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FOREWORD 

The Bureau f o r  P r i v a t e  E n t e r p r i s e  (PRE) r e f l e c t s  A.I .D. 's 
growing emphasis on the  p r i v a t e  s e c t o r  as t he  pr imary  engine o f  
growth i n  the  developing wor ld  - -  an emphasis which i s  i n c r e a s i n g l y  
shared by the  governments and people o f  t h e  deve lop ing  wor ld.  

The Agency charged t h e  Bureau f o r  P r i v a t e  E n t e r p r i s e  w i t h  
he1 p i n g  t o  i d e n t i f y ,  t e s t  and d isseminate e f f e c t i v e  approaches f o r  
promot ing and improving t h e  performance o f  t h e  p r i v a t e  s e c t o r  i n  
deve lop ing  coun t r i es .  As p a r t  o f  t h i s  e f f o r t ,  t h e  Revolv ing Fund was 
e s t a b l i s h e d  on November 14, 1983 w i t h  t h e  mandate t o  develop 
approaches t o  d i r e c t  investment by A . I . O .  as a  t o o l  f o r  
accompl i s h i n g  development o b j e c t i v e s ,  and t o  d isseminate the  r e s u l t s  
o f  t h i s  experience throughout  t h e  Agency. 

The i n i t i a l  exper ience o f  t h e  Bureau concent ra ted  on t e s t i n g  
and r e f i n i n g  two bas i c  "models" o r  approaches f o r  d i r e c t  investments 
- -  d i r e c t  loans t o  f a c i l i t a t e  t h e  es tab l i shment  o f  i n d u s t r i e s ,  and 
loans  o r  l o a n  guarantees t o  p r i v a t e  i n te rmed ia te  f i n a n c i a l  
i n s t i t u t i o n s  (usual l y  banks) i n  deve lop ing  c o u n t r i e s  f o r  on- lend ing  
t o  smal l  and medium s ized  businesses. 

Th is  r e p o r t  analyzes t h e  Bureau's exper ience t o  da te  i n  bo th  
i t s  d i r e c t  l oan  program and i t s  loans  t o  i n te rmed i i i t e  f i n a n c i a l  
i n s t i t u t i o n s .  I t  i s  based p r i m a r i l y  on f i e l d  assessments o f  n i n e  
p r o j e c t s  : 

Leather  I n d u s t r i e s  o f  Kenya 
Ant igua Shrimpery L t d .  
Kenya Commerci a1 Finance Company 
WAFABANK [Morocco] 
Thai Danu Bank [Tha i land ]  
F INADE [Dominican Republ i c ]  
FINIBER [Ecuador] 
Far East Bank and T r u s t  [ P h i l i p p i n e s ]  
FINANQUIL [Ecuador] 

The r e p o r t  a l s o  draws on exper ience gained from o t h e r  
comparable p r o j e c t s  i n  t h e  p o r t f o l i o s  o f  PRE's Investment O f f i c e ,  
vat- ious  USAIQ Miss ions,  t h e  World Bank and t h e  I n t e r n a t i o n a l  Finance 
Corpora t ion .  

The i n t e n t  o f  t h i s  document i s  t o  a s s i s t  i n  t he  d isseminat ion  o f  
lessons  learned - -  both p o s i t i v e  and nega t i ve  - -  from PRE's i n i t i a l  
exper ience.  The pr imary  in tended audience f o r  t h e  document i s  f i e l d  
p r a c t i t i o n e r s  charged w i t h  des ign ing  and imp1 ementing p r i v a t e  s e c t o r  
a c t i v i t i e s .  The document should a l s o  be o f  cons iderab le  i n t e r e s t  t o  
researchers  and p o l i c y  makers concerned w i t h  p lann ing  o r  assessing 
e f f o r t s  t o  promote t h e  p r i v a t e  s e c t o r .  



As w i t h  a1 l lessons  d e r i v e d  f r o m  expc r i cnce ,  t h e  conc lus ions  
and recommendations o f  t h i s  document a r e  n e c e s s a r i l y  . t e n t a t i v e ,  
hav ing  been drawn f rom r e l a t i v e l y  Few cascs each o f  wh ich  began 
imp lemen ta t i on  l e s s  t h a n  s i x  y e a r s  ago, I t  i s  o u r  i n t e n t i o n  t o  
c o n t i n u e  t o  m o n i t o r  t hese  p r o j e c t s  and t o  c o l l e c t  comparable d a t a  on 
a d d i t i o n a l  p r o j e c t s  i n  an e f f o r t  t o  e n r i c h  o u r  unde rs tand ing  o f  
p r i v a t e  s e c t o r  development.  f-\ 

A s s i s t a n t  Adminl s t r a t o r ,  
Bureau f o r  P r i v a t e  E n t e r p r i s e  



EXECUTIVE SUMMARY 

Th is  r e p o r t  summarfzes lessons t h a t  have been learned f rom the  
Bureau f o r  P r i v a t e  En te rp r i se ' s  work w i t h  commercial i n s t i t u t i o n s  t o  
p rov ide  ass is tance t o  Small - and Medium-Scalk En te rp r i ses  (SMSEs) . I t  
a l s o  r e ~ o r t s  on t h e  impact and cos t -e f f ec t i veness  o f  PRE c r e d i t  
p r o j e c t s .  I t  i s  based upon a rev iew of  n i n e  Investment O f f i c e  l o a n  
p r o j e c t s  i n  seven countries. With t he  except ion  o f  t h e  PRE 
Investment O f f  i c e ' s  recen t  venture cap1 t a l  company p r o j e c t s  , t h e  
r e p o r t  examines a l l  o f  the  p r o j e c t  mechanisms t h a t  have been used by 
PRE t o  p r o v i d e  c r e d i t  t o  SMSEs. 

Using a  s imple model o f  t he  p r i v a t e  sec to r  p r o j e c t  c y c l e ,  t h e  
r e p o r t  i d e n t i f i e s  28 lessons t h a t  have been learned. Each lesson 
c o n s i s t s  o f  a  research f i n d i n g ,  a  d i scuss ion  o f  t h e  f i n d i n g  and a  
recommendation. The lessons cover  i d e n t i f i c a t i o n  o f  p r i v a t e  s e c t o r  
c r e d i t  problems, development o f  s t r a t e g i e s  f o r  s o l v i n g  these 
problems, work ing w i t h  l o c a l  f i n a n c i a l  i n s t i t u t i o n s ,  e f f e c t i v e  
p r o j e c t  designs, and mon i to r i ng  and e v a l u a t i n g  commerci a1 c r e d i t  
p r o j e c t s .  Presented below are  t h e  28 recommendations in tended t o  
improve t h e  e f f e c t i v e n e s s  o f  p r i v a t e  sec to r  c r e d i t  p r o j e c t s  and 
programs. 

