 

Once the project8 have bean received, analyzed and approved by the 
institution, they can be submitted to the FMG for appraisal, who 
will recommend a course of action for the Board's concurrence. If 
the situation is favorable, then the FMG will ask the Accounting 
Service of the HDF to issue a cheque in favor of the institution, 
who will. receive it concurrent with their signature of the legal 
documentation, binding the institution and the HDF, outlining the 
specific purposes of the funds, the details of the repayment, the 
collateral taken and the monitoring requirements. The procedure 
described above is for nvanillaN loans where no risk-sharing 
arrangements, grants or other conces8ions are required. However, 
as mentioned earlier, to encourage the institutions to lend in the 
provinces, concessions will have to be made and as a result the 
contracts and follow-up, although standardized, will also have a 
tendency to be unique to each project and as a rasult, this will 
involve a more complex and detailed contractual arrangement, with 
more follow-up procedures. 

Monitoring requl,c*ments of the projects bill vary, however, at 
leaat monthly reports should be received on an institutional basis, 
revievfng the status of the loans. Interest and principle payment 
should be made to the Fund by the institution on a six month basis. 
Interest will be calculated on the dispersed amounts for the past 
six months and any principle collected by the institution from the 
project will be forwarded to the FMG. It will be the FMG's 
responsibility to bill the institution and allow them 30 days for 
payment. 

In the cars of instituticns lending to small and micro enterpriserc, 
the approval of these loans will be on a block basis, supported by 
a monthly dispersement and repayment report. 

In the case of HDP applying for a loan from the Fund, the request 
will follow the normal channels, but will require the approval 
signature of the USAID Mi~sion Director or his designate. 



- 1 -  

ANNEX D 

This section describes the financial operation of the FUND and FMG. 
We have built a model that embodies the FUND and E'MG future 
management rules in order to simulate their operations * :d 
anticipate the nature of the difficulties to be encountered over a 
twenty-year period. In doing so, the model has identified the 
impact of a U S A I D  grant to the FUND under this project, especially 
with respect to the long-run sustainability of the institution. 

The financial analysis performed with this model has gone through 
the following steps: 

o A demand analysis 

o The establishment of a reasonable set of assumptions 
regarding the three types of loans to be made (each loan 
type has its interest rate level, term, grace period, and 
write-off rate than can be changed over time) 

o The establishment of assumptions regarding general 
economic conditions 

o The definition of fund management rules 

o The determination of grant impacts through sensitivity 
analyses. 

The most critical step in establishing the financing level for the 
FUND is the demand analysis. Ideally, the Project Paper should 
have been preceded by a thorough survey of micro-enterprises in the 
provinces. In order to estimate the potential demand for funds, 
such a survey would have indicated the number of existing 
enterprises and their expressed needs for credit (and, extreu, 
the interest elasticity of loan demand from financial market data). 

The survey results would have been useful not only in assessing the 
validity of the project at.ths project paper stage, but also as a 
valuable information repository for HDF and other financial 
institutions interested in the micro-enterprise market or in 
provincial extensgon. Indeed, it appears that some local banks 
used to serve exclusively the Port-au-Prince market have recently 
commissioned their own surveys of the potential for credit in the - 
provinceu. 

Lacking thorough information on the provinces, the Project Paper 
team devised a crude estimation of credit demand based on the 
popu1.ation estimates from the Institut Haitien de Statistiques et 



d'Informatique (IHSI) and on J. Currelly's micro-enterprise surveys 
of Cap-Haftien and Les ~ayes.' 

a, IBBI Data. IHSI has forecasted the Haitian population at 
a disaggregated level until the year 2005. Its information base 
consists of the 1982 Census data and of subsequent surveys of birth 
and death rates. 

b. Currally's Burvays. Of Currellyls two surveys, only the 
Cap numbers were retained for the present analysis, because the 
number of micro-enterprises per capita in Cayes watd considered 
unusually high relative to the remainder of the country. Currelly 
estimated at 272 the total number of Cap's enterprises eligible for 
credit under this project's criteria. Currelly also estimated Cap- 
Hajitien's population. His mean number of approximately 250,000 in 
1989 is much higher than IHSI1s 160,000 for the same year. 

c. Pooling Both Bouraas of Informatisn. We hrlve adopted IHSI 
population figures both because they are consistent with the widely 
accepted 6.4 million national estimate and because they are the 
only ones available at a disaggregated level nationwide. 

We have selected eleven population centers on the criterion that 
their populations each exceed the 150,QOO mark in 1990. These 
population centers are towns and their surroundings, formally known 
as "arrondis~ements~~ bearing the same name as the town. From IHSI 
projections for 2996 and 2001, we have interpolated and 
extrapolated population figures for 20 years, ranging from 1992 to 
2011 (see table 1 below). 

The per capita ratio implied by the 272 eligible enterprises in Cap 
was extended to the remaining eleven population centers. 

Finally, from HDF's experience in Cap and Port-au-Prip-9, we 
assumed the average loan size per enterprise to be G12,590, an 
assumption which can be easily modified in the model. Based on 
the above assumptions, table 1 shows the 0- demand for loans 
in each center. 

\ 

d. Aatiaipatad Chronology of Provinaial Duand. It seems 
reasonable to expect the demand for FUND loans to be gradual. 
Table 2 presents a scenario on how some of the eleven centers would 
come into the scope of consideration of financial irstitutbons. 
The proximity and easy access to Crofx-deo-Bouquets fxom Port-au- 
Prince naturally leads to their being grouped together from the 
first year onward. Cap-Haftien and Cayecr will also be part of the 
potential denand during the first year of the project, given their 
already significant exposure to formal credit. 

'~urrelly Associates, Haitian Developm8nt Fo-ion: flea 
aues_bnnex, February 1995. A similar study was done in 1989 for 
thrs Cap-Haitien Annex. 



We have added Saint-Marc, Leogane and Jacmel as demand centers 
likely to be considered next by financial institutions since they 
enjoy good road access to port-au-Prince. Table 2 also includes 
three other population centers that could be approached by lending 
institutions after the end of the project: Gonaives, Port-de-Paix, 
and Dessalines. 

The financial analysis is based on a set of assumptions. They can 
be easily modified in the spreadsheet to perform what-if analyses. 

a. Financial ~ssumptions. We expect the FUND to make three 
types of loans. Those to NGOs will be more lenient, with lower 
interest rates, longer grace periods, longer maturities, and high 
write-off rates. Those to commercial institutions, where risk 
would be shared with the FUND; and those with no risk sharing, for 
which the grace period and write-off rates would be the shortest. 

The weight for each type of loans within the loans portfolio is 
determined exogenously (an endogenous determination based on the 
achievement of a particular objective was not worth the effort at 
this point). We assume a light weight (5 perce~t) for loans to 
NGOs since HDF io likely to receive a lending grant and since we 
would expect most of the demand for NGO loans to originate from 
HDF. As we anticipate risk shinring to be an incentive'to borrow 
from the FUND, shared-risk loans constitute 60 percent of the 
portfolio. 

Table E. 0 lists other assumptiorzs, including equipment life, the 
portfolio weights of the three b a n  types, and USAID grants to the 
FUND. 

b. More General Assumptions. The exchange rate is assumed to 
remain at the current G7.5 to the dollar for simplification 
purposes: a serious forecask of the exchange rate is not warranted 
here, since, at this time, that rate depends on many political 
imponderables. For the same reason, the rate of inflation is 
assumed at the estimated 158Us annual average of 10 percent. 

3. Financial Model of ~ ~ L F U N D  and FMG O~erations 

For analytical purposes, .it is useful to distinguish between the 
FUND and the FMG (Fund Management Group). The FUND will consist of 
the loan portfolio and the deposits owned by the FUND at financial 
institutions. Therefore, the FUND'S revenues will consist of 
interests on loans and deposits; of interests on G35 million now 
held at SOFHIDES; and of the principal repayments from the SOFHIDES 
account. 

The FMG is the staff that manages the FUND. In return for its 
services, the FMG receives from the FUND 2 percent of managed 



funds The FMG also charges an origination fee of 1 percent on 
each lnan it makes. Table 3 describes the FMGts operating expenses 
as well as its expenses for fixed assets acquisition. 

Both the FUND and the FMG are eligible to receive grants under this 
project. The FUND receives lending grants from the lending capital 
component of the project. The FMG receives operating grants from 
the institutional component to help pay operating and setup 
expenses. 

While the FMG will manage the FUND as a commercial operation as 
much as possible, it will also carry out its development mission. 
We have assumed the following operating rules to be followed and 
have thus made them part of the model. 

o Available funds must be used first to satisfy the demand 
for eligible loans. 

o When available funds are in excess of loan demand, the 
FMG manager should be free to deposit them in commercial 
banks to help avoid decapitalization in real terms. 

o However, before investing excess cash into deposits, the 
FUND manager should also abide by another fund management 
rule: the cash surplus should be in excess of anticipated 
outflows in the near future, and for simplification 
purposes, we assume anticipated outflows to be similar to 
those of the preceding year. 

o If the FMG revenues do not cover its expenses, it is 
allowed to draw from the FUND to cover its cash deficit 
(a rule that should be further refined to prevent 
abuses). 

o If the FUND runs into liquidity problems, it can also 
borrow from the FMG or draw from its deposits at 
commercial institutions. 

4. Methodoloav 

We implemented the model on a Lotus spreadsheet, where the first 
table states all the assumptions. Then, table 1 shows the 
potential demand for loans in the aforementioned eleven population 
centers. Table 2 is a chronology of which centers would attract 
the attention of the financial centers in future years. 

Table 3 is a worksheet where important intermediate calculations 
are made to feed into the summary tables. Table 3 depends on 
tables 4, 5, and 6 where the decomposition df loan payments into 
their interest and principal components is made. These tables are 
built with an array of "IF Statementsw and ipte~mediate ltindextl 
tables which enable them to accommodate general conditions (grace 
periods, terms, etc.) for scenario analysis. 



Tables 7 and 8 represent the profit-and-loss and cash flow 
statements. While a balance sheet is not shown here, the model 
keeps track of assets, especially cash and deposit balances, in 
order to make the financial nanagement decisions: when and where to 
draw and invest funds and when to stop doing so. , 

5. scenario Analvsig 
i. 

We chose a 20-year simulation period in order to investigate the 
long-term financial sustainability of the FUND. 

We start with a baseline scenario where the FUND and FMG operate 
without aid from USAID. A baseline scenario allows us to spell out 
the nature of the FUND'S financial weakness, to better understand 
the impact of USAID grants, and to calculate the rate of financial 
return on grants to the FUND and FMG. Finally,, the baseline 
scenario will also be useful in the economic analysis. 

a. Baseline: No Grants. For the first two years, the FUND 
starts lending operations with its own deposits now held in 
commercial banks. In 1994, it can count on the repa);ment of 
principal from the SOFHIDES account to generate more lending 
capital. 

Under this no-grant scenario, if loan demand is modest--for 
example, at 5 percent of potential, which amounts to G2.3 million 
in the first year-the 2 percent management fee and the 1 percent 
loan origination fee paid to the FMG do not suffice to cover the 
latter's operating and set-up expenses over the entire 20 years 
peri~d.~ Rather than borrow from outside, the FMG compensates for 
its shortfalls by drawing from the F'UND1s resources, as mentioned 
earlier. Nevertheless, despite these chronic income losses and 
cash deficits by the FMG, the "integrated@' operation (FUND and FMG) 
could survive for approximately twenty years into the futureO3 

However, it is clear that the FUND would be becoming weaker with 
time under this modest demand scenario. The integrated operation's 
net income growth falters; it also runs into chronic cash flow 
problems after year 10, which means that it has to draw from its 
liquid assets for the remaining ten years. The outstanding 
principal balance grows more sluggishly with time, ending at a 
growth rate of 4 percent at the end of the period. 

Doubling the percentage of potential loan der~and to 10 percent-- 

2~hie sconario'will be labeled NG5 for "Ho Grant and 5 percent 
of potential demand." Similarly, we will consider scenarios NGIO, 
G5 and G10. 

Demand originates initially from Port-au-Prince, Croix- des- 
Bouquets, Cap and Cayes, and, later on, from additional centers, 
per table 2. 



demand would be at G4.6 million during the first year-improves 
financial performance, but does not change the above conclusion: 
cash flow problems are postponed by a few years; the outstanding 
principal's growth rate is at about 6 percent at the end of the 
period, which is still under the assumed rate of inflation (10 
percent average). 

Another weakness is apparent: even under the modest 5 percent 
demand scenario, NG5 (see the preceding footnote for key to 
abbreviations), the FUND cannot adequately meet the demand for 
loans from years 16 onward. The lack of lending capital results in 
a cumulative unmet demand of 51 million gourdes at the end of the 
20-year period. By doubling the 5 percent scenario to 10 percent 
of potential demand (NGlO), unmet demand begins in year 2 and 
persists thereafter. The ct~mulative shortage amounts to G324 
million at the end of the 20-year period. 

These results suggest that the usefulness of a USAID grant r7ould 
conaist not in saving the institution from bankruptcy in the near 
future; but rather in allowing the institution to improve its 
financial position and survive longer. 

b. Grant Scenario. We have assumed in this second scenario 
that the FMG will receive an institutional support grant under this 
project, and that the FUND will receive a lending capital grant. 

The FIG grant would pay all operating and set-up expenses for the 
first year. Thereafter, a phase-out would occur, whereby 80 
percent of bue~eted FMG outlays will be financed by the grant in 
the second year. In the next 3 years, 60, 40, and 20 percent would 
be covered. This grant sums up to US$770,000 (G5.8 million) over 
the five project years. 

With modest loan demand (5 percent), the FMG grant alone would 
still not prevent the ,WG to run into net Nncome losses and cash 
deficits from year 5 onward; neither would it be enough to liberate 
the capital necessary to match the capital shortage due to loan 
demands (although unmet demand begins to occur only in year 18). " 

By adding a US lending capital grant of US$5.2 million to the FUND. 
during the project's life-with all other assu~ptions held equal- 
the shortage of lending capital would be totally eliminated over 
the 20 projection years under the 5 percent demand scenario (G5). 
Outstanding principal grows at least at 13 percent a year, and no 
serious cash flow problem occurs for the integrated operation, 
although the FMG runs into its own cash flow problems in year 18 
and on. The net income of the integrated operation is alwcys 
positive, but it grows weakly (4 perce:.t) at the end of the 20-ysar 
period. 