RECOMMENDATIONS BASED ON LESSONS LEARNED I N  THE NINE CASE STUDIES 

Problem I d e n t i f i c a t i o n  and S t ra teqv  Develo~r i ient  

1. A thorough a n a l y s i s  o f  t h e  economic and f i n a n c i a l  framework 
should precede a1 1  investment dec i s i ons .  Key economic and f i n a n c i a l  
v a r i a b l e s  should a l s o  be moni tored d u r i n g  implementat ion o f  t h e  
p r o j e c t ,  so t h a t  f l e x i b l e  responses can be made t o  changing 
cond i t i ons .  (p. 34) 

2. P r e l i m i n a r y  a n a l y s i s  o f  a  p r o j e c t  must beg in  by i d e n t i f y i n g  which 
s t r u c t u r a l  and i n s t i t u t i o n a l  f a c t o r s  a r e  appl i c a b l e  and which t h e  
p r o j e c t  can address. Whether o r  n o t  t hey  a re  e x p l i c i t l y  acknowledged 
i n  t h e  p r o j e c t  design, t h e  c o n s t r a i n t s  addressed by I F 1  p r o j e c t s  a r e  
systemic f i n a n c i a l  s e c t o r  problems. (p. 35) 

3. Design p r i v a t e  sec to r  c r e d i t  programs t o  pe rm i t  r a p i d  and 
f l e x i b l e  response t o  changing circumstances. B u i l d  f l e x i  b i l  i t y  t o  
changing economic and business c o n d i t i o n s  i n t o  p r o j e c t  agreements. 
(P*  36) 

4. The impor tan t  r o l e s  o f  v e r t i c a l  and h o r i z o n t a l  1 inkages t o  
o v e r a l l  p r o j e c t  impact should be e x p l i c i t l y  considered d u r i n g  
s e l e c t i o n ,  des ign and management o f  p, i v a t e  e n t e r p r i s e  p r o j e c t s .  
(P*  37) 



5. Given their small size relative to the economic problems they 
address, A.I.D. enterprise development projects should seek to 
accompl ish institutional development objectives in add! tion to direct 
developmental impacts on SMSE borrowers. An expl i c l  t strategy for 
long term institutional and structural change should be included in 
initial credit project designs. (p. 38) 

6. Yn developing and implementing their credit programs and 
policies, USAID Missions should seek ways of collaborating with PRE 
that take advantage of PRE's comparative advantages as a centrally 
funded and speci a1 ized technical unit with more statutory 1 ati tude 
than is currently available to USAIDs, At the same time, PRE should 
make maximum effort to incorporate the Mission into project design, 
imp1 ementat ion and foll ow-up. (p. 40) 

Workins with Local Financi aA Institutions 

1. Undertake projects only where there is a strong and competent 
local intermediary financial institution, or where the project wi 1 1  
augment the competence of the local iFI. Where possible, emphasize 
the use of commercial banks and venture capital companies. (p .  42) 

2. Selection of local IFIs should be influenced by the credibility 
of the selected IF1 with other local lending institutions. Selecting 
IFIs that are particularly large, market-making institutions or that 
are respected for sound management and profitability will improve the 
likelihood that the project will influence local credit practices in 
the long term. (p. 44) 

3. Projects should include an expl ici t strategy concerning the 
degree of risk that they are willing to incur in the interest of 
additional i ty, the incentives that they are will ing to provide to 
induce the IF1 to take risks, and their intended approach for 
ensuring sustainabil i ty of these activities after completion of 
project funding. This is always a matter of striking a balance that 
suits the time, country and participating institutions. (p.  45) 

4. Project analys.is should focus on the nature of incentives in the 
financial system and ways to make best use of these to encourage 
commercial institutions to undertake development activities. In 
addition, wherever possible, select ZFIs that have business 
strategies that are compatible with the development objectives of the 
credit project. (p. 48) 

5. Financial incentives to IFIs should be commensurate with the 
degree to which they are asked to modify their conventional banking 
practices. (p. 48) 

6. Only intermediate financial institutions having the service 
delivery mechanisms necessary to reach intended project targets 
should be considered for implementation of private sector credit 



programs. I f  t h e  t a r g e t  group i s  i n  r u r a l  areas, s e l e c t  I F l s  w i t h  
adequate r u r a l  branch networks. (p .  50) 

7. When des ign ing  c r e d i t  p r o j e c t s ,  i t  i s  u s u a l l y  adv isab le  t o  
i n t e g r a t e  p r o j e c t  admini s t r a t i o n  i n t o  e x i s t i n g  c r e d i t  d e l  i v e r y  
systems. Separate a d m i n i s t r a t i v e  arrangements f o r  c r e d i t  d e l  i very  
should be es tab l i shed  on1,y when the  type  o f  l e n d i n g  r e q u i r e d  by t h e  
p r o j e c t  i s  r a d i c a l l y  d i f f e r e n t  from the  I F I ' s  usual opera t ions .  
( P *  50 )  

8. Developmental o b j e c t i v e s  should be few and s p e c i f i c ,  and should 
be i nc luded  as terms i n  p r o j e c t  agreements i n  a c l e a r  and v e r i f i a b l e  
form. It i s  c r i t i c a l  t h a t  these terms should be moni tored throughout  
t h e  1 i f e  o f  a p r o j e c t ,  (p. 51)  

9. I f  t e c h n i c a l  ass is tance i s  r e q u i r e d  t o  augment a commercial 
i n s t i t u t i o n ' s  a b i l i t y  t o  implement a l e n d i n g  program f o r  SMSEs, I t  i s  
no rma l l y  necessary t o  fund th!  " i n s t i t u t i o n  b u i l d i n g "  p o r t i o n  o f  t he  
p r o j e c t  on a g r a n t  bas i s  and t o  manage i t  w i t h  t h e  saqe ca re  t h a t  
goes i n t o  e f f e c t i v e  i n s t i t u t i o n  b u i l d i n g  p r o j e c t s  i n  o t h e r  sec tors .  
(P. 52) 

I d e n t i f v i n s  S ~ e c i f i c  F inanc ins  Products and Mechanisms - 
1. P r o j e c t  des igners should cons ider  guarantees when reach ing  new 
borrower groups o r  developing new cred i t ,  p roduc ts  i s  t h e  p r o j e c t  
o b j e c t i v e .  (p. 54)  

2. I n  most s i t u a t i o n s  where o b j e c t i v e s  i n c l u d e  encourdging the  
development o f  p r i v a t e  sec to r  businesses, making p a r t i c u l a r  goods and 
se rv i ces  a v a i l a b l e  commercial ly,  o r  b u i l d i n g  l o c a l  f i n a n c i a l  
i n s t i t u t i o n s ,  guarantee f a c i l  i t i e s  a re  t h e  most app rop r i d te  p r o j e c t  
mechanisms, P r o v i s i o n  o f  l oans  by A. I .D. t o  i n d i v i d u a l  business 
ventures should be considered o n l y  under l i ~ i t e d  and s p e c i f i c  
c o n d i t i o n s .  (p. 55)  

3. A, I .D. should s e t  quarantee percentages through a n e g o t i a t i n g  
process t o  be as low as t h e  bank w i l l  accept f o r  a p a r t i c u l a r  t a r g e t  
group. Percentages as low as 50 percent  may be acceptab le  f o r  a 
number o f  purposes. (p. 57) 

4. I f  p r o j e c t  des igners want t o  make c r e d i t  a v a i l a b l e  p r i m a r i l y  t o  
new o r  smal l  businesses, t hey  should normal ly  n o t  under take p r o j e c t s  
t h a t  ma in l y  p rov ide  i n t e r n a t i o n a l  t r ade  c r e d i t .  I f a pr imary  
o b j e c t i v e  o f  a p r o j e c t  i s  t o  s t i m u l a t e  genera l  economic a c t i v i t y  o r  
t o  earn  f o r e i g n  exchange, however, i n t e r n a t i o n a l  t r a d e  c r e d i t  i s  an 
impor tan t  c r e d i t  product .  (p. 58)  