Under the 10 percent scenario (G10) , however, the grsnts are not 
enough to enable the institution to meet the greater loan demand: 
cumulative lending capital shortage would be approximately G97 
million over the 20-year period, but unmet demand only occurs in 



the 1 6 ' ~  year onward. Outstanding principal is highest relative to 
the other scenarios, but grows below inflation j.ii the later years 
of the simulation period ( 6  percent). 

6. Internal Rate of Financial Return on the FUND and FMG Grants 

The internal rate of return (IRR) should be calculated over the 20 
year simulation period, from the difference between the aggregated 
(FUND+FMG) net cash flows, with and without grants: the difference 
between the cash flow streams shows the grants1 impacts. The cost 
to the project of producing this difference is the sum of the 
lending capital grant and operating grant amounts in each year.4 
By subtracting the grants series from the difference in net cash 
flow series, we obtain the stream of net returr.! . 
For the G5 scenario, the net returns series has ri2 change of signs; 
hence, the IRR is not definedg5 For the G 1 0  scenario, there are 
many sign switches, which implies the existence of ~.~rry solutions: 
the most plausible is 6 . 1  percent, which is not high by project 
standards. The same conclusion emerges from a present value 
analysis: the financial impact of the grant is more visible under 
modest demand conditions. 

This is explained by the development priority of the FUND: with 
excess demand for loans, the FUND must convert its deposits and 
cash balances into loans, although its capital could earn more in 
bank deposits than in the targeted activities, where write-offs 
contribute to capital erosion. 

7. Conclusion 

Given the FUND'S current resources--namely, its bank deposits, its 
interest revenues on the SOFHIDES account, and the repayment by 
SOFHIDES of the prim-j.;;al now in that account-it could actually 
engage in the lending process without external aid. This result is 
suggested by simulating with the model under assumptions considered 
reasonable by several persons familiar with the local financial 
market. 

While the new institution seems to be able to survive for twenty 
yeers, it would have to carry a chronic loss and cash deficit from 
the FMG. Over time, the institution would become weaker as shown 
by the feeble-relative to inflation-growth rate of its stock of 

4 ~ n  a strict sense, the cost is larger due to the additional 
costs of setting-up the project. These additional factors will not 
be cmsidered here. 

'~n alternative would have been to calculate the I R R  on the 
net income streams; similarly to the G 5  scenario, however, the IRR 
is not defined. 



outstanding principal in the later years of the simulation period. 
The autonomous institution also shows a small and faltering net 
income growth. 

Equally important is the observation that the FUND would likely be 
unable to meet the demand for its capital half the time during the 
next 20 years. This appears to be true under the G5 conservative 
demand scenario, and does more so under stronger demand. 

The Pending capital grant to the FUND (US$ 4.7 million) over the 
life of the project would reverse the FMG1s chronic cash deficit 
and enable the FUND to meet the loan demand postulated by our 
modest demand scenario (G2.3 million lent in the first year). If 
we assume demand to be twice that of the previous scenario-oG4.6 
million in loans in the first year-the grants to the FUND and FMG 
also eliminate negative FMG perfomances over 20 years, compared to 
the baseline scenario. Over 28 years, these grants t:?uld also 
reduce the backlog of unmet demand compared to the 10 percent 
baseline scenario. 



5 
?O 
7 
4 
4 
2 
1 

7 m  
i o m  
am 

1om 
10m 
ism 
t o m  
2 m  

10m 
10m 

75 
loom 

14s  
l ox  
1 m  
ID63 

783 
6u 
30 
6s 
24 
54 
3s 
15 
24 

151 

15.1 
15.1 
15.1 
15.1 
15.1 
15.1 
15.1 
15.1 
15.1 
15.1 
15.1 

5 m  
soox 
35m 
2 m  
2 m  
lpoo 

145 

5 
10 
7 
4 
4 
2 
1 

7 m  
t o m  
a m  

1001 
*om 
15m 
1om 
20X 

10m 
10m 

75 
l m m  

1 m  
10% 
im 
1.415 
I W  

40 
1W 
32 
72 
46 
1s 
32 

P I  
31s 
20.1 
20.1 
20.1 
20.1 
20.1 
20.1 
P.1 
20.1 
20.1 
20.1 
20.1 
5 m  

60- 
35m 
2 m  
2n% 

5 

'p 
4 
4 
2 
1 

7 m  
1001 
a 0 1  

t o m  
1001 
15m 
10- 
2 m  

t o m  
10- 

75  
1mOI 

1 m 
10% 
1 m  
155, 
1.146 
W 
44 

124 
3s 
a, 
53 
21 
3s 

P l  

Pl 
z.1 
221 
P.1 
z.1 
a 1  
a 1  
z.1 
P.1 
z . l  
a.1 
5- 

60m 
s m  
2- 
2 m  

5 
10 
7 
4 
4 
2 
1 

7- 
l o m  
em 
lm% 
1om 
15m 
l o m  
2 m  

l o m  
1001 

75 
i m m  

101 
l m  
1 m  

2D72 
1525 
12% 
59 

10s 
47 

lo6 
71 
a 
47 

w5 

295 
29s 
29 5 
29s 
195 
29s 
29s 
295 
29s 
29s 
29s 
sm 

m m  
JS01 
20X 
2 m  

5 
10 
7 
4 
4 
2 
1 

78- 
lohi  
001 

t o m  
lorn 
1S01 
1om 
zm 

1001 
1001 

75 
i m a  

1- 
101 
1 m  

2270 
1 m  
1m 

85 
1IP 
52 

117 
n 
31 
52 

a24 
407 

32.4 
z . 4  
52A 
9 . 4  
SZ A 
32A 
fU 
32.4 
32A 
32A 
32A 
501 

60m 
35- 
201 
2 m  

-. 

5 
10 
7 
4 
4 
2 
1 

7- 
1om 
8- 

(Om6 
10- 
1 5 s  
10m 
2 m  

lorn  
Ion% 

7 s  
1Q)m 
1rn 
1 m  
lo* 
2.507 
lbu 
1417 

71 
2w 
67 

12s 
m 
34 
67 
sn 

35.7 
351 
551 
351 
351 
553 
551 
3s? 
Sf 
351 
351 
50X 

eam 
35m 
2 m  
2 m  

5 
10 
7 
4 
4 
2 
1 

705 
10m 
8DI 

t o m  
t o m  
um 
10- 
201 

lo01 
t o m  

7 s  
f mDY 

1 m  
1- 
1 m  
3m 
22x3 
tbss 
a0 

242 
8 

1% 
lo( 
41 
w 

UZ 

432 
432 
432 
432 
432 
432 
432 
422 
a 2  
432 
432 
5 m  

6001 
3s0X 
2 m  
2 m  

5 
10 
7 
4 
4 
2 
1 

701 
10- 
801  

lo01 
lo01 
15- 
to01 
20% 

l o m  
l o m  

75 
l m m  

101 
I n %  
i m  

3671 
2 m  
2PZ 

104 
292 
w 

1m 
l2s 
w 
w 

E9 
sa 
522 
522 
522 
522 
522 
522 
522 
Y2  
522 
!i22 
Y2 
5 m  

m m  
3501 
tm 
201 

5 
10 
7 
4 
4 
2 
1 

701. 
10s 
801 

mOI 
lorn 
15D% 
lD01 
201 
lo01 
loo* 

75 
t m m  

101 
101 
1- 
4re6 
3- 
2%7 

1 s  
as 
111 
2s 
lw 
n 

111 
8% 

8s  
8 5  
ws 
8 5  
w s  
ms 
B S  
89s 
w5 
89s 
8 5  
sm 

6001 
3301 
201 
2 m  

s 
10 
7 
4 
4 
2 
1 

7PX 
t o m  
am 
?om 
l o m  
1501 
1om 
a a  

lorn 
lo= 

75 
1mDY 

101 
1 m  
1 m  

5275 
3m 
3253 

1U 
4 a  
la. 
27s 
im 
n 

1 z  
764 

76 4 
7sA 
76.4 
76.4 
75.4 
76.4 
l 8 A  
76A 
l 8 A  
76.4 
781 
501 

a 0 X  
SS0X 
2 m  
2D% 

I - 
w 
I 

4 
2 
1 

7 m  
1Onx 
80% 

10- 
10- 
1:- 
lOa% 
2 m  

10% 
IEM 

75 
lmm 

In% 
1 m  
In% 
sn 
4ss 
3 s  
25 
m 

' 2 0  
45 
3) 
l2 
20 
250 
250 
125 
125 
125 
12s 
125 
125 
125 
1E5 
125 
125 
125 
sm 

m a  
35m 
zm 
201 
mo 
250 

- .  

4 
2 
1 

7OX 
10 m 
am 

i o m  
rom 
15- 
lorn 
M 

lorn 
lorn 

75 
i m m  

i m 
i m 
i m  
967 
712 
S S  
a 
77 
P 
50 
33 
13 
P 

12a 

13d 
131 
131 
130 
13B 
131 
136 
136 
13B 
131) 
13s 
sm 

m m  
s m  
M 
2 m  
753 
175 

a. . . 
. . . . 



D.u- 
Popllaon 11 293.1% 299.148 105m 311.545 317635 324.- SS1.l10 3Y'fPDt 344m1 351,903 558.121 366,480 574m S1.WS S W S l  517.- -042 4 1 3 m  -462 431.11a 
bl.uoO.rmpb..Y ~ % 5 1 6 5 2 6 U T S 5 n ~ 5 B I M B l S g Z W l ~ l Z ; C 6  
b L A - h a b b u r d . . Y  125 13) 15.1 165 1 6 3  20.1 a 1  24.4 B PO5 S2.4 35.7 S02 452 475 A 632 78.4 

TOW LOM 6 . m  1.~17 7 .  8.m 9.m i tmt  1-  POI t5sos 17617 19- am 24zm 27.17 ~ t a a  JU~U SDSSO w . i n  am ~ S * U  

sotso 
501 
Ea2 

265m 

372x4 
62s 
!m 

wan 









YBw 1 2 3 4 S 1 7 8 D 10 11 12 IS  14 15 11 17 18 10 20 - 
P q m h b r L o m 8 ~ . d  k Y t l  8 1 6 1 6 1 6 S S 3 5 3 3 S I 3 3 3 3 3 3 ~ 5 ) S I  . . .  . . 2  

. . S  
1 0 2 1  2 1 2 1 4 2 4 2 4 2 Q Q Q Q Q Q  . . . .  

m.4 
l S 1 I 1 B s z ~ ~ ~ ~ P Y = Y  . . . .  

" 5  
1 6 3 1 3 1 S l ( D a S ~ O O a S C U  . . .  l a a s = n n n n n n n r r n n  . . .  

..I 
n ~ u u ~ m m w a n m m m m  . . .  10 sz P im 101 101 im 10 rm 101 im IQ im . . .  . . 8  51 at 81 81 izs 12s 1 a r n  izs izs ia 

* * . a  
. . . t o  

SS 8 141 141 141 4 1  4 1  141 141 141 . .  5, n m n 1 w  la is 1 s  is r s  is . . . .  ..I( 44 a8 n a 1 0  1 1 0  1 110 8 8 0  . . . .  .la . . . * J  m 1- loo loo zm .= as 81 aa . . .  
$4 

3 118 1 1  a9 226 S . . . . . .  
.(S 

M la *PI 127 zsa tsr a . . . . . .  
. . . * a  

n i r u  t u  am ma . . .  
. . a .  . . I7  

6s 121 121 S D  

. . . $ a  
a IS1 1 1m . . .  . . .  ..1e 

70 141 141 
n is 

" ' " 2 0  - a 

Told 8 zs S O .  78 1 :a8 26l SSO 4SZ S@S 101 804 1.042 1- 1.W (A35 1.W 2XW 2151 

Y w  1 2 3 4 5 6 7 8 l 10 11 12 IS 14 16 18 17 18 1 a 
I .  0 11 1B 16 15 14 13 11 10 I 8 8 9 1 
2 10 21 21 21 20 18 17 I 1S 11 
3 

8 8 S 1 
1 I 26 23 8 18 18 1S 10 

4 
7 4 1 

_ A _ .  - .  16 SI St 5( SO 25 P IS  18 13 
S 

e I 1 . 11 3s 5)  55 3( St 2 8 '  ZS.-.. a . 1 14 ' 10 - 8 
1 

2 
n r z 4 2 4 1 s l s o n t r t z  

7 
7 2 

z i P Y B W U u n = a a  
8 

1s 
31 61 

6 2 
1 1 5s 64 19 44 S) 31 a 17 10 

9 3 S 8 6 ~ b 0 0 1 9 0 0 1 1 8  
10 ~ ~ n m n a ~ w r u w s  
11 u w m a ~ ~ n n a s u  
12 50 loo loo 100 a8 m m 71 01 
IS s 115 11s 113 108 100 0 m 
14 w 127 127 127 123 11s 1m 
I S  72 1 144 144 1% 12t 
18 a5 1 1 la la 
17 15) ls3 1- 
10 70 S41 141 
:s n 1 s  
20 - a0 - - 

8 SO 78 1 1  147 100 241 2D7 SY 424 4W 572 6S!J 747 1 001 B70 103) 1.107 







V U  1 2 J 4 5 a 7 10 11 12 13 14 15 la 17 1. 1S 20 - - - - - - - - - - - -  
y a y ~ y ~ n h * d h ~ r i  r n n a 5 6 7 ~ 5 8 7 5 8 7 m 7 6 . 1  

" 2  l T I a S 4 r n 7 2 a R I n a ~ 7 J a  . . .  - - J  ~ l ~ ~ o m m # x , * ~ a ~ ~ # x , ~  
. . . . . . a  an sa c a o  1.a- 1.- r p r  i p r  t p r  t p r  . . .  - - 5  . . .  a a 1241 1241 1.241 : 1 1  lab1 1.241 - - - a  . . ' . . ' 7  

3 1  251 1*Y 1.484 1 .w  1.- 1AU 1.- 1- , r" " z :E : :z : :z : : 21.1 . . . . . .  / - . . . .  ..a 
..lo 

8, 1.1) 2.- 2- 2- 2- 240 2w 2- 
a m . .  870 1381 27m L7H 2 OIb( 2754 2784 . . .  -11 m raid r t i o  a.iio a t t o  a.110 a l t o  r i t o  a t lo  
' *  . "12 1.710 U U  U13  -13 U13  1 -1% -1% . . .  - -%a nl JII) 3- 3 .  JL U . . .  . .'I4 4.- 4.- 4.- 4- 4.- . . .  : --15 

. . . (a  
lzaa pen m s .  5111 sm . . .  1.078 El67 4.- 4.- 4.- . . .  "17 . ' . ' "(8 

1.13 M 4 1 0  4 r 0  . ' . ' ..(D 
1 m  2413 4,857 . . .  . ..= l a i s  2-1 

1 m  ------------------- 
TOW 1 4~ LWO ~m 3.- 4 9 ,  s .  7- a .  i trzsz 15.m 1 7  P.JW a . 1 ~  2s.m a .  =.on azm sm 

. .-.--.-.- . -- - . -.. - . . - .*.;.-c .? ..:.. ":: ::-7y:?>?>:F<m:; ;-y: - .: . %: - :: .-.-:: :. : . -. ..... .. ..: _ _ _ _  -. .'i - - .....PI <.:. -- . - .  . . . . . .  - -. . . . . . . .  . . .  i -.. . . 
. . 