5 .  Where c r e d i t  p r o j e c t s  i n c l u d e  p r o v i s i o n  o f  t e c h n i c a l  ass is tance 
t o  SMSEs, commercial banks should be considered as a p o s s i b l e  source 
o f  such ass is tance.  (p. 59) 



6. A.I,D. c r e d i t  programs through I F I s  should normal ly  make e x p l i c i t  
p r o v i s i o n  f o r  t h e  use o f  re f l ows  t o  con t inue l end ing  opera t ions  o f  
t he  type  c a r r i e d  o u t  under the  p r o j e c t .  (p.  60) 

7. I f  SMSEs a re  t o  have t n e  o p p o r t u n i t y  t o  make op t  
investments, i t  may be necessary t o  p rov ide  b lanke t  
standard A.  I .D. procurement r e g u l a t i o n s  f o r  SMSE c red  
( P *  61) 

imal  c a p i t a l  
waivers o f  

i t  p r o j e c t s .  

1. The Bureau f o r  P r i v a t e  E n t e r p r i s e  appears t o  have developed 
subs tan t i  a1 e x p e r t i s e  i n  SMSE l e n d i n g  and should develop mechanisms 
f o r  d i ssemina t i ng  and r e p l i c a t i n g  the  bes t  o f  t h i s  experience. 
( P *  62) 

2. M o n i t o r i n g  and eva lua t i on  o f  SMSE c r e d i t  p r o j e c t s  should focus 
s p e c i f i c  a t t e n t i o n  on t h e  observed and expected i n s t i t u t i o n a l  impacts 
o f  p r o j e c t s .  (p .  63) 

3. I n f o r m a t i o n  necessary f o r  mon i to r i ng  the  development impact o f  
c r e d i t  programs should be c o l l e c t e d  on a  r e g u l a r  and c o n s i s t e n t  bas i s  
as p a r t  o f  p r a j s c t  imp1 ementation, I n f o r m a t i o n  should i n c l u d e  bo th  
compliance w i t h  terms o f  p r o j e c t  agreements, and changes i n  l o c a l  
economic and f i n a n c i  a1 c o n d i t i o n s  t h a t  represent  d e v i a t i o n s  from 
impor tan t  p r o j e c t  assumptions. (p.  63) 

4. P r o j e c t  implementors and mon i to rs  should be prepared t o  pursue 
unpred ic ted  b e n e f i t s ,  and scopes o f  work f o r  p r o j e c t  eva lua t i ons  o f  
SMSE commercial c r e d i t  p r o j e c t s  should devote cons iderab le  a t t e n t i o n  
t o  t he  p o s s i b l e  unplanned e f f e c t s  o f  these p r o j e c t s .  (p. 64) 

5. I n  ins tances  when A. I .D. r e q u i r e s  ex tens ive  i n f o r m a t i o n  from 
banks t h a t  i s  n o t  r o u t i n e l y  c o l  l e c t e d  d u r i n g  regu l  a r  opera t ions ,  
A. I .D. should cons ider  making app rop r i a te  payments f o r  t h e  
i n fo rma t i on .  The automated m o n i t o r i n g  system r e c e n t l y  developed t o  
c o l l e c t  and analyze i n f o r m a t i o n  on t h e  f i n a n c i a l  and development 
e f f e c t s  o f  PRE/I's r e v o l v i n g  l o a n  fund should be adapted and 
d isseminated f o r  use by USAID Miss ions.  (p. 65) 
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The Bureau f o r  P r i v a t e  E n t e r p r i  se (PRE) was es tab l  i shed w i t h i n  
t he  Agency f o r  I n t e r n a t i o n a l  Development i n  1981 w i t h  the  object . lve 
o f  i nc reas lng  t h e  r o l e  o f  t he  p r l v a t e  s e c t o r  i n  development. I n  
1983, Congress au tho r i zed  the  c r e a t i o n  o f  t he  P r i v a t e  SeclLor 
Revolv ing Fund w i t h l n  t h e  Bureau. The purpose o f  t he  Fund was t o  
p rov lde  a f l e x i b l e  and s e l f - s u s t a i n i n g  mecharlism f o r  channe l lng  
ass is tance t o  commerc ia l ly  v i a b l e  p r o j e c t s  w i t h  s t rong  developmcmt 
payo f f s ,  A f t e r  seven years  o f  ope ra t i on  t h e  Bureau has accumulatecl a 
p o r t f o l  l o  o f  38 p r o j e c t s  us ing  severa l  p r o j e c t  mechanisms t h a t  
p rov ide  c r e d i t  t o  smal l  - and medium-scale e n t e r p r i s e s  (SMSEs) a.nd 
c o n t r i b u t e  t o  t h e  development o f  p r i v a t e  e n t e r p r i s e .  

The m a j o r i t y  o f  PRE p r o j e c t s  work through In te rmed i  a t e  F i  nanci  a1 
I n s t i t u t i o n s  (IFI:) t o  encourage these i n s t i t u t i o n s  t o  l e n d  t o  
sma l l e r  businesses. I n  some cases, A.I.D. funds have been p rov ided  
as a d i r e c t  l o a n  t o  an I F 1  t o  be used f o r  on- lending,  and i n  o t h e r  
cases t o  be used as guarantee c o l l a t e r a l  ; i n  some cases t h e  purpose 
o f  SMSE sub-loans was sho r t - t e rm c r e d i t  t o  f a c i l i t a t e  expo r t s  and/or 
impor ts  by l o c a l  producers, w h i l e  i n  o t h e r  cases t h e  o b j e c t i v e  was Lo 
encourage p r o v i s i o n  o f  long- te rm investment c a p i t a l  by I F I s ;  i n  a few 
cases be fo re  t h e  es tab l i shment  o f  t h e  r e v o l v i n g  fund t h e  I F 1  was 
owned by t h e  government, w h i l e  t h e r e a f t e r  funds were channeled 
through p r i v a t e  commerci a1 banks. I n  each case, however, these 
programs were : 

* p r o v i d i n g  funds a t  commercial r a t e s  o f  i n t e r e s t  f o r  a f i x e d  
p e r i o d  through normal commerci a1 channel s; 

* designated f o r  spec i F i c  t a r g e t  groups and s p e c i f i c  devel  opmen,t 
o b j e c t i v e s  n o t  adequately served by e x i s t i n g  f j n a n c i a ' l  
mechan i sms ; 

* prov ided i n  t h e  form o f  r e l a t i v e l y  smal l  (normal ly  $1-3 m i l l  i o n )  
c e n t r a l  l y - f  unded p r o j e c t s ;  

* matched a t  l e a s t  1 t o  1 by funds f rom t h e  I F I ;  and 

* intended t o  be sus ta ined and p o s s i b l y  r e p l i c a t e d  w i t h o u t  f u r t h e r  
need f o r  A. I .D. f i n a n c i a l  support .  