. . . . .  . . . . . . .  - J . .  . . . .  . . .  . . .  





Told 





Y a u  1 2 S 4 5 8 7 8 0 10 11 12 13 14 15 10 17 18 10 20 ------- 
1 1.610 1 . m  KG SS3 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 
2 2067 1 . m  1.071 Cll 0 0 0 0 0 0 0 0 0 0 0 0 0 0 
S 2 5 s  I.%% 1.328 aY2 0 0 0 0 0 0 0 0 0 0 0 0 0 
4 a i n  rxm c.slm n i  o o o 0 0 0 0 0 0 0 0 0 
5 .  3,524 2710 1.827 871 0 0 0 0 0 0 0 0 0 0 0 
6 4.215 3.241 2 . 1  1,042 0 0 0 0 0 0 0 0 0 
7 

0 
5.1M 3393 2- 1 . m  o 0 o o 0 0 0 0 0 

1 6.137 4.711 3.lBl 1,518 0 . . . .  0 0 0 0 0 0 0 
9 &@a 5.327 4 D  - 1.712 0 0 0 0 0 0 

10 
0 

7.622 6.014 4 . a  1.S33 0 0 0 0 '  0 0 
11 1.- am1 4.57n -2115 0 0 0 0 0 
12 . . . . .  . . . .  9.971 7 8  4172 2- 0 0 0 0 . . . -. 13 1 1 . a  0.- am42 2m 0 0 
14 

0 
. -  - 12731 B.TY 8.- 3.148 0 0 

- -  15 14.- 11.0S 7 3.53 
16 

0 
i z w i  m,sn au2 atom 

. . 17 1 S . m  10.218 6 ,  S.2U 
18 - - 14.070 10.- 7 . m  
1 w 14388 1 1 . m  
20 -- ------------- ------------ 10018 ------- ---- ------------- 

Totd 1.6'0 3.w 4.981 5 7.760 9 11SW lJ.186 15.W 17.613 1D.SU aUI . ~ 4 5 1  2474s a 4 7 0  33,024 3.371 s . 1 ~  S.ZW 





Y u t  1 2 3 4 5 8 7 8 0 10 11 12 13 14 15 18 17 11 19 20 - - ------ ------------ 
0 
0 

l2.190 
3791 

1 m  
2 m  

me 
8237 
4 x 4  
3514 

0 
1bU 

370 
1472 

l o w  
158% 
66m 

3393 
1.119 

370 
as 

2814 
t22% 
a3n 

1621 
i f i n  

140 
I r a 1  
1557 

64 

2 m  

1 0 m  
R 

t o w  
17.1% 
wu7 



FU9 
INFLOWS @nchmg QarO 
Irlactl R M R ~ L o u .  
Irlscsl hen. (+SOFI.PDES R.) 
Nc: R W  
FbmwtanFMGtoConperaaleRHDD- 
~~ 
LaPnr  loca cam A n b m  
m n a m  Fee 11 
Flar tan FLlrS to -1c R*i DeR& 

WsuRRUS(DERU1) 
~ & m S u p L a ~  



ANNEX E- INSTITUTIONAL ANALYSIS 

I INTRODUCTION 

This project requires an institution that has NGO status, has some 
experience in trust fund %aii&$sment and has institutional 
objectives that are compatib1.e with the objectives of this project. 
The Haitian Development Foundation (HDF) is identified as an 
excellent candidate to gulfill the role of the implementing 
institution, given its experience in the microenterprise sector and 
its new provincial orientation. In addition to providing the 
right kind of institutional background for this project, HDP has 
made considerable progress towards self-sustainability over the 
course of its present project with A.I.D. However, with the 
increased responsibility and expanded scope of operation under the 
new project, HDF will continue to require A.I.D. grant assistance, 
both for lending capital and operational support during the new 
project. Such support is planned on a diminishing basis, to permit 
full self-sustainability by t!.le end of the project. The 
institutional aspects of the project and the ramifications of ths 
changes which HDF will undergo are discussed in this section. 

11. RECENT DEVELOPMENTS 

Seven years ago when USAID1s present project with HDF began, HDF 
was technically insolvent. After discussions with HDF, a dynamic 
new Board was elected and a new agreement with USAID signed to 
assist the operation in the area of loan funds, technical 
assistance and operating costs. In 1988, a project evaluation by 
Robert Nathan Associates concluded that HDF had successfully moved 
from a state of near collapse to a level of satisfactory 
performance. As a result, a new agreement was signed covering the 
same three areas of assistance and establishing the all-important 
objective of operational self-sufficiency (defined as the ability 
of the institution to cover all cash operating expenses). As a 
result, HDF now has 900 clients with about a 15 million gourde ($2 
million) portfolio, has established one provincial operation, is 
about to open a second, and achieved operational self-sufficiency 
in March of 1990, well in advance of the completion of the project. 

The progress made by the institution since 1984 is commendable, 
given the lack of diversification in their client base, the 
difficult macroeconomic environment in which they had to operate 
and the heavy burden of unproductive loans (as a result of 
activities prior to 1984) that they were obliged to manage during 
the period. 

The HDF has recently undergone (March 1991) a complete evaluation 
by Price Waterhouse and a copy of the executive summary is attached 
as Annex G. The sssence of the report indicates that the HDF, like 
other institutions in the sector, is encountering collec! ion and 



portfolio quality problems due to the deteriorating macroeconomic 
conditions in the country. In addition, the =valuation was 
conducted just after the return of long-term technical assistance 
to the project, who had already begun to take corrective measures 
to the issues brought out in the report. 

The evaluation nointed out a number of issues relevant to 
implementation oe this project, which will be dealt with item by 
item, as they appear in the executive summary. 

The evaluation raises the interrelated issues of financial 
management, capitalization and sustainability. The authors point 
out that: 

If.. . HDFgs assets have been financed through 
contributions made by donor agencies and not through 
earnings from operations ...I1 

In view of the fact that HDF has not required operating expense 
assistance since early 1990, the above quote, while generally 
correct, is a bit misleading, in that it implies that HDF does not 
operationally support itself from its revenues, which is no longer 
the case. The fact is that the present HDF project, which ends in 
March 1992, has clearly reached the objective stated in the 
original Project Paper of reaching operatio1;al self-sufficiency by 
the end of the project. 

At the time of the evaluation in March 1991, non-productive loans 
had reached 65 percent of HDF1s portfolio, down from historical 
levels of 80 percent. This was due to the difficult macroeconomic 
situation and to a lack of follow-up in collections. A concerted 
effort to recover delinquent lcans has since been implemented by 
HDF1s management, resulting in the highest revenues ever for the 
institution over the last two months (April and May, 1991) . HDF's 
target is to return ts a level of 80 percent of its portfolio on a 
current basis. 

The issue of decapita1.ization of the institution was raised by the 
evaluators. This is ia risk that every institution faces in Haiti 
and there are three actions which may mitigate this risk: 

1. to implement i l  fee. structure which would permit a positive 
real interest rate to be realized; 

2. to increase interest income in the interim to build up 
reserves. 

3. to continue pressure on the government to remove the 22 
percent interest rate ceiling, through the USAID Policy 
Analysis and Reform project, the activities of the APB and 
analytical studies emerging from the Institutional Support 
component of this project, 



HDF1s Action F'lan already approved by the HDF Board calls for an 
increase in the interest rate and fee income to enhance operational 
revemes . 
.The issue of i~nproving internal documentation and procedures has 
been resolved in part by the restructuring of the Credit 
Administration Department. With the returu, of the Technical 
Assistant, a planned increase in the nu,mber of computer 
applications is underway, which will reduce the workload of the 
account managers. 

To address the issue of the restructuring of HDF and the Board, the 
present Board will engage the services of its legal counsel to 
rewrite the statutes of the institution. One objective is to seek 
Board meinbers f i~om among prif7ate sector institutions and 
associations, to offer a broader oversight perspective. Another is 
to facilitate management of the Fund, independent of HDFts own 
operational lending program, through a separcte management unit and 
Advisory Ward. The time has come for HDF to begin offering some 
remuneration not only to its Board of Diractors, but also to the 
two Advisory Boards which will be formed under the project. The 
level of compensation will be nominal and will depend on the actual 
degree of participation and attendance at Board meetings. This 
practice is followed by virtually all other financial institutions 
in Haiti, was recommended by the Price Waterhouse evaluation and is 
considered necessary to ensure a serious and professional level of 
effort by members of the Boards, who cannot be expected to perform 
the rigorous analysis required on a pro b o n ~  basis. Board memberst 
honoraria will be paid from HDF revenues, but initially this cost 
can legitimately be paid from the USAID support grant, as long as 
budgetary provisions are made to continue payments after the 
support grant phases out. 

Regarding the tttrustlt management activities, the HDF manages the 
funds in the SOFIHDES/HDF tttrustw, which is made up of the interest 
payments that SOFIHDES has made on the monies borrowed from USAID 
and will eventually also include the principle repayments. Price 
Waterhouse has pointed out that the tttrusttl, as is known in the US, 
does not exist under Napoleonic Code and as a result, the 
terminology and future arrangements will have to be revised to be 
consisteut with the laws. of the country. The amount presently 
being managed is arouna 7.5 million gourdes ($1 million) and is 
deposited in 4 local banks. As the amounts have been relatively 
small, only passive management on the part of HDF has been 
necessary. One of the objectives of this project will be to assist 
the HDF to become a proactive manager of funds, as the size of the 
capital account grows. 

The issue of how to handle the low-income shelter lending program, 
addressed in some detail in the Price Waterhouse report, may have 
been overtaken by events. At this writing, the size of the MEDA 



experimental pilot program appears to be less than originally 
envisioned, since funds from the BCI project earmarked for this 
pilot have been declined by. MEDA. Nevertheless, MEDA is 
undertaking 40-50 low-income shelter loans tc families with monthly 
incomes of $30n. The performance of these loans may be a reliable 
indicator of the effectiveness of the antichresis lending concept 
described in section 11. C. 1. of the Project Paper. If such results 
are at all favorable, the FMG will encourage mortgage lending 
institutions like BCI and SOGEBEL to reduce their minimum income 
requirements for shelter lending. 

In general, the majority of the issues brought to the fore in the 
Price Waterhouse evaluation are being dealt with by HDF, and this 
project will further strengthen HDF in ways consistent with the 
Price Waterhouse recommendations~ 

111. ORGANIZATIONAL PROGREgBION 

A. Initial Revised Organizational structure 

In order to encompass all of the activities in this project, and . 
more importantly, to become a true development foundation, the HDF 
will require a more involved and active Board, strong leadership 
and a solid financial position. The long term objective is to 
establish a foundation that can take a leadership role in the 
development activities of this country. This approach was actually 
first suggested in a report completed for USAID/OPE in 1989'. As 
the author points out: 

"The main purpose of  the foundation is to act as a catalyzer for the flow of /inuncial 
services and resources from the formal to the informal sector; as well as for the 
constant improvement of formal sector institutions and for the gradual incorporation 
of  the in formal into the formal sector. .... Typically, it will bring together an otherwise 
hopeless borrower with an otherwise distrustful . - lender." 

Before going into more specific detail, it would be helpful to 
depict the existing and initial'proposed organizational structure - - 

o f  the HDF: 

The structure in its entirety is the initial organization of the 
HDF at the beginning of this project. The restructuring will start 
with the rewriting of the statutes, reflecting the major change of 
the make up of the Board. The goal will be to create an 
organization that will marshal1 existing resources and bridge the 
gap between the formal. and informal sectors. Rather than use paid- 
up members of the Foundation on the Board, private sector 

The idea was first presented in a report done for USAID/OPE in 1989 by 
C.J.J. Eovet, entitled, Haiti Financial Sector Assessment. 



Figure 1. Revised 
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institutions/associations will be asked to take an active interest 
in development by appointing a member from that  institution^ or 
association to the HDF Board. They in turn will delegate on a 
rotating annual or bi-annual basis, members to the Board. The 
institutions that will be asked to participate will be the 
Association Professionnel des Banques (APB), Association des 
Industries d8Xaiti (ADIH), Chambre FrancowHaitien de Commerce 
(CFHC) , Chambre de Commerce d8Haiti (CCH) , Haitian American Chamber 
of Commerce (HAMCHAM), Association des Producteurs Agricoles (APA), 
Centre de Management et Productivit6 (CUP) and 2-4 businessmen. 

Once the Board has been selected, two sub-committees will be 
formed, called Advisory Boards, one to oversee the microenterprise 
lending activities and the other to oversee the FMG. The former 
would be made up of some of the present Board members to ensure 
continuity across the change in structure and to keep the 
microenterprise activities an track. The latter should include 
members of the financial and business communities. The HUF will 
have to deal with the issue of leadership, and this is where the 
project can play an important role. The operation of the FMG will 
require the leadership of a strong individual as chief executive, 
an experienced person who is highly regarded and able to market the 
operation to the other financial institutions, and who has the 
technical capability to assist in the development and 
implementation of tailor-made financial instruments. Such an 
individual will obviously have to be adequately remunerated to keep 



him (her) motivated to remain with the insti.i=ution for several 
years. This position could eventually become the CEO for the 
entire HDF. This will leave the overall Board free to pursue other. 
matters, including the objectives of the Foundation and the 
strategy to realize th,ese objectives, as well as other important 
promotional activities among participating institutions and the 
general public and to promote the use of the fund for development 
objectives. The Board will also supervise both branches of the L 

Foundation and will approve the recommendations of the FMG on loan 
applications from IFIs from the Fund. 

B. Eventual Structure 
. .. 

As the institution matures the c~rganizational structure depicted in 
Figure 2 should begin to take sha,pe. This will occur at a time . 
when the microenterprise lending operations are within the 

. 
projected levels of performance, the F'MG is well into an 
operational rhythm, PPED is up and running and other activities 
conceived either in the FMG or the microenterprise side of the 
institution are fully operational. The timing for the eventual 
structure to be implemented is not specifically defined and should 
remain flexible. However, it is likely to coincide roughly with 
the end of this project, when USAID financing will cease. 