A second PRE p r o j e c t  approach t h a t  i s  d iscussed i n  t h i s  document 
i nvo l ves  d i r e c t  loans  by PRE t o  p r i v a t e  businesses i n  deve lop ing  
coun t r i es .  Again, these p r o j e c t s  d i f f e r  f rom one another  i n  severa l  
impor tan t  respec ts  i n c l u d i n g  t h e  s i z e  o f  t h e  investment,  t h e  n a t u r e  
o f  t h e  e q u i t y  p a r t i c i p a n t s  i n  t h e  p r o j e c t ,  t h e  e x t e n t  o f  earmarking 
o f  t h e  A.I.D. funds, and t h e  p r o p o r t i o n  o f  p r o j e c t  c a p i t a l i z a t i o n  
represented by t h e  A.I.D. loan.  There are, however, severa l  



significant common fea tures  o f  these p r o j e c t s  which are  used here as 
d e f i n i n g  fea tu res  o f  t h e  - d i r e c t  l oan  "model " .  Thesa fea tu res  
i nc lude :  

* p r o v i d i n g  term loans  a t  commercial r a t e s  o f  i n t e r e s t  t o  p r i v a t e  
bus1 nesses r e g i  s te red  and ope ra t i ng  i n  devel o p l  ng coun t r i es ;  

* f i n a n c i n g  t h e  s t a r t  up o f  new businesses and/or new products;  

* s p e c i f i c a l l y  encouraging t h e  t r a n s f e r  o f  technology, backward 
and fo rward  l inkages ,  f o r e i g n  exchange savings and employment 
c r e a t i o n .  

Bureau f o r  P r i v a t e  En te rp r i se  loans  have beer) concent ra ted  i n  
t h e  Asia/Near East r e g i o n  (49  percent ) ,  w i t h  a  s u b s t a n t i a l  share i n  
L a t i n  America and t h e  Caribbean (24  percent )  and A f r i c a  (21 pe rcen t ) ,  
and smal l  shares i n  t h e  South P a c i f i c  Region ( 2  percent )  and 
wor ldwide p r o j e c t s  ( 4  pe rcen t ) .  The f u l l  l i s t  o f  p r o j e c t s  undertaken 
t o  da te  i nc ludes  the  f o l l o w i n g :  



I 

7 ,  Nat ional  DeveloDment leas ins  C o r ~ .  
8. WAFABANK 
9. Financiera de Guavaauil 

JO, Caribbean Basin C o r ~ o r a t i o n  

1 1 ,  Accion Micro Lendins Pool - 
12. AQYS -business Investment C o r ~ ,  
13, Bank Niasa 
14. Overseas E x ~ r e s s  Bank 
15. Thai Danu Bank - 
16. Far East Bank & Trust  
17. Societe Marocaine de Depot e t  

Cred i t 
18. I n t e rna t i ona l  Mu1 t i  foods Revolving 
1 
19. Union o f  Bo l i v i an  Banks 
20. Financi  era Ibero-Americana, S.A. 
21. EDESA 
22. M e t r o ~ o l i t a n  Bank & Trust  
23. Phi 1 i pp i nes Commerci a1 

I n t e rna t i ona l  Bank 
24. Bank o f  the  P h i l i ~ ~ i n e  Is lands 
25. Secur i t i zed  Trade 
26. South P a c i f i c  Loan Guar. F a c i l i t y  
27. Guatemala Commercial Financi a1 
, I n s t i t u t i o n s  

28. Diamond Trust  
DIRECT LOANS 
1. Antisua S h r i m ~ e r v  
2. Thailand Livestock Meat process in^ 
3. Malawi Br idue Financinq Loan 
4. Sub~roductos de Cafe 
5. Leather Indus t r ies  o f  Kenva 
6. Sawed Machinerv, Ltd. 
7. Serum I n s t i t u t e  o f  I n d i a  Pvt.. L t d  
8. Tr iden t  Foods, Ltd. 
9. NovaGene GDUD partners hi^ Ltd. 
VENTURE CAPITAL COMPANIES 
1. Thai Venture C a ~ i t a l  
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As an exper imenta l  program intended t o  per fo rm a  c a t a l y t i c  r o l e  
w i t h  t h e  Agency, PRE c o l l e c t s ,  analyzes and d isseminates sys temat ic  
i n f o r m a t i o n  on t h e  impact and c o s t - e f f e c t i v e n e s s  o f  i t s  e f f o r t s .  
Because t h e  magnitude o f  ou ts tand ing  loans  has grown r a p i d l y ,  t h e  
program has devoted increased a t t e n t i o n  t o  mon i to r i ng  i t s  p o r t f o l i o  
and, d u r i n g  1987, took  s p e c i f i c  steps t o  upgrade i t s  m o n i t o r i n g  and 
e v a l u a t i o n  procedures. These steps inc luded improved systems f o r  
m o n i t o r i n g  f i n a n c i a l  performance and c o n t r a c t u a l  compliance, 
sponsorship o f  a  number o f  p r o j e c t  eva lua t ions ,  and i n s t i t u t i n g  
s tandard procedures f o r  mon i to r i ng  and r e p o r t i n g  program impact. 

A r ecen t  r e p o r t  t o  PRE proposed t h a t  r e p o r t i n g  and m o n i t o r i n g  
needs be met by implementing a  mon i to r i ng  and e v a l u a t i o n  system w i t h  
t h r e e  b a s i c  components: 

* To p rov ide  b a s i c  management i n fo rma t i on ,  an automated m o n i t o r i n g  
system w i t h  i n f o r m a t i o n  on key f i n a n c i a l  and development 
i n d i c a t o r s  and s u i t a b l e  f o r  p roduc t i on  o f  r e a l  t ime,  month ly  and 
q u a r t e r l y  p o r t f o l i o  analyses; a c t i o n  a l e r t s  on m iss ing  
documentation; and d e t a i l e d  p r o j e c t  s t a t u s  r e p o r t s  on an "as 
needed" bas i s .  These r e p o r t s  would be p r i m a r i l y  f o r  t h e  use o f  
PRE personnel .  

TO p rov ide  f o r  a c c o u n t a b i l i t y  and o v e r a l l  assessment o f  program 
impact, a  system o f  "augmented a u d i t s "  v e r i  f y i n g  t h e  development 
impact and f i n a n c i a l  performance o f  each p r o j e c t  i n  t h e  
p o r t f o l i o ;  and an Annual Report  modeled on co rpo ra te  annual 
r e p o r t s  and d i r e c t e d  t o  Agency Management and Congress. 

* To p rov ide  a  v e h i c l e  f o r  d isseminat ing  lessons learned,  a  s e r i e s  
o f  p e r i o d i c  assessments o f  t h e  "model s" developed and/or t e s t e d  
by PRE. These assessments would be based on t h e  e v a l u a t i o n  o f  
se lec ted  f i e l d  p r o j e c t s .  Whi le  us ing  i n d i v i d u a l  p r o j e c t s  as t h e  
pr imary  source o f  da ta  f o r  these assessments, t h e  "model ", and 
n o t  t he  i n d i v i d u a l  p r o j e c t ,  would be t h e  u n i t  o f  a n a l y s i s  i n  
these r e p o r t s  t o  maximize t h e  t r a n s f e r a b i l i t y  o f  lessons 
learned.  These assessments would be in tended p r i n c i p a l  l y  f o r  
use by A.I.D. personnel and o f f i c i a l s  o f  o t h e r  development 
agencies. 