Figure 2 .  Eventual Structure of HDF 
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The Board will remain the same as before, while the CEO may or may 
not oversee all of the development activities of the HDF'. 

The Internal Audit function will be a position that will report 
directly to the Board and will inform the Board of the quality of 
the activities in each of the critical areas to ensure that 
procedures are being followed and that funds are not being 

misappropriated. This report should also be sent to the Mission 
Director USAID to maintain a monitoring role after the LOP. This 
internal audit function is in addition to the annual external audit 
required by law. 

The Microenterprise will be the lending activities to 
microenterprises throughout the country. This branch will probably 
be headed by as Executive Director, with provincial managers, who 
will be responsible to the CEO or a sub-committee of the Board. 

The Emerging Enterprises area is a targe.. market that requires 
attention. This is the client that is currently too small for the 
sophistication of SOFIHDES loan requirements, yet too large for 
HDF. Neither institution has the level of comfort necessary to 
deal with the emerging or growing entrepreneur, whose needs are 
changing, but whose associated risk is increasing also. Initially 
this concept can be developed within the FMG and then tested out 
through the HDF, with an eventual housing of the activity within 
HDF or another institution. For the HDF, this adds an aspect of 
market diversification, with certain advantages such as using their 
existing client base as a marketing area for clients for the 
Emerging Enterprises operation. 

The FMG will be made up of a General Manager, a Secretary and a 
Financial Analyst Section. This latter group will have been 
trained by the TAs and will look after the analysis and the follow- 
up of the projects submitted to and, approved by, the Board, as 
well as managing the liquid assets of the Fund. 

IV. MICROENTERPRISE LENDING 

This aspect of the HDF represents the current lending operation of 
the Foundation and t he main subject of the 1991 Price Waterhouse 
evaluation. In 1989, HDF opened its first branch in Cap Haitien, 
which has been a clear success, with 1.118 million gourdes 

An alternative would be to eventually set up a sub-committee for each 
of the major activities of the HDF and delegate approval authority to those 
sub-committees. This would permit tho pre-selection of members who have an 
active interest in the different operations of HDF and could therefore 
increase the value added. 



($l5O,OOO) in loans so far to over 100 clients. This operation 
will now begin to expand its coverage to include the neighboring 
towns in the Cap Haitien area. In early 1991, a second city, Les 
Cayes, was successfully surveyed as the site of the second branch, 
and as of June 1991, a Board and a Credit Officer have been 
selected, with operations set to begin in this city in the fall of 
1991. 

The operations in Port-au-Prince are ongoing,' but have been 
purposely reduced to allow the institution to increase their 
collection efforts and correct some internal operations. 
Collection efforts are bringing positive zesults, and new lending 
is expected to resume by the summer of 1991. 

The portfolio is suffering from the same problems that afflict the 
portfolios of all other banks in Haiti, namely a weak macroeconomic 
environment and uncertainties regarding government policies. As a 
result, collection has fallen, and lending has been reduced to 
focus the efforts upon the collection aspect. The overall progress 
of the institution, however, has been positive and should continue 
to be supported. Ordinary operating expenses are now covered by 
interest revenues, but still requiring outside assistance are 
capital and fixed asset acquisition and replacement, as well as 
provision for loan losses. This situation will still not permit 
the institution to borrow capital funds, even at zero or nominal 
interest. A financial analysis by the HDF Technical Assistant and 
the Project Design Team, has shown that the institution will have 
to achieve a critical mass portfolio of around 35 million gourdes 
($4.7 million) , compared to the present level of 17 million G ($2.3 
million), before it can begin to borrow capital and pay interest, 
and even then the rate will have to be concessionary. This is not 
unusual for institutions such as the HDF, who are non-diversified 
and operating in a high risk market with development objectives, 
rather than profit maximization. What is unusual and refreshing, 
is that the HDF is attacking the problem from the viewpoint of a 
private business, rather than a subsidized NGO and has a clear 
objective to become self-sustainable during the life of this 
project . 
The fact that HDF will receive its lending capital (budgeted at $2 
million) in grant form under the project constitutes a departure 
from the PID for this project, submitted last December, which 
contained no financial analysis and did not address this matter 
directly, but implied that HDF would be a borrower from the Fund on 
the same basis as the for-profit IFIs. While. this remains the 
ultimate objective of HDF, financial analysis reveals that its 
initial tranches of capital (estimated at $1 million in the first 
year and $1 million in the second or third year) will have to be on 
a grant basis. The rationale for this capital grant covers several 
factors, including that HDF: 

1. has shown impressive improvement in financial performance 



over the past 5 years, moving from insolvency in 1984 to 
operational self-sufficiency in 1990; 

2. has successfully managed to open a financially independent 
provincial branch, with minimal assistance under the current 
A.I.D. project; 

3. is the one existing financial entity in Haiti which is 
institutionally and philosophically capable to accommodate the 
objectives and activities of this project; 

4. is committed to lending to the primary target market of 
this project, while acknowledging its higher risk and more 
management intensive characteristics and 

5. is in the process of opening a second provincial center, 
with plans to expand to several other provincial towns; 

Because of the unique role played by HDF in the Cevelopment of 
credit and borrowing opportunities to small, micro and provincial 
enterprises, it is reasonable for A.I.D. to assist the foundation 
in attacking this formidable task through the range of assets to be 
provided under the project, including a grant for capital lending. 
This assistance will be a direct grant from the project and will 
not pass through the operations of the FMG. An important objective 
of the project is to strengthen HDF both financially and 
institutionally, so that at, or before, the end of the project, it 
will be able to carry on its operations without either further 
operational grants or grants for lending capital. Thereafter, to 
acquire additional landing capital, HDF will borrow from the Fund 
on terms to be negotiated with the FMG and approved by USAID/Haiti, 
based on conditions prevailing at the time. 

V. FUND MANAGEMENT GROUP 

The FMG will manage funds granted to the Fund for on-lending, as 
well as the funds presently in the SOFIHDES/HDF trust. The initial 
responsibilities will include developing standards and procedures 
of operation by the FMG staff, aided by long- and short-term 
technical assistance. 

The FMG staff will consist of a Manager, a Secretary, a Financial 
Analyst and, for the first two years, a full-time expatriate TA 
(the Capital Fund Advisor). Other TAs (short- and long-term) who 
will be assigned to other project components (HDF microenterprise 
lending, APB, PPED) will be available to assist in the development 
of the mechanism initially and on a monitoring/consulting basis 
thereafter. The items which initially will be developed are the 
products, application and screening processes, internal control 
procedures, project monitoring procedures, global investment 
strategy, promotional campaign and a 5-year development plan and 



strategy. 

, The FMG will also be responsible for coordinating the other major 
project component, the Institutional Support unit. An experienced 
administrative officer will be required for the planning and 
delivery of the services defined in the Institutional Support 
component (short-term TA, training and studies). The secretary 
will handle supporting correspondence and documentation, and the 
accounting reports can be prepared by the accounting section of the 
HDF . 

I OPERATIONAL ISSUES 

A. Fund Revenues and Eqensoa 

The fund will have two sources of revenue, interest earned on 
deposits with IFIs and interest earned on loans made to IFIs. The 
FMG will earn a 2 percent commission for the management of the 
Fund, based on the total Zunds managed, a 1 percent commission on 
loans made to IFIs and any other fees or premiums charged to the 
IF1 for risk sharing arrangements. As these amounts will not cover 
the expenses of the FMG for the initial years, the expenses will 
either have to be covered by drawing upon the interest earnings of 
the Fund or from a direct grant from the project. The latter is 
recommended, which will allow the Fund to grow at the maximum 
market rate possible, as well as to monitor the rate of self- 
sufficiency of the FMG. Once the revenues of the FMG begin to 
exceed expenses, the difference (profit) should be placed in a 
special account to finance other development activities of the FMG 
in the future, such as training, squipment replacement, capital 
investments, etc. 

Expenses will include salaries, accounting services, support staff, 
rent, utilities, travel, office supplies, promotion and initial 
fixed assets required. More details of the expenses are found in 
the financial analysis, Annex D. 

To maximize the sense of autonomy between the two branches of HDF, 
it may seem desirable to keep the FMG and HDF microenterprise 
branch housed in separate offices. However, from a practical budget 
point of view, this would mean higher operating costs and would 
delay the time when HDF will become fully self-sustainable. Since 
the HDF is outgrowing its present offices and will soon be forced 
to relocate, even without the addition of the FMG and PPED, it is 
proposed that the ~oundation seek new and larger quarters which 
would house both branches and where economies of scale can be 
realized. A portion of the support grant can be drawn upon to 
assist HDF with moving expenses and in paying a higher rent for 
larger quarters. 



C .  Legal and Policy Documents Required 

The Cooperative.Agreement (CA) with USAID/Haiti will be negotiated 
and signed by HDF in its present form. However, in order to 
accommodate the new elements added to HDF under the project, the 
by-laws of the Foundation will need to be changed to reflect the 
new organizational structure. This should take place as soon as 
possible after the signing of the CAI in order to permit the FMG 
and the Fund to begin operations. The revised by-laws will be 
drawn up by the Foundation's legal counsel and should be reviewed 
by the A.I.D. Regional Legal Advisor. In addition to by-law 
changes and the revision of the structure of the HDF, one of the 
first actions of the FMG will be to deveJ.op and codify lending 
principles and procedures, includingtheterms and conditions under 
which the funds. can be lent, the percentage that will stay in 
deposits and the percentage that will be used to lend, the fee 
commission, the internal audit requirements, reporting requirements 
and approval procedures. In addition, since the Fund is a 
permanent institution, provisions for reporting and.auditing after 
the termination of the project should be outlined. Finally, A. I .D. 
retains the residual right of appointment over management of the 
Fund, which includes the right to terminate part or all of the 
Cooperative Agreement and to select another manager of the Fund. 

D. Pre-Operational Developments 

During the pre-operations phase of the FMG, the following tasks 
will be completed by the FMG and TA staff: 

1. Budgets and investment strategies, including an overall 5- 
year plan will be drawn up, complete with objectives, manpower 
requirements, loan fund requirements, training needs, 
investment strategies and target rates of return for the Fund. 

2. Examples of different financial products will be developed, 
to be able to respond quickly to various lending scenarios, 
with the monitoring requirements already in place (see 
Technical ' Analysis for more details on the financial 
products). 

3. An accounting system should be put in place to account 
independently for the Fund's operations. 

4. A loan administration system will be developed, including 
a filing system, project application forms (micro, small, 
medium and large), computer analysis models, monitoring 
procedures, legal forms, and modalities of disbursements and 
repayments. 

5. Promotional material will be developed, including 
brochures, presentations, television and newspaper 
advertisements for both the institutions and the general 
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public. 

6. The initial staff of the FMG will be recruited and trained. 



MEMORANDUM 

May 28, 1931 - 

TO : Martin Napper, Grant Officer 

FROM : Donald L. Smith, Chief, OPE 

SUBJECT: Justification for  on-~om~etitiv~ward 
Background: The Provincial Enterprise Development (PED) project 
(521-0223) is now in final design and is scheduled to obligate 
its initial funds by the end of the third quarter of FY 1991. 
The project involves 1) establishing a capital fund for 
participating IFIs to relend to their clients; 2) various 
elements of institutional support to financial institutions which 
A.I.D. has creaLed or assisted in Haiti; and 3) TA and studies 
which will benefit the Haitian financial comn;unity.as a whole. 
The initial Cooperative Agreement will grant approximately $2.0 
million for the lending capital fund and approximately $1.2 
million in technical assistance. 

For effective implementation, the nature of the project requires 
that a single institution be chosen as the agent to administer 
both the capital fund and the technical assistance, even though 
both will extend to several other financial organizations during 
the course of the project. Among existing private Haitian 
institutions, only the ~aitian Development Foundation (HDF) has 
all of the necessary qualifications, experience, organizational 
objectives, legal status, etc. to perform this management and 
operational role. 

HDF was initially created as an A.I.D. initiative and has been. 
supported since 1984 under project no. 521-0181, which will end 
in early 1992. The PED project will be a follow-on activity, 
building on the institutional base established by HDF under the 
current project. New initiatives to be pursued under the PED 
project involve a major thrust to extend credit to provincial 
towns in a systematic way and to expand tae scope of 
microenterprise lending. 

Justification: In accordance with the m rite ria in Handbook 13, 
Chapter 2, para 2B.3, a non-competitive award to HDF is 
considered appropriate, on,the following basis: 

HDF has predominant capability in the activities proposed 
under the project, based on experience, specialized 
facilities and technical competence (sec. 2Be3.(2)b.). 

To be eligible to receive the capital fund and substantial 
technical assistance in grant form, the recipient must be a 
recognized not-for-profit organization. HDF is the only such 
organization in Haiti with the requisite experience in 
administering a credit program of this magnitude. Other 
financial institutions capable of managing the capital fund are 



commercial, for-profit banks, not eligible for A.I.D. grant 
funds. It would not be feasible to create a brand new 
institution specifically to fill this role, First, that would 
involve unriecessary and unjustifiable duplication of HDFts 
capabilities, without its institutional experience, and secmdly, 
if past history is a guide, it could take more than a year to 
establish a new NGO and obtain legal recognition as such by the 
GOH. If anything, the Aristide government may be.expected to 
move even more cautiously than earlier regimes in granting new 
NGO status. 

Having established that HDF is the only financial institution of 
its kind in Haiti, several factors illustrate HDFts 
qualifications to fill the role of principal implementing agent 
of this project, with the assistance of additional technical and 
financiai resources to be provided to HDF under the project. 

HDF currently manages a 15 million gourde,portfolio 
comprising some 900 loans. No other local institution, including 
Haitits commercial banks, has similar experience in dealing with 
the small entrepreneurs who are the primary target population of 
this project. 

HDF already has provincial lending experience through its 
Cap Hatien branch, which has been i.n successful operation since 
1989, with a 2.5 million gourde portfolio and an excellent 
repayment record. A second HDF branch will open in les Cayes in 
October 1991. 

HDF has managed the I1SOFIHDES Trustv1 for several years, 
from which SOFIHDES borrows for on-lending to its clients. The 
capital fund in this project will operate in a similar manner, 
except that several financial irstitutions will be eligible to 
borrow from it, and more analysis will be required. For this 
purpose, a Fund Management Committee will be formed and supported 
under the project, with independent authority regarding the 
allocation of lending capital. This entity will earn a . - 
management fee and will be self-sufficient before the end of the 
project . 

HDFts qualifications were thoroughly assessed by a three- 
member team from Price Waterhouse in February 1991, with specific 
reference to its prospective role in this project. The 
consultants' report made a number of technical and administrative 
recommendations involving, structure, accounting, computerization - 
and management procedures which will strengthen HDFts ability to 
assume a central role in implementing the new project. 

- 
Based on the above justification, it is recommended that as Grant 
Officer, you approve the noncompetitive award of the proposed 
Cooperative Agreement to the Haitian.Development Foundation. 



Approved : &ZT<yF-- 



The establishment of the Haitian Development Foundation (HDF) in 1979 provided the 
small and micro-enterprises in Haiti with an opportunity to obtain financing for bcsiness 
activities. The reorganization of HDF in 1984 with technical assistance from 
USAID/Haiti and a new, dynamic Board of Directors expanded its operations. HDF has 
become the leading candidate for the extension of credit into Haitian provincial centers 
and management of trust funds under a propised USAID/Haiti project. 
This project seeks to encourage the development of provincial private enterprise, 
establish a pilot shelter lending program in Haiti, provide funds to private financial 
institutions for on-lending within the Haitian private sector and assist in the institutional 
strengthening of business and financial institutions throughout Haiti. 

This report attempts to determine whether HDF has adequate resources and technical 
expertise to expand its business activities and manage a larger pool of trust funds. We 
have assessed HDF ' s capabilities against the Foundation 1 s principle objectives--noiably 
the concepts of self-sufficiency and self-sustainability. 

Self-sustainability is the ultimate objective of HDF, and is defined as the ability of the 
foundation to conduct its lending activities without requiring donated seed capital. Self- 
sufficiency, a more immediate objective, would require that HDF1s general and 
administrative costs be covered by the revenues generated from the Foundation s 
operations. Therefore, an analysis of HDF's financial position and performance was 
deemed necessary. Although the purpose of h analysis was not to determine or project 
the financial viability of the HDF 1 s operations, our fundamental evaluation of the 
financial management practices of the Foundation identified several opportunities for 
improvement. 

Our evaluation of HDF revealed the following potential opportunities for improvement 
which are briefly discussed below. Exhibit I contains a matrix of our major findings in 
each area. 

In summary, our evaluation of HDF1s financial position and results of operations for 
fiscal years 1989, 1990, and the first eight months of 1991, reflected a relatively positive 
trend in the rates of asset and earnin~s growth. However, a comparative analysis of the 
statements of financial position and re:& of and the operations, coupled with an 
evaluation of the components in each revealed the following highlights: 

o Financial Performence - The growth in HDF1s assets has been financed 
through contributions made by donor agencies a d  not through earnings 
from o~erations. 
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o Results of Operations - The Foundation posted an operating loss of 
approximately G806,560'for fiscal year 1990, and G714,835 for fiscal year 
1989. 

o Quality of Earning Assets - The Foundation's effective interest earnings 
on its loan portfolios was estimated at oetween 10 to 14 percent, while the 
weighted average interest rate for the portfolios was projected at 
approximately 18 percent. Therefore, the rate of realization on assets is 
lower than expected. 

The lower-than-expected effective earnings rate is primarily due to the 
volume of delinquent loans in HDF1s portfolios. A historical review of the .- 
rate of delinquency also indicated an upward-moving trend in the number 
of delinquent loans. 

In general, HDF may not achieve its objective of becoming self-sufficient if the foregoing 
unfavorable trends persist. Further, given the estimated annual rate of inflation in Haiti, 
which is higher the rate of interest that HDF can charge its clients, decapitalization of 
the organization Is funds might be inevitable. Although HDF has no control over the 
general economic conditions of the country, the impact of decapitalization of the 
Foundation's financial resources can be mitigated in part by exercising more aggressive 
asset-liability management and costing strategies. 

o ernal Procedures Documentatl_on 

To some degree, the deterioration of the HDF loan portfoliols performmce is a product 
of external factors in the Haitian economy, and other financial institutions have been 
affected as well. The political instability and poor economic performance which has 
characterized Haiti in the last threa years, coupled with the current shortages of 
electricity has placed the private sector in severe hardship. This is especially true of the 
small and micro enterprise sector which is more volatile than other sectors and more 
vulnerable to economic changes. 

However, not all of the portfolio problems can be attributed to the economy. As can be 
expected for an institution catering to the informal sector, HDF1s portfolio contains a 
large number of small loans to small er?terprises. The volume of business makes it 
difficult for the Foundation to monitor existing loans and origination of new loans to the 
extent required for the success of the program. The eight credit officers currently 
employed by HDF have an excessive workload and are not able either to effectively 
monitor the loans in their portfolio or to conduct sound and thorough credit evaluations 
of new customers. Moreover, the current incentive structure does not encourage 
productivity and enthusiasm. 

Although HDF management has developed a plan to improve the quality of the loan 
portfolio in the short-ten- every effort should be made to address the long-term 
strengthening of the credit and loan administration functions. Greater use should be 
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made of computer resources, and more formal training and technicxl assistance should 
be made available to the HDF credit officers to assist them in improving riie 
management of their portfolios. Also, procedures for credit evaluation, loan review and 
addressing problem loans should be strengthened and enforced under management 
supervision. More importantly, the Foundation should encourage greater productivity 
and commitment among the staff by developing a short-term incentive system that is tied 
to performance objectives. In addition to managing its portfolio, HDF should strengthen 
its controls over the management of other assets including cash. 

HDF is changing to meet the needs of its market sector and the business communities in 
the Haitian provinces; however, further changes are indicated. The bylaws established in 
1984 have served the Foundation well, but their utility to the new, emerging HDF is 
limited. The very existence of the current Board of Directors is in violation of the 
bylaws as it consists of nine members instead of seven and its members are serving terms 
that exceed the authorized two-year period. The role played by the General Assembly of 
members has declined significantly, to the extent that attendance at meetings is 
insu!Ycient to obtain a quorum for the election of Board members. Moreover, Board 
members have only limited time available in their busy schedules to participate in the 
management of thc Foundation, and demands on their time will only increase under the 
new HDF. 

Efforts should be made to redesign the current bylaws to reflect the changes in the role 
of the General Assembly, the limited time available to Board members to fulfill their 
duties and the existence of other Boards of Directors in the provinces. Consideration 
should be given to compensating Board members for their time and reimbursing 
provincial Board representatives for attending meetings in Port-au-Prince. 

The assumption that a ulTrustuu relatiouhip existed between HDF and USAID/Haiti has 
been called into question since it appears as though the uuTrustll structure does not exist 
within Haitian legal and taxation systems. The relationship that exists with regards to 
the management of the funds loaned to SOFIHDES and repaid into a special account 
managed by HDF can be described as one of agency and not "Trust." The nature of 
this agency relationship has legal, taxation and accoun:ing implications that are, in some 
cases, contrary to those that would have been utilized if a true "Trustw relationship had 
existed. 

Even though a "Trustu1 relationship may not be pcissible in Haiti, there are other 
alternative srmctures for W)F to adopt in order to manage larger amounts of loan funds 
under the new USAID/Kaiti project while resolving any conflicts that may arise in the 
allocation of funds among potential borrowers and diversifying into other areas of 
lending. The most appropriate alternative involves the establishment of a HDF llholding 
companyu structure which would be governed by a Board of Directors, mandated with 
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implementing USAID/Haiti objectives under the new project. The Board of Directors 
would be divided into committees which would address specific areas of expertise such as 
micro-enterprise lending and trust management. 

The Baard and its subcommittees would be assisted in their efforts by an Advisory 
Committee of technical specialists responsible for conducting the necessary analysis to 
determine the allocation of funds among borrowing financial institutions. In additi~n to 
the Advisory Committee, an Audit Committee could be formed to ensure that funds are 
being utilized according to the established guidelines and to monitor the progress of 
projects funded by such funds. Independence must be maintained at all times, both in 
appearance and in practice and the presence of the Advisory and Audit Committees are 
a necessary part of any structure that is developed for the implementation of this project. 

o .Low-Income Shelter lend in^ Proprm 

The Low-Lncome Shelter kending Program is an experimental program the primary 
purpose of which is to assess the feasibiliv and economic viability of launching a more 
comprehert.ive housing program in Haiti. Originally, this experimental housing program 
was designed to be implemented through a cooperative effort between three 
organizations: HDF, Banque the Credit Immobilier (BCI), and MEDk Our evaluation 
of the role of each of the three organizations in ensuring the success of this experimental 
program identified unnecessary complications relating to administrative and financial 
arrangements between these. Therefore, two alternative implementation strategies were 
recommended to be considered by USAID/Haiti. 

In addition, several weaknesses pertaining to the design, administration, and financial 
structure of the experimental housing program were identified. These are: 

o HDF is assuming 100 percent of the financial risk of loss, while it only has 
indirect control over the administration of the program; 

o ~ n c e n a i n ' i e ~ a l  iml;lications exists in several aspects of the experimental 
design; and. 

o lack of the required housing expertise by the implementing organizations 
and absence of a formal system of internal controls increase the 
operational risks associated with successful administration of the program. 

In summary, although the shelter Pending program is experimental, it is imperative that 
all design, administrative, and stn~ctural deficiencies are effectively addressed so as to 
allow an objective evaluation of the program's performance in the future. 

Price Wateritowe 
Page - 4 



ANNEX H. SCOPES OF WORK FOR LONG-TERM.ADVIS0RS 

1. HDF Microenterprise Lending Advisor 

The microenterprise Lending Advisor will serve as a 
senior in-house advisor to the Haitian Developmmt Foundation, with 
respect to the microenterprise lending program and the expansion of 
HDF into selected provincial towns. This is essentially a 
continuation of an existing position, with some new duties added. 
Principal tasks will include: 

1. Continuing to ensure that the Action Plan approved and 
begun in February of 1991 is implemented. 

2. Continuing to monitor the write-off program of the current 
HDF loan portfolio. 

3. Continuing to advise the HDF Board on the execution of its 
5-year strategy and its expansion plans in the provinces. 

4. Implementing the computerization of the various HDF 
administrative functions, introducing needed improvements and 
adapting these procedures for use in the provinces. 

5. Advising the Fund Management Group on activities and 
opportunities in the emerging enterprise sector and 
coordinating with the FMG, as an autonomous operation, to 
ensure consistent policies in both of the main components of 
HDF . 
6. Overseeing the start-up of the Provincial Private 
Enterprise Program (PPED) , which is a component of the project 
and constitutes a new activity for HDF. 

7. Monitoringthe activities of the microenterprise lending to 
ensure that proper standards, procedures and accounting 
practices are being followed. 

8. Continuing to reinforce the public image of HDF, including 
follow-up on the present public relations program and 
publicity resulting from the reorganization and expansion of 
HDF stemming from this project. 

9. Defining and delivering staff training, in coordination 
with the Institutional Support Specialist of the FMG. 

10. Continuing to narket the services of HDF in offering and 
delivering loans and financial services to small, micro- and 
emerging enterprises, as well as enhancing HDF1s institutional 
reputation with international donor organizations. 

11. Performing other analytical and informational tasks, as 
requested by HDF and USAID/OPE. 



2.  Financial Policy Advisor 

The Financial Policy Advisor will have the overall responsibility 
for providing technical assistance in the area of financial and 
banking policy to the Professional Bankers Association (APB) and to 
the private banking community in Haiti. This position continues 
assistance provided by USAID to the APB over the past year, in 
order to sumort and strenathen the association and to assist the 
banking com%nity in playing a useful role in the formulating of 
public policies related to the macroeconomic environment in general 
and the financial sector in particular. 

The Financial Policy Advisor will have a direct relationship to the 
Executive Director of APB and will work closely with the FMG 
Director and its Capital Fund Advisor, as well as leaders of the 
private banking community. Specific duties will include: 

1. gathering information and performing all analyses required 
to assess and monitor the Haitian financial sector's progress. 

2. Analyzing and reviewing credit or investment appraisal and 
supervision techniques and establishing common guidelines for 
those activities. 

3. Developing a database of information related to the above 
as well as for training research and clearing house activities 
and disseminate this information within the banking community. 

4. Assist to develop training programs for the banking sector, 
as pzrt of the Institutional Support portion of the project, 
as well as participating in the design of short-term studies 
carried out by short-term TA consultants, as needed. 

5. Other tasks related to financial policy and practices, as 
requested from APB, USAID/OPE, and HDF/FMG. 

.- 
3. FMG Capital Fund Advisor 

The FMG Capital Fund Advisor will be resident in the FMG and will 
report to the General Manager of the FMG and to its Advisory 
Committee, and ultimately to the President of the Board of HDF, 
with an indirect relationship with the Project Off icer, USAID/OPE. 
The major responsibility will be to assist in the development of 
the Fund Management Group, with a second priority to coordinating 
the institutional support of the FMG, including: 

1. Assisting in the redesign of the statutes of HDF, in 
particular in defining the role and operation of the FMG. 

2. Assisting the Board of HDF in selecting a General Manager 
and an Advisory Committee for the operation of the FMG. 

3. Developing in cooperation with the General Manager, a 5- 



year strategic plan and the policies and procedures through 
which the FMG will operate, to realize the objectives set out 
in the plan. 

4 .  Developing with the General Manager and a public relations 
firm, a promotional program to address the marketing needs of 
the F'MG. 

5. Assisting in the selection of the other members of the 
permanent staff of the FMG, as well as the selection of the 
office site and equipment required. 

6. Developing various scenarios for the use of innovative 
risk-sharing mechanisms, as well as procedures f@r application 
for loans from the Fund and procedures for revicw of those 
applications. 

7 .  Analyzing the solvency of the financial institutions that 
are prospective borrowers of the Fund. 

8. Coordinating, with the assistance of the Institutional 
Support Specialist, training activities and studies to be 
undertaken for the benefit of the financial sector in general. 

9. Training the permanent staff of the FMG in project 
appraisal and risk analysis. 

10. Responding to other demands of the HDF Board as needed. 



STATUTORY ctmZKLIST 
5C ( 2 )  - AS6IGTANCE CHECKLIBT 

Listed below are statutory criteria 
applicable to the assistance resources 
themselves, rather than to the eligibility of a 
country to receive assistance. This section is 
divided into three parts. Part A includes 
criteria applicable to both Development 
Asgistance and Economic Support Fund resources. 
Part B includes criteria applicable only to 
Development Assistance resources. Part C 
includes criteria applicable only to Economic 
Support Funds. 