A f u l l  d e s c r i p t i o n  o f  t h i s  m o n i t o r i n g  and e v a l u a t i o n  system can 
be ob ta ined f rom PRE/PR. Th i s  r e p o r t  represents  a  f i r s t  a t tempt  t o  
per fo rm t h e  t y p e  o f  p e r i o d i c  assessment o f  f i n a n c i n g  model s  c a l l  ed 
f o r  by PREts new m o n i t o r i n g  and e v a l u a t i o n  system. 

I n  o rde r  t o  h e l p  A.I.D. Miss ions  and o the rs  l e a r n  from PRE's 
exper ience i n  p r o v i d i n g  c r e d i t  t o  SMSEs, t h e  PRE O f f i c e  o f  Program 
Review commissioned a ma jor  s tudy o f  PRE Investment O f f i c e  l o a n  
p r o j e c t s .  Dur ing  t h e  p e r i o d  f rom October 1986 t o  December 1987, n i n e  
i n -dep th  s t u d i e s  were conducted o f  p r o j e c t s  i n  a t o t a l  o f  seven 
coun t r i es .  The cases reviewed i n  depth were: 



Leather  I n d u s t r i e s  o f  Kenya ( d i r e c t  loan  t o  business)  
Ant igua Shrimpery L td .  ( d i r e c t  l oan  t o  business)  
Kenya Commercial Finance Company ( d i r e c t  l o a n  t o  I F I )  
WAFABANK [Morocco] (guarantee f a c i  1 i t y )  
Thai Danu Bank [Tha i land ]  (guarantee f a c i l i t y )  
FINADE [Dominican Republ i c ]  (guarantee f a c i  1  i t y )  
FINIBER [Ecuador] (guarantee f a c i l  i t y )  
Far East Bank and T r u s t  [ P h i l  i ppines]  (guarantee f a c i  11 t y )  
FINANQUIL [Ecuador] (guarantee f a c i l  i t y )  

The goa ls  o f  t h e  case s tud ies  were two fo ld :  f i r s t ,  t o  p r o v i d e  
immediate feedback on how w e l l  each p r o j e c t  was meeting i t s  
o b j e c t i v e s  and t h e  degree t o  which SMSEs had b e n e f i t t e d  f rom t h e  
p r o j e c t s ;  and second, t o  d i scove r  genera l  1  essons about e f f e c t i v e  
means o f  p r o v i d i n g  ass is tance t o  SMSEs and s t reng then ing  p r i v a t e  
s e c t o r  f i n a n c i a l  i n s t i t u t i o n s .  The r e s u l t  o f  these s tud ies  i s  a  s e t  
o f  case s tudy  r e p o r t s  on t h e  p r o j e c t s  and t h i s  summary r e p o r t .  

The research on which t h e  summary r e p o r t  i s  based was c a r r i e d  
o u t  by Management Systems I n t e r n a t i o n a l  d u r i n g  1986 and 1987, and 
i nc luded  were t h e  fo! :owing tasks  : 

* rev iew o f  a v a i l a b l e  documentation on r e l e v a n t  p r o j e c t s  i n  t h e  
p o r t f o l  i o  and i n t e r v i e w s  w i t h  investment o f f i c e r s ;  

* i d e n t i f i c a t i o n  and rev iew o f  r e l e v a n t  experiences o f  o t h e r  
donors ; 

* conduct o f  s i t e  v i s i t s  t o  n i n e  p r o j e c t s  t o  rev iew r e c i p i e n t  
o r g a n i z a t i o n  records;  h o l d  d iscuss ions  w i t h  borrowers, t h e i r  
compet i to rs  and c o l l a t e r a l  i n s t i t u t i o n s ;  v i s i t  a  r e p r e s e n t a t i v e  
sampl e  o f  sub-  borrowers;  prepare r e p o r t s ;  and conduct 
d e b r i e f i n g s  f o r  l o c a l  USAID Miss ion  s t a f f ;  and 

* p repa ra t i on  o f  a  f i n a l  document and case s t u d i e s  f o r  submission 
t o  PRE. 



CHAPTER TWO: A PROCESS MODEL OF THE SMSE CREDIT PROaCT CYCLE 

To h e l p  organize t h e  lessons learned from the  cases reviewed, the  
f o l l o w i n g  s imple f l o w  model o f  t h e  SMSE p r o j e c t  c y c l e  has been 
emp 1 oyed : 

ANALYSIS IDENTIFICATION IDENTIFICATION OF MONITORING AND 
OF PROBLEM >>> OF STRATEGY >>> SPECIFIC FINANCING >>> EVALUATION OF 
AND CONTEXT AND OBJECTIVES PRODUCTS AND FINANCIAL AND 

MECHANISMS DEVELOPMENT 
IMPACT 

1. PROBLEM AND CONTEXT 

SMSEs t y p i c a l l y  face one o r  more o f  severa l  b a s i c  problems i n  
o b t a i n i n g  adequate se rv i ces  from l o c a l  commercial c r e d i t  markets.  
Typ i ca l  problems f a c i n g  SMSEs inc lude:  

* Lack o f  experience among commercial banks i n  l e n d i n g  t o  SMSEs, 
and b e l i e f s  among commercial f i n a n c i a l  i n s t i t u t i o n s  t h a t  SMSEs 
o r  r u r a l  businesses are  n o t  acceptable borrowers.; 

* Unwi l l ingness  o f  banks t o  assume c e r t a i n  types o f  r i s k s ;  

* C r e d i t  markets t h a t  1  ack essent  i a1 t r a d e  f i nance  ins t ruments ;  

* I n a b i l i t y  o f  banks t o  charge i n t e r e s t  r a t e s  adequate t o  cover  
t h e  incrementa l  r i s k  and admin i , s t ra t i ve  cos t  t h e y  assoc ia te  w i t h  
1 ending t o  SMSEs; 

* Lack o f  f i n a n c i a l  l i q u i d i t y  i n  l o c a l  c r e d i t  markets which causes 
banks t o  l e n d  e x c l u s i v e l y  t o  l a r g e  i n d u s t r i e s .  

2. STRATEGY AND OBJECTIVES 

A s t ra teqv ,  ~ ( m p l y  s ta ted ,  i s  a genera l  p l a n  o f  a t t a c k  t o  so l ve  
t h e  problem, a p l a n  t h a t  i nc ludes  a n a l y s i s  o f  a  problem, cho ice  o f  
o b j e c t i v e s ,  an o v e r a l l  v iew o f  t h e  context ,  and a c t i o n s  t o  address 
t h e  problems and meet t h e  o b j e c t i v e s .  A p r o j e c t  i s  one a c t i o n  
element i n  a s t ra tegy .  

Three o f  PRE's i n i t i a l  s t r a t e g i e s  have been t o  s t rengthen l o c a l  
c r e d i t  markets, t o  develop and d isseminate e f f e c t i v e  p r o j e c t  models, 
and t o  serve as a c a t a l y s t  w i t h i n  A.I.D. Examples o f  more specf f i c  



s t r a t e g i e s  adopted by PRE a re  work ing w i t h  p r i v a t e  sec to r  
i n s t i t u t i o n s ,  developing new f i n a n c i a l  inst ruments,  encouraging 
compe t i t i on  i n  SMSE c r e d i t  markets, b u i l d i n g  i n s t i  t u t i o n a l  capac i t y  
t o  appra ise and admin is te r  SMSE loans  i n  f i n a n c i a l  i n s t i t u t i o n s ,  and 
c r e a t i n g  adv i so ry  se rv i ces  t o  a s s i s t  SMSE c l  i e n t s  i n  us ing  c r e d i t  
e f f e c t i v e l y ,  Choice o f  s t r a t e g i e s  i s  an e s s e n t i a l  stage i n  e v o l v i n g  
a  p r i v a t e  s e c t o r  p r o j e c t .  