CROSS REFERENCE: IS COUNTRY CHECKLIST UP TO 
DATE? 

A. CRITERIA APPLICABLE TO BOTH DEVELOPMENT 
ASSISTANCE AND ECONOMIC SUPPORT FUNDS 

1. Eost Country Development Efforts 
(FAA Sec. 601(a) ) :  Information and 
conclusions on whether assistance 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; 
(d) discourage monopolistic practices; (e) 
improve technical efficiency of industry, 
agriculture, and commerce; and (f) 
strengthen free labor unions. 

2 .  U . 8 .  Private Trade and Investment 
(FAA Sec. 601(b)): Information and 
conclusions on how assistance vill 
encourage U.S. private trade and 
investment abroad and encourage private 
U . S .  participation in foreign assistance 
programs (including use of private trade 
channels and the services of U.S. private 
enterprise). 

1. The p r o j e c t  w i l l  s t imu la te  
the  growth o f  the  p r i v a t e  
sec to r  o f  t h e  H a i t i a n  .economy, 
e s p e c i a l l y  i n  the  prov inces 
and improve t h e  wel l -be ing o f  
t h e  popul-at i on through 
employment and income 
generation. I t  aims a t  
i nc reas ing  c a p i t a l  
ava i  l a b i  l i t y  t o  smal l 
business, encourage p r o d u c t i v e  
smal l  e n t e r p r i s e  a c t i v i t y  and 
broaden and s t rengthen H a i t i ' s  
f i n a n c i a l  markets. I t  w i  ll- 
expand access t o  p r i v a t e  
c red i t ,  e s p e c i a l l y  i n  
p r o v i n c i a l  tows ,  and thereby 
s t i m u i a t e  p r i v a t e  sec to r  
grout t i  and employment 
generation. I t  u i l l  work . . 
through and s t rengthen l o c a l  

. f i n a n c i a l  and c r e d i t  
Sns t i tu t i ons .  

. . 
. 2. The p r o j e c t  u i l l  s t i m u l a t e  

economic a c t i v i t y ,  p roduc t ion  
and incomes o f  t h e  p r i v a t e  
sector, e s p e c i a l l y  i n  t h e  
provinces, c r e a t i n g  a more 
buoyant m i l i e u  f o r  U.S. t r a d e  
and investment l ead ing  
p o t e n t i a l l y  t o  increased 
demand f o r  U.S. investment and 
products. 



3. Congressional Notification 

a. Gunsral requirement (FY  1991 
Appropriations Act Secs. 523 and 591; 3a. Yes 

FAA Sec. 634A): If money is to be 
obligated for an activity not previously 
justified to Congress, or for an amount in 
excess of amount previously justified to . - - 
Congress, has congress been properly 
notified (unless the notification 
requirement, has been waived because af 
substantial risk to human health c ? '  

, welfare) 3 

b. Notice of new account 
obligation (FY 1991 Appropriations Act 
Sec. 514): If funds are being obligated 
under an appropriation account to which 
they were not appropriated, has the 
President consulted with and provided a 
written justification to the House and 
Senate Appropriations Committees and has 
such obligation been subject to regular 
notification procedures? 

c. Cash transfers and 
nonproject sector assistance (FY 1991 
Appropriations Act Sec. 575(b)(3)): If 
funds are to be made available in the form 
of cash transfer or nonproject sector 
assistance, has the Congressional notice 
.included a detailed description of how the 
funds will be used, with a discussion of 
U.S. interests to be served and a 
description of any economic poolicy 
reforms to be promoted? 

4. Engineering and Financial Planr 
(FAA Sec. 611(a)): Prior to an 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? 

5. Legislative ~ction (FAA Sec. 
611 (a) (2) ) : If legislative action is 
required within recipient country vith 

' 
respect to an obligation in excess of 
$500,000, what is the basis for a 
reasonable expectation that such action 
will be completed in time to permit 
orderly accbmplishment of the purpose of 
the assistance? 

4. Yes 

5. NIA 



6. Water Resources (FAA Sec. 611(b); 
FY 1991 Appropriations Act Sec. 501): If 
project is for water or water-related land 
resource construction, have benefits and 
costs been computed to the extent 
~racticable in accordance with the 
brinciples, standards, and procedures 
established pursuant to the Water 
Resources Planning Act (42 U.S.C. 1962, & 
m.)? (See A.I.D. Handbook 3 for 
guidelines.) 

. 7. Cash Transfer and bector 
Assistance (FY  1991 Appropriations A c t  
Sec. 575(b)): Will cash transfer or 
nonproject sector assistance be maintained 
in a separate account and not commingled 
with other funds (unless such requirements 
are waived by Congressional notice for 
nonproject sector assistance)? 

8. Capital Assistance (FAA Sec. 
611(e)): If project is capital assistance 
( e . ~ . ,  construction), and total U.S. 
assistance for it will exceed $1 million, 
has Mission Director certified and 
Regional Assistant Administrator taken 
into consideration the country's 
capability to maintain and utilize the 
prsject effectively? 

9. Multiple Country Objectives (FAA 
Sec. 601(a)): 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; (d) discourage monopolistic 
practices; (e) improve technical 
efficiency of industry, agriculture and 
commerce; and (f) strengthen free labor 
unions. 

10. 0 . 8 ,  Private Trade (FAA Sec. 
601(b)): ~nformation and conclusions on 

# how project will encourage U.S. private 
trade and investment abroad and encourage 
private U . S .  participation in foreign 
assistance programs (including use of 
private trade channels and the services of 
U.S. privatp enterprise). 

9. The p r o j e c t  should have an 
o v e r a l l  p o s i t i v e  e f f e c t  on t h e  
H a i t i a n  economy's p r i v a t e  
sector. I t  w i l l  s t i m u l a t e  
growth, e s p e c i a l l y  i n  t h e  
prov inces through investments 
t h a t  w i l l  increase employment 
and income. I t  u i  11 expand 
access t o  p r i v a t e  c r e d i t  and 
encourage p roduc t i ve  sma 1 l 
e n t e r p r i s e  a c t i v i t y .  It w i  11 
work through and s t rengthen 
l o c a l  banks and c r e d i t  
i n s t i t u t i o n s .  

10. The p r o j e c t  w i l l  
s t i m u l a t e  and improve t h e  
f u n c t i o n i n g  o f  t h e  p r i v a t e  
sec to r  i n  Ha i t i ,  p a r t i c u l a r l y  
in  t h e  provinces, and thereby 
make i t  more conducive and 
r e c e p t i v e  t o  U.S. p r i v a t e  
t r a d e  and investment. 



11. Local currsnciee 

a. Recipient contributions 
(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 
cost of contractual and other services, 
and foreign currencies owned by the U.S. 
are utilized in lieu of dollars. 

I l a .  Recipients o f  l.oans made 
avai l.able under the pro jec t  
w i l l  contr ibute  t h e i r  own 
. f inanc ia l  resources as well. as 
in-kind planning, management, 
marketing and sup6rvisory 
s k i l l s .  - 

b. U.8.-0vned Currency (FAA 
6ec. 612(d)): Does the U.S. own excess b. No 
foreign currency of the country and, if 
sa, what arrangements have been made for 
its release? 

c. Separate Account (FY 1991 
Appropriations Act Sec. 575). If c. N/A 
assistance is furnished to a foreign 
government under arrangements which result 

, in the generation of local currencies: 

(1) Has A.I.D. (a) 
required that local currencies be 
deposited in a separate account 
established by the recipient government, 
(b) entered into an agreement with that 
government providing the amount of local 
currencies to be generated and the terms 
and conditions under which the currencies 
so.deposited may be utilized, and (c) 
established by agreement the 
responsibilities of A.I.D. and that 
government to monitor and account for 
deposits into and disbursements from the 
separate account? 

(2) Will such local 
currencies, or an equivalent amount of 
local currencies, be m e d  only to carry 
out the purposes of the DA or ESF chapters 
of the FAA (depending on which chapter is 
the source of the assistance) or for the 
administrative requirements of the United 
States Government? 

(3) Has A.I.D. taken all 
appropriate steps to ensure that the 
equivalent of local currencies disbursed 
from the separate account are used for the 
agreed purposes? 



(4) If assistance is 
terminated to a country, will any 
unencumbered balances of funds remaining 
in a separate account be disposed of for 
purposes agreed to by the recipient ' 

government and the Un'ited States 
Government? 

12. Trade Restrictions 

a. Burplus Commoditiee (FY 19 
Appropriations A c t  Sec. 521(a)): If 
assistance is for.the production of any 
commodity for export, is the commodify 
likely to be in surplus on world markets 
at the time the resulting productive 
capacity becomes operative, and is such 
assistance likely to cause substantial 
injury to U.S. producers of the same, 
similar or corqpeting commodity? 

b. Textiles (Lautenberg 
Amendment) (FY 1991 Appropriations A c t  
Sec. 521(c)): Will the assistance (except 
for programs in Caribbean Basin Initiative 
countries under U.S. Tariff Schedule 
ttSection 807,11 which allows reduced 
tariffs on articles assembled abroad from 
U.S.-made components) 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, footwear, handbags, 
flat goods (such as wallets or coin purses 
worn on the person), work gloves or 
leather wearing apparel? 

13. ~ropical Forests (FY 1991 
Appropriations Act Sec. 533 (c) (3)) : Will 
funds be used for any program, project or 
activity which would (a) result in any 
significant loss of tropical forests, or 
(b) involve industrial timber extraction 
in primary tropical forest areas? 

12a. No. Exports r e s u l t i n g  
from the  p r o j e c t  w i  11 not .be 
s! gni  f i cant enough t o  cause 
i n j u r y  t o  U.S. Producers nor 
a re  l i k e l y  t o  be products made 
i n  the  U.S. 



. 14. Gabel Accounting (FAA Sec. 
l Z l ( 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 
expenditure of project funds (either 
dollars or local currency generated 
therefrom) 3 

15. PVO Assiatanco 

a. Auditing and regietration 
(FY 1991 Appropriations Act Sec. 537): If 
assistance is being made available to a 
PVO, has that organization provided upon 
timely request any document, file, or 
record necessary to the auditing 
requirements of A.I.D., and is the PVO 
registered with A.I.D.? 

b. Funding eourcem (FY 1991 
Appropriations Act, Title 11; under 
heading "Private and Voluntary 
OrganizationsN): If assistance is to be 
made to a United States PVO (other than a 
cooperative development organization), 
does it obtain at least 20 percent of its 
total annual funding for international 
attivities from sources other than the 
United States Government? 

16. Project Agreement Documentation 
(State Authorization Sec. 139 (as 
interpreted by conference report)): Has 
confirmation of the date of signing of the 
project agreement, including the amount 
involved, been cabled to State L/T and 
A.I.D. LEG within 60 days of the 
agreementqs entry into force with respect 
to the United States, and has the full 
text of the agreement been pouched to 
those same offices? (See Handbook 3, 
Appendix 6G for agreements covered by this 
provision). * 

17. Metric lyatrm (Omnibus Trade and 
Competitiveness Act of 1988 Sec. 5164, as 
interpreted by conference report, amending 
Metric Conversion Act of 1975 Sec, 2, and 
as implemented through A.I.D. policy): 
Does the assistance activity use the 
metric system of measurement in its 
procurements, grants, and other 
business-related activities, except to the 

16. Yes 

. . .. 
17. Yes 



excrr lr ,  ~ . ~ l a l :  such use is impractical or is 
likely to cause significant inefficiencies 
or loss of markets to United States firms? 
Are bulk purchases usually to be made in 
metric, and are components, subassemblies, 
and semi-fabricated materials to be 
specified in metric units when 
economicully available and technically 
adequate? Will A.I.D. specifications use 
metric units of measure from the earliest 
programmatic stages, and from the earliest 
documentation of the assistance processes 
(for example, project papers) involving 

d quantifiable measurements (length, area, 
volume, capacity, mass and weight), - through the implementation stage? 

4 

18. Women in Development (FY 1991 
. Appropriations Act, Title 11, under - . . 

v , , . . ... .heading. tlWomen in Development1!) : Will 
assistance be designed so that the 
percentage of women participants will be 
demonstrably increased? 

19. Regional and ~ultilateral 
Assistance (FAA Sec. 209): Is assistance 
more efficiently and effectively provided 
through regional or multilateral 
organizations? sf so, why is assistance 
not so provided? Information and 

4 conclusions on whether assistance will 
encourage developi,ng countries to 
cooperate in regional development 
programs. 

20. Abortions (FY 1991 
Appropriations Act, Title 11, under 
heading "Population, DA," and Sec. 525) :  

a. Will assistance be made 
available to any organization or program 
which, as determined by the President, 
supports or participates in the management 
of a program of coercive abortion or 
involuntary sterilization? 

18. Yes 
' .. I 

b. Will any funds be used to 
lobby for abortion? b. No 

21. ~ooperativss (FAA Sec. 111): 
Will assistance help devel,op cooperatives, 
especially by technical as~~istance, to 21. N/A 
assist rural. and urban poor to help 
themselves toward a better life? 

( 



22. U . 8 . - m o d  Foreign curronciaa 

612 (b 
Secs. 

a .  Use of currencies (FAA Secs. 
, 636 (h) ; FY 1991 Appropriations ~ c t .  No foreign cur"encies 

507, 509): Describe steps taken to are by the U * S =  
assure that, to the maximum extent 
possible, foreign currencies owned by the 
U.S. are utilized in lieu of dollars to 
meet the cost of contractual and other 
services. 

b. Release of currencies (FAA N m A  

, , 

Sec. 612(d)): Does the U.S. own excess 
fozeign currency of the country and, if 
SO, what arrangements have been made for 
its release? 

23. Procurement 
. .  . - .  . 

. . 'a'. 6mall'business (FAA Sec. 
602 (a) ) : Are there arrangements to permit 23a- Procurement lt be 
U . S .  small business t o  participate e f f e c t e d  by AID/W1s Ofsfice o f .  

equitably in the furnishing of commodities Or by 

and services financed? f o l  l o u i n g  AID procedures. 

b. U . 8 .  procurement (FAA Sec. 
604(a)): Will all procurement be from the b. Yes 

U.S. except as otherwise determined by the 
President or determined under delegation 
from him? 

c. Marine insurance (FAA Sec. 
604(d)): If the cooperating country 
discriminates against marine insurance 
companies authorized to do.business.in the, 

' U. S .. , will commodities be .insured in the 
United States against marine risk with 
such a company? 

d. Hon-U.8. agricultural 
procurement (FAA Sea. 6 0 4 ( e ) ) :  If 
non-U.S. procurement of agricultural 
commodity or product thereof is to be 
financed, is there provision against such 
procurement when the domestic price of 
such commodity is less than parity? 
(Exception where commodity financed could 
not reasonably be procured in W.S.) 

e. ~onstruction or engineering 
services (FAA See. 604 (g)) : Will 
construction or engineering services be 
procured from firms of advanced developing 
countries which are othewise eligible 

( 

c. Yes 



under Code 941 and which have attained a 
competitive capability in international 
markets in one of these areas? (~xception 
for those countries which receive direct 
economic assistance under the FAA and 
permit United States firms to compete for 
construction or engineering services 
financed from assistance programs of these 
countries.) 

f. Cargo preferonce ahipping 
(FAA Sec. 603)): Is the shipping excluded 
,f-rgm compliance with the requirement in 
section 901(b) of ths Merchant Marine A c t  
of 1936, as amended, that at least 
50 percent of the gross tonnage of 

. . .. . cornmodit ies. (computed separately for 'dry" 
bulk carriers, dry cargo liners, and 
tankers) financed shall ae transported on 
privately owned U.S. flag commercial 
vessels to the extent such vessels are 
available at fair and reasonable rates? 

g. Technical assistance 
( F M  Sec. 621(a)): If technical 
assistance is financed, will such 
assistrnce be furnished by private 
enterpris9 on a contract basis to the 
fullest extent practicable? Will the 
facilities and resources of other Federal 
agencies be utilized, when they are 
particularly suitable, not competitive 
with private enterprise, an3 made 
available without undue interference with 
domestic programs? . 

h. 0.8.  a i r  carrier8 
(International Air Transportation Fair 
Competitive Practices Act, 1974): If air 
transportation of persons or property is 
financed on grant basis, will U . S .  
carriers be used to the extent such 
service is available? 

f. Not excluded 

.. . . 

i. ~ermination for convenienca 
of 0.8. Government (FY 1991 Appropriations 
Act Sec. 504): If the U.S. Government is 

, a party to c contract for procurement, 
does the contract contain a provision 
authorizing termination of such contract 
for the convenience of the United States? 

g. Yes 

h. Yes 

i. Yes 



j. consulting eervicae 
(FY 1991 Appropriations Act Sec. 524): If 
assistance is for consulting service j. Yes 

through procurement contract pursuant to 5 
U.S.C. 3109, are contract expenditures a 
matter of public record and available for 
public inspection (unless otherwise 
provided by law or Executive order)? I 

k .  Xetric  convereion 
(Omnibus Trade and Competitiveness Act of . 

k. Yes 

1988, as interpreted by conference report, 
amending Metric Conversion Act o f  1975 
Sec. 2, and as implemented through A.I.D. 
policy): Doas the assistance program use 
the metric system of measurement in its 
procurements, grants, and other 
business-related activities, except to. the . 
extent that, such.'use is impractical ' or ' i r f  
likely to cause significant inefficiencies 
or loss of markets to United States firms? 
Are bulk purchases usually to be made in 
metric, and are components, subassemblies, 
and semi-fabricated materials to be 
specified in metric units when 
economically available and technically 
adequate? Will A.I.D. specifications use 
metric units of measure from the earliest 
programmatic stages, and from the earliest 
documentation of the assistance processes 
(for example, projezt papers) involving 
quantifiable measurements (lengtlh, area, 
volume, capacity, mass and weight), 
through the implementation stage'? 

1. Competitive l3ePect:Lon 
Procedures (FAA Sec. 601 (e) ) : , Will the 
assistance utilize ccspetitive selection 
procedures for the awarding of contracts, 
except where applicable procurement rules 
allow otherwise? 

I. Yes 

24.  construction 

a. C a p i t a l  project (FAA Sec. 
601 (6) ) : If capital (e*a* , const:ruction) 24a* NIA 
project, will U.S. engineering and 
professional services be used? 

? 

b. construction contramt (FAA b. N/A 
Sec. 611(c)): If contracts for 
construction are to bc financed, will they 
be let on a competitive basis to maximum 
extent pracpicable? 



c. Large projects, 
Congressional approval (FAA Sec. 620(k)): c. N/A 
I f  for construction of productive 
enterprise, will aggregate value of 
assist.ance to be furnished by the U.S. not 
exceed $100 million (except for productive 
enterprises in Egypt that were described 
in the Congressional Presentation), or 
,does assistance have the express approval 
of Congress? 

25. V . 8 ,  audit Rights (FAA Sec. 25. N/A 
301(d)): If fund is established solely by 
U.S. contributions and administered by an 
international organization, does 
Comptroller General have audit rights? 

. .  . . . . . 
26. communist Assistance (FAA Sec. 

620(h). Do arrangements exist to insure 26. Yes 
that United St8tes foreign aid is not used 
in a manner which, contrary to the best 
interests o f  the United States, promotes 
or assists the foreign aid projects or 
activities of the Communist-bloc 
countries? 

27. Narcotics 

a. Cash reimbursem&nks (FAA 
Sec. 483) : Will arrangements preclude use 27a* N/A 
of financing to make reimbursements, ia 
the form of cash payments, to persons 
whose illicit drug crops are eradicated? 

b. Assistance to narcotics 
traffickers (FAA Sec. 487): Will b. Yes 
arrangements take "all reasonable stepsN 
to preclude use of. financing to or through 
individuals or entities which we know or 
have reason to believe have either: (1) 
.been convicted of a violation of any law 
or regulation of the United States or a . . .. 
foreign country relating to narcotics (or 
other controlled substances) ; or (2) been 
an illicit trafficker in, or otherwise .- 
inv~lved in the illicit trafficking of, 
any such controlled substance? 



. 28. ~xpropriation and Land Reform 28. Yes  
( F U  Sec. 620(g)): Will assistance 
preclude use of financing to compensate 
owners for expropriated or nationalized 
property, except to compensate foreign 
nationals in accordance with a land reform 
program certified by the President? 

23. Police and Prisons (FAA Sec. 
660): Will assistance preclude use of 29. Yes 
financing to provide training, advice, or 
any financial support for police, prisons, 
or other law enforcement forces, except 
for narcotics programs? 

30. CIA Activities (FAA Sec. 662): 
Will assistance preclude use of financing 30. Yes 
for CIA .activities? . . .  . 

31. Hotor Vehicles (FAA Sec. 
636 (1) ) : Will assistance preclude use of 31. Yes 
financing for purchase, sale, long-term 
lease, exchange or guaranty of the sale of 
motor vehicles manufactured outside U.S., 
unless a waiver is obtained? 

32. Military Personnel (FY 1991 
Appropriations Act Sec. 503): Will 
assistance preclude use of financing to 
pay pensions, annuities, retirement pay, 
or adjusted service compensation for prior 
or current military personnel? 

32. Yes 

33 .  Payment of V.N.  Assessments (FY 
1991 ~ppropriations Act Sec. 505): Will 33. Yes 
assistance preclude use of financing to 
pay U.N. assessments, arrearages or dues? 

34. Multilateral Organization 
Lending (FY 1991 Appropriations Act Sec. 34. Yes 
506): Will assistance preclude use of 
financing to carry out provisions of FAA 
section 209(d) (transfer of FAA funds to 
multilateral organizations for lending)? . .  . .  

35. Export o f  Nuclear Resource6 (FY 
19g1 Appropriations Act Sec. 510): Will 35: Yes 
assistance preclude use of financing to .. 

finance the e x p s t  of nuclear equipment, 
fuel, or technology? 



- 3 6 .  Represeion of Population (FY 
991 Appropriations Act Sec. 511): Will. 36= Yes  
ssistance preclude use of financing for 

the purpose of aiding the efforts of the 
government of such country to repress the 
legitimate rights of the population of 
such country contrary to the Universal 
Declaration of Human Rights? 

37. Publicity or Propaganda (FY 1991 
Appropriations Act Sec. 516): Will 37. No 
assistance be used for publicity or 
propaganda purposes designed to support or . 
defeat legislation pending before 
Congress, to influence in any way the 
outcome of a political election in the 
United States, or for any publicity or . . .  
propaganda purposes not authorized by 
Congress? 

38. ' Harine Insurance (FY 3991 
Appropriations Act Sec. 563) : Will any 38. 
A.I.D. contract and solicitation, and 
subcontract entered into under such 
contract, include a clause requiring that 
U.S. marine insurance companies have a 
fair opportunity to bid for marine 
insurance when such insurance is necessary 
or appropriate? 

39. Exchange for Prohibited A c t  (FY 
1991 Appropriations Act Sec. 569)  : Will 39. No 
any assistance be provided to any foreign 
government (including any instrumentality 
or agency thereof), foreign person, or 
United States person in exchange for that 
foreign government or person undertaking 
any action which is, if carried out by the 
United States Government, a United States 
official or employee, expressly prohibited 
by a provision of United States law? 



B .  CRITERIA APPLICABLE TO DEVELOPMENT 
ASSISTANCE ONLY 

1. Agricultural Exports (Bumpers 
Amendment) (FY 1991 Appropriations Act 1. N /A  
Sec. 521(b), as interpreted by conference 
report for original enactment): 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: (1) specif ical1,y and 
principally designed to increase 
agricultural exports by the host country 
to a country other than the United States, 
where the export would lead to direct 
competition in that third country with 
exports of a similar commodity grown or 
produced in the United States, and can the 
activities reasonably be expected to cause. 
substantial injury to U.S. exporters of a 
similar agricultural commodity; or (2) in 
support of research that is intended 
primarily to benefit U.S. producers? 

2. Tied Aid Credits (FY 1991 
Appropriations Act, Title XI, under 2. N/A 
heading "Economic Support Fundv): Will DA 
funds be used for tied aid credits? 

3. Appropriate Technology (FAA Sec. . W,A 
107): Is special emphasis placed on use 
of appropriate technology (defined as 
relatively smaller, cost-saving, 
labor-using technologies that are 
generally most appropriate for the small 
farms, small businesses, and small incomes 
of the poor)? 

4. Indigenous ~ e e d s -  and Resources 
(FAA Sec. 281(b)): Describe extent to 
which the activity recognizes the 
particular needs, desires, and capacities 
.of the people of the country; utilizes the 
country's intellectual resources to 
encourage institutional development; and 
supports civic education and training in 
skills required for effective 
participafion in governmental and 
political processes essential to 
self-government. 

I 

4. Pro jec t  recognizes the 
ma.l -distr ibution of c r e d i t  and 
investment services between 
thg c a p i t o l  and the provinces 
gnd the  constra ints  t h a t  
imposes on entrepreneurship, 
production, income generat ion 
and employment. The cap i ta l ,  ' 
techn ica l  assistance and 
t r a i n i n g  components o f  the  
p r o j e c t  seek t o  ameliorate , . 
these constra ints  and thereby 
enable p o t e n t i a l  l o c a l  
entrepreneurs t o  u t i  l i r e  t h e i r  
capaci t ies  r e a l i z e  t h e i r  
p o t e n t i a l .  



5. Economic Development (FAA Sec. 
101 (a)) : Does the activity give 
reasonable promise of contributing to the 
development of economic resources, or to 
the increase of productive capzcities and 
self-sustaining economic growth? 

6. Special Development Emphases (FAA 
Secs. 102 (b) , 113, 281 (a) ) : Describe 
extent to which 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) 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 status; and 
(e) utilize and encourage regional 
cooperation by developing countries. 

7. Recipient Country Contribution 
(FAA Secs. 110, 124(d)): Will the 
recipient country provide at least 25 
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 requirement being 
waived for a ltrelatively least developedv 
country) ? 

5. Yes, the p r o j e c t  i s  aimed 
a t  c o n t r i b u t i n g  t o  the 
increase o f  income, emp!oyment 
and economic a c t i v i t y ,  
p a r t i c u k a r l y  i n  the  provinces, 
and t o  u t i l i z i n g  the resources 
and know how o f  local. banks 
and c r e d i t  i n s t i t u t i o n s .  

6. For (b) and ( c )  t h e r e  u i  ( 1 .  
be a  p o s i t i v e  i n d i r e c t  impact; 
f o r  (a) and (d l  t he  p r o j e c t  i s  
designed t o  prov ide employment 
o p p o r t u n i t i e s  f o r  the  poor, 
e s p e c i a l l y  ou ts ide  o f  the  
c a p i t a l  u i t h  the  l i k e l i h o o d  o f  
l abor  i n t e n s i v e  technologies. 
The p r o j e c t  i s  a l s o  l i k e l y  t o  
be p a r t i c u l a r l y  bene f i  c i a 1  f o r  
women, g iven t h e i r  h igh  r a t e  
of p a r t i c i p a t i o n  i n  the 

' p r o v i n c i a l  work force and i n  
entrepreneurship. 

8. Benefit to Poor Wajority (FAA 
Sec. 128(b)): If the activity attempts to 8- 
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? 



9. Abortions (FAA Sec. 104 (f) ; FY 9.a. NO 

1991 Appropriations A c t ,  Title 11, under 
heading wPopulation, DAIw and Sec. 535): 

a. Are any of the funds to be 
used for the performance of abortions as a 
method of fanily planning or to motivate 
or coerce any person to practice 
abortions? 

b. Are any of the. funds to be No 
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? 

c. Are any of the funds to be 
made available to any organization or c. No. 
program which, as determined by the 
President, supports or participates in the 
management of a program of coercive 
abortion or involuntary sterilization? 

d. Will funds be made available . .,,. 
only to voluntary family planning projects Q NIH 

which offer. eftbe; directly or throuah 
referral to; or hiormation- about acc6ss 
to, a broad range of family planning 
methods and services? 

e. In awarding grants for 
natural family planning, will any e. N/A 
applicant be discriminated against because 
of such applica~?.'~ religious or 
conscientious coinmitment to offer only 

' natural family planning? 

f. Are any of the funds to be f. No 
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? 

g. Are any of the funds to be 
made available to any organization if the g. No 
President certifies that the use of these 
funds by such organizatioa would violate 
any of the above provisions related to 
abortions and involuntary sterilization? 



10. Contract Awards ( F M  Sec. 
601(e)): Will the project utilize 
competitive selection procedures for the 

.- awarding of contracts, except where 
appl'icable procurement rules allow 
otherwise? 

11. Disadvantaged Enterprises (FY 
.I991 Appropriations Act Sec. 567): What 
portion of the funds will be available 
only for activities of economically and 
socially disadvantaged enterprises, 
historically black colleges and 
universities, colleges and universities 
having a student body in which more than 
40 percent of the students are Hispanic 
Americans, and private and voluntary ' 

organizations which are controlled by 
individuals who are black Americans, 
Hispanic Americans, or Native Americans, 
or who are economically or socially 
disadvantaged (including women)? 