The p b j e c t i v e s  o f  SMSE development p r o j e c t s  c a r r i e d  o u t  by PRE 
a re  e s t a b l i s h e d  i n  genera l  terms by t h e  Bureau's and Revo lv ing  Fund's 
l e g i s l a t i v e  mandate. I n  genera l ,  these o b j e c t i v e s  can be summarized 
i n  the  f o l l o w i n g  ca tegor ies :  

( A )  D i r e c t  neve lo~men t  Ob jec t i ves :  i nc reas ing  sales,  p roduc t i on  and 
employment i n  SMSEs . Other d i r e c t  development o b j e c t i v e s  o f  
i n t e r e s t  inc lude:  

* I n c r e a s i n g  f o r e i g n  exchange earn ings.  

* E n c o u r a g i n g  a p p r o p r i a t e  t e c h n o l o g i e s  and technology 
t r a n s f e r .  

( B )  I n s t i t u t i o n a l  Chanse: making l o c a l  f i n a n c i a l  i n s t i t u t i o n s  more 
capable o f  l end ing  t o  SMSEs; s t i m u l a t i n g  c o m p e t i t i o n  and 
e f f i c i e n c y  i n  SMSE c r e d i t  markets; and c r e a t i n g  c a p a b i l i t i e s  
w i t h i n  USAID Miss ions  t o  des ign  and implement SMSE c r e d i t  
p r o j e c t s .  Other  s p e c i f i c  i n s t i t u t i o n a l  o b j e c t i v e s  o f  i n t e r e s t  
inc lude:  

* Demonstrat ing t o  l o c a l  governments and nongovernmental 
i n s t i t u t i o n s  v i a b l e  SMSE development approaches. 

* I n i t i a t i n g  p o l i c y  d ia logue  w i t h i n  l o c a l  governments l e a d i n g  
t o  r a t i o n a l i z a t i o n  o f  f i n a n c i a l  markets p o l i c i e s ,  movement 
toward commercial i n t e r e s t  r a t e s ,  p r o v i s i o n  o f  adequate 
f a c i l  i t i e s  f o r  SMSEs, and p r i v a t i z a t i o n  o f  f i n a n c i a l  
markets.  

A  more complete l i s t i n g  o f  o b j e c t i v e s  f o r  A.1.D.- a s s i s t e d  SMSE 
lend ing  p r o j e c t s  i s  presented i n  Annex 1 as a  p o s s i b l e  check1 i s t  f o r  
use by p r o j e c t  des igners.  

3. FINANCING MECHANISMS AND PRODUCTS 

Implementing a  s t r a t e g y  i nvo l ves  s e l e c t i n g  a  p roduc t  o r  s e r v i c e  
t o  o f f e r  t o  SMSEs and a  mechanism by which t o  produce and d e l i v e r  t h e  
product  o r  se rv i ce .  I n  t he  case o f  c r e d i t  p ro jec t s ,  "p roduc ts"  a r e  
c r e d i t  ins t ruments  t h a t  a re  o f f e r e d  t o  SMSEs e i t h e r  by an 
i n te rmed ia ry  f i n a n c i a l  i n s t i t u t i o n  o r  d i r e c t l y  by A. I .D. The 
p r o j e c t s  reviewed here inc luded f o u r  p roduc ts  made a v a i l  ab le  t o  SMSEs 
by PRE, namely: 



(1) Short-term working capital credi t 
(2) Import credit 
(3) Export credit 
(4) Term loans, used primarily for the acquisition of fixed assets 

From the 'perspective of the SMSE owner or manager, these 
products are typically seen as specific credit windows or services in 
a financial institution, or in some cases several institutions, from 
which he or she can obtain certain types of credit. 

PRE projects can also be viewed from another perspective, from 
"behind the credit window", where a project employs a specific 
financing jnechanistq to open a credit window to certain borrowers and 
to induce an IF1 to provide certain credit products. Behind the 
window are activities by A.I.D. (and the IFI) aimed at producing 
particular credit products and services for target businesses. Sub- 
borrowers often know nothing about those mechanisms, while A.I.D. and 
the local IF1 are deeply concerned with this back window perspective, 
with how the credit products are structured and priced. 

Implementing mechanisms used by PRE in the cases reviewed include: 

(1) Direct loans to businesses; 
(2) Direct loans to IFIs for on-lending to SMSEs; and 
(3) Loan guarantee facil i ties. 

Thus, a project is a mechanism for putting a credit "product" 
into place. For example, the Thai Danu Bank project consists of a 
guarantee facil i ty establ i shed to encourage Thai Danu Bank to provide 
medium-term credit to SMSEs outside of Bangkok. Without the 
guarantee, Thai Danu would not have offered term credit to this 
target group. In the two Ecuador projects, PRE used a guarantee 
mechanism to encourage two international banks to provide U.S. do1 1 ar 
trade credits to Ecuadorian c~mmercial banks for on-lending to local 
capital goods importers. 

The following table presents the projects undertaken by PRE to 
date (with those evaluated here in bold) in terms of the product 
del ivered and the mechanism employed by each: 



MATRIX OF PRODUCTS AND MFCHANISMS 

S h o r t - t e r m  
W o r k i n g  C a p i t a l  

I m p o r t  C r e d i t  

E x p o r t  C r e d i t  

Term Loan  

E q u i t y  
I n v e s t m e n t  

D i r e c t  Loan  
t o  B u s i n e s s  

TRIDENT FOODS 
THAILAND L I V E  MEAT 

PROCESSING 
ANTIGUA SHRIMPERY 
SERUM INSTITUTE 
NOVAGENE GROUP 
LEATHER INDUSTRIES 

OF KENYA 
YALAWI BRIDGE 

FINANCING 

MECHANISM 

D i r e c t  Loan  t o  I F 1  Loan  G u a r a n t e e  

KCFC 

r H A I  VENTURE 
CAPITAL 

:ARIBBEAN BASIN 
CORPORATION 

lGRIBUSINESS I N -  
VESTMENT CORP. 