12. Biological Diversity (FAA Sec. 

10. Yes 

11. Most o f  the'p'roject 
funding u i  11 be d i rec ted  
toward H a i t i a n  ent. i t ie9;  A I D  
procedures, including the 
u t i  l i z a t i o n  o f  disadvantage 
and Grey Amendment firms, u i  11- 
be used in  contract ing f o r  
U.S. t echn ica l  assistance. 

- - 
119 (g) : Will the assistance: (a) support 12. N/A 

training and 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; (c) support 
efforts to identify and survey ecosystems , 

in recipient countries worthy of 
protection; or (d) by any direct or 
indirect means significantly degrade 
national parks or simil'r protected areas 
or introduce exotic plants or animals into 
such areas? 

13. Tropical Forests (FAA Sec. 118; 
FY 1991 Appropriations Act Sec. 533(c)-(e) * .  * -  

ti (9) 1: 
a. A.1.D. Regulation 16: Does 

the assistance comply with the 13;. Yes, u i t h  a categor ica l  

environmental procedures set forth in exclusion 

A.I.D. ~egulatlon 167 

b. conservation: Does the 
assistance place a high priority on b. N/A 
conservatipn and sustainable management of 
tropical forests? Specifically, does the 
assistance, to the fullest extent 



feasible: (1) stress the importance of 
conserving and sustainably managing r~rest 
resources; (2) support activities whJch 
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; . 
(3) support training programs, educational 
efforts, and the establishment or 
strengthening of institutions to improve 
forest management; (4) help end 
destructive slash-and-burn agriculture by 
supporting stable and productive fanning 
practices; (5) help conserve forests 
which have not yet been degraded by 
helping to increase production on lands 
already cleared or degraded; (6) conserve 
forested watersheds and rehabilitate those 
which have been deforested; (7) support 
training, research, and other actions 
which lead to sustainable and more 
environmentally sound practices for timber 
harvesting, removal, and processing; (8) 
support research to expand knowledge of 
tropical forests and identify alternatives 
which will prevent forest destruction, 
loss, or degradation; (9) conserve 
biological diversity in forest areas by 
supporting efforts to identify, establish, 
and maintain a representative network of 
protected tropical forest ecosystems on a 
worldwide basis, by making the 
establishment of protected areas a 
condition of support for activities 
involving forest clearancls or degradation, 
and by helping to identify tropical forest 
ecosystems and species in need of 
protection and establish and maintain 
appropriate protected areas; (10) reek to 
increase the awareness of U.S. Government 
agencies and other donors of the immediate 
and long-term value of tropical forests; 
(11) utilize the resources and'abilities . .  .. 
of all relevant U.S. government agencies; 
(12) be based upon careful analysis of the .. 
alternatives available t o  achieve the best 

.+ 
sustainable use of the land; and (13) 
take full account of the environmental 
impacts of the proposed activities on 
biological diversity? 



c. Poroet degradation: Will 
. . assistance be used for: (1) the c. N I A  

procurement or use of logging equipment, 
unless an environmental assessment 
indicates that all timber harvesting 
operations involved will be conducted in 
an environmentally sound manner and that 
the proposed activity will produce 
positive economic benefits and sustainable 
forest management systems; (2) actions 
which will significantly degrade national 
parks or similar protected areas which 
contain tropical forests, or introduce 
exotic plants or animals into such areas; . 
(3) activities which would result in the 
conversion of forest lands to the rearing 
of livestock; (4) the construction, 
upgrading, or maintenance of roads 
(including temporary haul roads for 
logging or other extractive industries) 
which pass through relatively undergraded 
forest lands; (5) the colonization of 
forest lands; or (6) the construction of 
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? 

d. Bustainable forestry: If 
assistance relates to tropical forests, d. N/A 
will project assist countries in 
developing a systematic analysis of the 
appropriate use of their total tropical 
forest resources, with the goal of 
developing a national program for 
sustainable forestry? 

e. Environmental impact 
statementst Will funds be made available 

e. N/A 

in accordance with provisions of FAA 
Section 117(c) and applicable A.I.D. 
regulations requiring an environmental 
impact statement for activities 
significantly affecting the environment? 



14. Energy (FY 1991 Appropriations , 4 .  
Act Sec. 533(c)): If assistance? relates 
to energy, will such assistance focus on: 
(a) end-use energy efficiency, least-cost 
energy planning, and renewable energy 
resources, and (b) the key countries where 
assistance would have the greatest impact 
on reducing emissions from greenhouse 
gases? 

15. Bub-Babaran Africa Aesietancs 
(FY 1991 Appropriations Act Sec. 562, 15. N/A 
adding a new FAA chapter 10 (FAA Sec. 

, 4 9 6 ) )  : If assistance will come from the 
Sub-Saharan Africa DA account, is it: (a) 
to be used to help the poor majority in 
Sub-Saharan Africa through a process of 
long-term development and economic growth 
that is equitable, participatory, 
environmentally sustainable, and 
self-reliant; (b) to be used to promote 
sustained economic growth, encourage 
private sector development, promote 
individual initiatives, and help to reduce 
the role of central governments in areas 
more appropriate for the private sector; 
(c) being provided in accordance with the 
policies contained in FAA section 102; 
(d) being provided in close consultation 
with African, United States and other PVOs 
that have demonstrated effectiveness in 
the promotion of local grassroots 
activities on behalf of long-term 
dzvelopment in Sub-Saharan Africa; 
(e) being used to promote reform of 
sectoral economic policies, to support the 
critical sector priorities of agricultural ' 

production and natural resources, health, 
voluntary family planning services, 
education, and income generating 
opportunities, to bring about appropriate 
sectoral restructuring of the Sub-Saharan 
African economies, to support ref0.m in . .  .. 
public administration and finances and to 
establish a favorable environment for 
individual enterprise and self-sustaining .. 
development, and to take into account, in 
assisted policy reforms, the need to 
protect vulnerable groups; (f) being used 

' to increase agricultural production in 
ways that protect =;ld restore the natural . 
resource base, especially food production, 
to maintain and improve basic 
transportation and communication networks, 



to maintain and restore the renewable 
natural resource base in ways that 
increase agricultural production, to 
improve health conditions with special 
emphasis on meeting the health needs of 
mothers and children, including the 
establishrlent of self-sustaining primary 
health care systems that give priority to 
preventive care, to provide increased 
access to voluntary fanily planning 
services, to improve basic literacy and 
mathematics especia1l.y to those outside 
.the.fomal educational system and to 
improve primary education, and to develop 
income-generating opportunities for the 
unemployed and underemployed in urban and 
rural areas? 

16. Debt-for-Nature Exchange (FAA 16. N/A 
. Sec. 463): If project will finance a 
debt-for-nature exchange, describe how the 
exchange will support protection of: (a) 
the world's oceans and atmosphere, (b) 
animal and plant species, and (c) parks 
and reserves; or describe how the exchange 
will promote: (d) natural resource 
management, (e) local conservation 
programs, (f) conservation training 
programs, (g) public commitment to 
conservation, (h) land and ecosystem 
management, and ( i )  regenerative 
approaches in farming, forestry, fishing, 
and watershed management. 

17. ~eobligation/~eobligath 17. N/A 
(FY 1991 Appropriations Act Sec. 515): If 
deob/reob authority is sought to be 
exercised in the provision of DA 
assistance, are the funds being obligated 
for the same general purpose, and for 
countries-within the same region as 
originally obligated, and have the House 
and Senate.Appropriations ~ommittees been 
properly notified? 

a. Repayment capacity (FAA Sec. 18a. 
122(b)): Information and conclusion on 
capacity of the country to repay the loan 
at a reasonable rate of interest. 



b. Long-rangs plans (FAA Sec. 
122(b)): Does the activity give b. N/A 
reasonable promise of assisting long-range 
plans and programs designed to develop 
economic resources and increase productive 
capacities? 

c. Interest rats (FAA Sec. 
122 (b) ) : If development loan is repayable N/A 
in dollars, is interest rate at least 2 
percent per annum during a grace period 
which is not to exceed ten years, and at 
deast 3 percent per annum thereafter? 

d. Exporte to United 8tntr3a 
(FAA Sec. 620(d)): If assistance is for d. N/A 
any productive enterprise which will 
compete with U.S. enterprises, is there a n *  
agreement by the recipient country to 
prevent export to the U.S. of more than 20 
percent of the enterprise's annual 
production during the life of the loan, or 
has the requirement to enter into such an 
agreement been waived by the President 
because of a national security interest? 

19. Development Objectives (FAA 
Secs. 102(a), 111, 113, 281(a) ) :  Extent 
to which activity will: (1) effectively 
involve the poor in development, by 
expanding access to economy at local 
level, increasing labor-intensive 
production and the use of appropriate 
technology, spreading investment out 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 the appropriate U.S. 
institutions; (2) help develop 
cooperatives, especially by technical 
assistame, to assist rural and urban poor 
.to help themselves toward better life, and 
otherwise encourage democratic private and 
local governmental institutions; (3) 
support the self-help efforts of 
developing countries; (4) promote the 
participation of women in the national 
economies of developing countries and the 

. improvement of womenls status; and (5) 
utilize and encourage regional cooperation 
by developing countries? 

19. For ( 2 )  there r i l l  be an 
ind i rect  posi t ive impact; for  
(I), (3) and (,4), the project  
i s  aimed d i r e c t l y  a t  
st imulating local, labor 
intensive production the use 
o f  appropriate technology and 
the spreading of investment 
out of the c i t i e s  and t o  small 
towns and r u r a l  areas, 
supporting the i n i t i a t i v e s  and 
self-help a c t i v i t i e s  of loca l  
entrepreneurs and encouraging 
the par t ic ipat ion  of women who 
make up a  s ign i f icant  
proportion of the 
entrepreneurs and workers uho 
u i  l h  be reached by the project,  



20. Agriculture, Rural Devolopmont 
and Nutrition, and Agricultural Roeoarah 20a. N/A 

(FAA Secs. 103 and 1 6 3 ~ )  : 

a. Rural poor and emall 
farmers;. If assistance is being made 
available for agriculture, rural 
development or nutrition, describe extent 
to which activity is specifically designed 
to increase productivity and income of 
rural poor; or if assistance is being 
~ a d e  aviailable for agricultural research, 
has account been taken of the needs-of 
small farmers, and extensive use of field 
testing to adapt basic research to local 
conditions shall be made. 

b. Nutrition: Describe extent 
to which assistance is used in I b. N/A 
coordination with efforts carried out 
under FAA Section 104 (Population and 
Health) to help improve nutrition of the 
people of developing countries through 
encouragement of increased production of 
crops with greater nutritional value; 
improvement of planning, research, and 
education with respect to nutrition, 
particularly with reference to improvement 
and expanded use of indigenously produced 
foodstuffs; and the undertaking of pilot 
or demonstration programs explicitly 
addressing the problem of malnutrition of 
poor and vulnerable people. 

c. Food security: Describe 
extent to which zstivity increases c. N / A  

national food security by improving food 
policies and management and by 
strengthening national food reserves, with- 
particular concern for the needs of the 
poor, thrcugh measures encouraging 
domestic production, building national .. .. 
food reserves, expanding available storage 
facilities, reducing post harvest food 
losses, and improving food distribution. .- 

21. Population and Health (FAA Secs. 
' 104 (b) and (c)) : If assistance is bein5 21, N/A 

made available for population or health 
activities, describe extent to vhich 
activity emphasizes low-cost, integrated 
delivery systems for health, nutrition and 
family planning for the poorest people, 
with particular attention to the needs of 



m 

mothers and young children, using - 
paramedical, and auxiliary medical 
personnel, clinics and health posts, 
commercial distribution systems, and other 
modes of community outreach. 

22. Education and Human Rcaourcos 
Development (FAA Sec. 105) : Xf assistancle 
is being made available for education, 
public administration, or human resource 
development, describe (a) extent to which 
activity strengthens nonformal education, 
makes formal education more relevant,' 
especially for rural families and urban 
poor, and strengthens management 
capability of instltctions enabling the 
poor to participate in development; and 
(b) extent to which assistance provides 
advanced education and training of people 
of developing camtries in such 
disciplines as are required for planning 
and implementation of public and private 
development activLties. 

23. Energy, Private Voluntary 
Organizations, and Bolected Development 
Activities (FAA Sec. 106): If assistance. 
is being made available for energy, 
private voluntary organizations, and 
selected development problems, describe 
extent to which activity is: 

a. concerned with data 
collection and analysis, the training of 
skilled personnel, research on and 
development of suitable energy sources, 
and pilot projects to test new methods of 
energy production; and facilitative of 
research on and development and use of 
small-scale, decentralized, renewable 
energy sources for rural areas, 
emphasizing development of energy 
resources which are envixonmsntally 
acceptable and require minimum'capital 
investment; 

b. mncerned with technical 
cooperation ana development, especially 
with U.S. private and voluntary, or 
regional and international development, 
organizations; 

22. The p r o j .  t. w i C l  f inance 
technical  ass-isrance and 
t r a i n i n g  t o  assist '  small town 
and rura  1 entrepreneurs to  
s t a r t  productive business ' 
a c t i v i t i e s  which w i l l  generate 
employment opportuni t ies  f o r  
Cocal people. I n  regard t o  . 
(b l ,  the  techn ica l  assistance 5 

and t r a i n i n g  provided by the 
pro jec t  i s  s p e c i f i c a l l y  
d i rec ted  t o  t r a i n i n g  potential, 
business people t o  implement 
p r i v a t e  development a c t i v i t i e s .  



c. research into, and 
evaluation of, economic development 
processes and techniques; 

d. reconstruction after natural 
or manmade disaster and programs of 
disaster preparedness; 

e. for special development 
problems, and ro enable proper utilization 
of infrastructure and related projects 
funded with earlier U.S. assistance; 

f. for urban development, 
especially small, labor-intensive 
enterprises, marketing systems for small 
producers, and financial or other 
institutions to help urban poor 
participate in economic and social 
development. 

24. Gabel Development (FAA Secs. 
120-21). If assistance is being made 
available for the Sahelian region, 
describe: (a) extent  to which there is 
international coordination in planning and 
implementation; participation and support 
by African countries and organizations in 
determining development priorities; and a 
long-term, multidonor development plan 
which calls for equitable burden-sharing 
with other donors; (b) whether a 
determination has been made that the host 
government has an adequate system for 
accounting for and controlling receipt and 
expenditure of projects funds (dollars or 
local currency generated therefrom). 