FINANQUIL 
F IN IBER 
WAFABANK 

F INADE 
SOC I ETE MAROCAINE 
SECURITIZED TRADE - 
HEALTHL INK  
ACC ION 
BANK NIAGA 
FAR EAST BANK & TRUST 
OVERSEAS EXPRESS BANK 
T H A I  DANU BANK 
BANK OF PH IL IPP INE  ISLANDS 
EDESA 
SOUTH PAC I F I C LOAN GUARANTEE 

FACIL ITY  
GUATEMALA COMMERCIAL FINANCE 
DIAMOND TRUST 
UNION OF BOLIVIAN BANKS 
PH IL IPP INE  COMMERCIAL BANK 
METROBANK 
S IAM COMMERCIAL BANK 
WOMEN'S WORLD BANKING 
NDLC 



4. MONITORING AND EVA1 UATIOU 

When a p r o j e c t  i s  implemented, bo th  t he  p r o j e c t  mechanism and 
t h e  c r e d i t  p roduc ts  have d i r e c t  e f f e c t s  on t a r g e t  SMSEs, and l onge r  
te rm i n s t i t u t i o n a l  impact on l o c a l  f i n a n c i a l  . i n s t i t u t i o n s ,  t h e  host: 
government and t h e  l o c a l  USAID Miss ion.  For  example, t h e  guarantee 
mechani srn i d e a l  l y  induces banks t o  change c e r t a i n  o f  t h e i  r opera t ions  
and t o  l e n d  t o  businesses t h a t  o therw ise  would n o t  have been 
considered (21 i g i b l e  f o r  c r e d i t .  These changes may o r  may no t  
con t inue a f t e r  t h e  p r o j e c t  i s  completed, b u t  sus ta inab le  change i n  
l end ing  i n s t i t u t i o n s  and opera t ions  i s  an impor tan t  p r i v a t e  s e c t o r  
p r o j e c t  o b j e c t i v e .  

I n  a d d i t i o n ,  t h e  c r e d i t  t h a t  i s  p rov ided t o  t a r g e t  businesses i s  
in tended t o  have impacts on the  opera t ions  o f  t h e  businesses 
themselves. P o s i t i v e  impacts i n c l u d e  increased p r o d u c t i o n  and 
employment, g r e a t e r  e f f i c i e n c y  and p r o d u c t i v i t y .  

Dur ing  p r o j e c t  implementat ion, A.I.D. i s  expected t o  mon i to r  
compliance w i t h  t h e  terms o f  t h e  p r o j e c t  agreement t o  assure t h a t  
problems encountered d u r i n g  imp1 ementat ion can be i d e n t i f i e d  and 
solved. I n  a d d i t i o n ,  i n  o rde r  t o  l e a r n  lessons and improve p r i v a t e  
sec to r  programming, p r o j e c t s  a r e  p e r i o d i c a l l y  eva lua ted  w i t h  respec t  
t o  t h e i r  development and i n s t i t u t i o n a l  e f f e c t s .  



CHAPTER I I 1  : STUDY METHODOLOGY 

As noted above, n ine loan p ro jec ts  were selected f o r  in -depth  
study. Pro jec ts  were selected according t o  two c r i t e r i a :  

(1) t h a t  they represented the range o f  mechanisms and products i n  
PRE investment p ro jec ts ;  

( 2 )  t h a t  p ro j ec t s  were f u l l y  operat ional  f o r  long enough t o  have had 
not iceab le  e f f e c t s  on the SMSE sub-borrowers and on l o c a l  
i n s t i t u t i o n s .  

A m u l t i p l e  case study research methodology was used. I n  t h i s  
design, each p r o j e c t  was t rea ted  as a  separate case. I n  each case, 
comparable data was co l l ec ted  from m u l t i p l e  sources using a  
s t ruc tu red  data c o l l e c t i o n  guide and s t ruc tu red  in terv iews w i t h  key 
personnel l j s t e d  below. The data c o l l e c t i o n  guide i s  attached as 
Annex 2. A l l  case studies involved extensive v i s i t s  t o  businesses 
t h a t  had received loans under the p ro jec t .  I n  each case, in format ion 
was co l l ec ted  on t he  f o l l ow ing  top ics :  

* Operation o f  the loan program; 

* Impacts on sub-borrowers; 

* Impacts on the l o c a l  goverornent and o ther  l o c a l  f i n a n c i a l  
i n s t i t u t i o n s ;  

* Impacts on the  IF1  rece iv ing  the loan/grant; 

* Impacts on the  l o c a l  USAID Mission. 

Each study was ca r r i ed  out  by a  team o f  two t o  three persons 
t h a t  spe'nt two t o  three weeks i n  the f i e l d  c o l l e c t i n g  data. (See 
Annex 3 f o r  a  l i s t  o f  study team members.) 

Spec i f i c  performance ind ica to rs  inves t iga ted  inc luded those 
appearing i n  t he  Congressional mandate and po l  i c y  d i r e c t i v e s  
es tab l i sh ing  PRE and the  Revolving Fund. These included: 

* sustained p ro j ec t  a c t i v i t i e s  a f t e r  withdrawal o f  A.I.D. funding; 

* changes i n  IF1  loan  appraisal  terms and c r i t e r i a ;  

* changes i n  I F 1  p o r t f o l i o  composition; 

* disbursement and repayment ra tes ;  

* rep1 i c a t i o n  i n  o the r  host country i n s t i t u t i o n s  o f  approaches 
t r i e d  i n  t a r g e t  i n s t i t u t i o n ;  



* improved l o c a l  capab i l  i t y  t o  i d e n t i f y ,  process, mon i to r  and 
recover  re1  evant 1  oans ; 

* money inves ted  by o t h e r  sources i n  SMSE c r e d i t  p r o j e c t s ;  

* sa les  generated and j obs  created;  

* f o r e i g n  exchange generated o r  saved; 

* p a r t i c i p a t i o n  by women i n  business ownership and emp 1  oymen t . 

I n  each o f  t h e  n i n e  p r o j e c t s ,  reviews o f  documents and records  
were supplemented by 20-30 personal  i n t e r v i e w s  w i t h  a  range o f  
i n d i v i d u a l s  i nvo l ved  i n ,  o r  knowledgeable about, t h e  p r o j e c t .  Those 
i n te rv iewed  inc luded:  

f o r  D i r e c t  Loan Pro.iects 
PRE ~ e r s o n n e l  
USAID personnel 
Sen io r  managers o f  t h e  e n t e r p r i s e  
O f f i c i a l s  o f  c o - f i n a n c i n g  i n s t i t u t i o n s  
O f f i c i a l s  f i n a n c i n g  and/or implementjng comparable p r o j e c t s  
Operators o f  h o r i z o n t a l l y  o r  v e r t i c a l l y  1  inked e n t e r p r i s e s  

For  I F 1  P r o j e c t s  
PRE personnel 
USAID personnel 
Sen io r  managers o f  t h e  I F 1  and those respons ib le  f o r  management 
o f  t h e  p r o j e c t  
O f f i c i a l s  o f  o t h e r  comparable banking i n s t i t u t i o n s  
O f f i c i a l s  o f  t h e  Cent ra l  Bank 
O f f  i c i  a1 s  o f  correspondent banks 
Representa t i ve  sample o f  sub-borrowers ( i  e . ,  those r e c e i v  
loans  under t he  p r o j e c t )  

A1 though many o f  t h e  i n t e r v i e w s  were, o f  necess i ty ,  conducted 
an i n f o r m a l  manner, t h e  s tandard ized  i n t e r v i e w  guides he1 ped 
d i r e c t  i n t e r v i e w s  and t o  p rov ide  an organized means o f  r e c o r d  
responses. 

Fo l l ow ing  each f i e l d  i n v e s t i g a t i o n ,  a  p r e l i m i n a r y  case study was 
prepared and discussed w i t h  t h e  l o c a l  USAID M i s s i o n  p r i o r  t o  t h e  
team's depa r tu re  f rom t h e  count ry .  These case s tudy  r e p o r t s ,  and t h e  
a s s o c i a t e d  d e b r i e f i n g s ,  were t a i l o r e d  wherever p o s s i b l e  t o  
i n c o r p o r a t e  t h e  spec ia l  i n f o r m a t i o n  needs and i n t e r e s t s  o f  M iss ion  
personnel,  w h i l e  c o n t i n u i n g  t o  serve t h e  p r imary  purpose o f  case 
s t u d i e s  examining bas i c  models o f  ass is tance,  

I n  add i t i on ,  a f t e r  case s t u d i e s  were completed, i n t e r v i e w s  were 
conducted w i t h  o f f i c i a l s  i n  A. I .D., t h e  World Bank and I n t e r n a t i o n a l  
Finance Corpora t ion  who had been i nvo l ved  i n  s i m i l a r  p r o j e c t s ,  and a  



v a r i e t y  o f  p rev ious  r e p o r t s  on the  sub jec t  were reviewed. ( A  
b i b1  iography 1  i s t l n g  the  documents reviewed I s  inc luded as Annex 4 , )  
The r e s u l t s  o f  these interviews and documentary rev iews were used t o  
supplement, o r  i n  some cases modi fy ,  t he  lessons l eh rned  f rom t h e  
n i n e  case s tud ies .  Where addf t i o n s  o r  changes were in t roduced,  they  
are expl  i c i  t l y  acknowledged. A f t e r  t h e  case s tud ies  were completed, 
t h i s  r e p o r t  was w r i t t e n  t o  syn thes ize  lessons learned i n  t h e  cases. 

F i n a l l y ,  based on t h e  lessons learned and r e p o r t e d  i n  t h i s  
study, a  manual has been prepared o f f e r i n g  ope ra t i ona l  gu ide1 i nes  on 
the  design and management o f  SMSE commercial l e n d i n g  p r o j e c t s .  Th i s  
document i s  a v a i l a b l e  upon request  f rom t h e  Program OffSce o f  
A. I .D. ' s  Bureau f o r  P r i v a t e  En te rp r i se .  



As r ~ o t e d  above!, t h e  lessons from exper ience presented I n  t h l s  
document are drawn, .In l a r g e  measure, f rom n ine  f l e l d  evaluations. 
F u l l  r e p o r t s  o f  these f f e l d  i n v e s t i g a t l o n s  are  presented as separate 
documents. Th is  Chapter b r i e f l y  summarizes the  r e p o r t s .  

PROBLEM 

1 .  Lack o f  
v e r t i c a l  
l i nkages  i n  
t h e  l e a t h e r  
i n d u s t r y .  
2 .  Need f o r  
f o r e i g n  
exchange, 

STRATEGY PRODUCT 
MECHAN I S M  

Create l o c a l  Long Term 
demand f o r  C r e d i t  
and supp ly  
o f  l e a t h e r .  

D i r e c t  Loan 
t o  Leather  
I n d u s t r i e s  
o f  Kenya 

MONITOR I NG 
EVALUATION 

LIK f a c i l  i t i e s  
p r o p e r l y  cons t ruc ted  
and producing as 
p7 anned. V e r t i c a l  
l i nkages  e s t a b l i s h e d  
Modern tannery  
techniques 
t r a n s f e r r e d .  

The Agency f o r  I n t e r n a t i o n a l  Development p rov ided t h e  Leather  
I n d u s t r i e s  o f  Kenya (L IK)  a $ 1 . 4  m i l l i o n  l o a n  a t  1 2  percent  i n t e r e s t  
f o r  t e n  years.  T h i s  l o a n  was p a r t  o f  a $9 m i l l  i o n  investment package 
f inanced by a group o f  Kenyan and i n t e r n a t i o n a l  i nves to rs ,  bo th  
p r i v a t e  and pub1 i c ,  t o  b u i l d  a processing p l a n t  f o r  manufactur ing 
f i n i s h e d  l e a t h e r .  The p r o j e c t  o b j e c t i v e  was t o  c r e a t e  a market f o r  
1 oca l  l y -p roduced hides, t o  p rov ide  raw ma te r i  a1 s f o r  1 ea ther  
manufactur ing i n d u s t r i e s ,  and t o  increase t h e  amount o f  f i n i s h e d  
l e a t h e r  goods expor ted f rom Kenya. PRE's investment i n  LIK was made 
be fo re  t h e  es tab l i shment  o f  t h e  Bureau's Revolv ing Fund and was 
channeled through an i n t e r n a t i o n a l  commerci a1 bank. 

A t  t h e  t i m e  t h e  p r o j e c t  was formulated,  Kenya was one o f  t h e  few 
c o u n t r i e s  t h a t  was s t i l l  e x p o r t i n g  most o f  i t s  h ides  and s k i n s  i n  raw 
o r  sem i - f i n i shed  form. A t  f u l l  product ion,  t h e  tannery  i s  expected 
t o  process approx imate ly  13 percent  o f  Kenya's t o t a l  p roduc t i on  o f  
h ides,  employ 400 Kenyans, and generate $60 m i l l i o n  i n  f o r e i g n  
exchange earn ings over  a p e r i o d  o f  10 years.  

The LIK venture  was organized and managed by I n d u s t r i a l  
Promotion Serv ices  (Kenya) Ltd.  (IPS), an arm o f  t h e  Aga Khan 
Foundat ion f o r  Economic Development. IPS was recognized as a ma jor  
p l a y e r  i n  Kenyan commercial c i r c l e s ,  and had been the  r e c i p i e n t  o f  
p rev ious  investment f i n a n c i n g  suppor t  f rom t h e  I n t e r n a t i o n a l  Finance 



Corpora t ion  o f  t h e  World Bank and o t h e r  I n t e r n a t i o n a l  Investment 
Institutions, 

PRE's Investment,  and t h a t  o f  the  o t h e r  o rgan i za t i ons ,  p rov ided  
l ong  term c r e d i t  which was n o t  a v a i l a b l e  through the  Kenyan 
commerclal banking system o r ,  a t  the  t ime, t h e  development banks, I t  
a l s o  prov idod commerclal c r e d i t  d u r l n g  a p e r i o d  o f  reduced c r e d i t  
f lows from I n t e r n a t i o n a l  banks t o  businesses I n  Kenya. Whi 1 e t h e r e  
I s  no evidence t h a t  PRE p a r t l c i p a t l o n  d i r e c t l y  s t i m u l a t e d  investments 
by o t h e r  i n s t i t u t i o n s ,  t he  PRE loan  was an Impor tan t  p a r t  o f  t h e  
f i nanc i  a1 package. 

The LIK p r o j e c t  was respons ib le  f o r  I n t r o d u c i n g  modern tann ing  
techno log ies  t o  Kenya, and encourages Improved animal husbandry 
p r a c t i c e s  among L IK 's  supp l i e r s .  A c r u c i a l  element o f  t h e  LIK 
venture was t h e  t r a n s f e r  o f  modern l e a t h e r  processing technology used 
i n  e x p l o i t i n g  a resource w i t h  h i g h  expo r t  market p o t e n t i a l .  T rans fe r  
o f  modern technology has been i n s t i t u t i o n a 1 I z e d  by t h e  e q u i t y  and 
management p a r t l c i p a t l o n  o f  t h e  t e c h n i c a l  c o l l  abora tor ,  a  we1 1 - 
es tab l  lshed Be lg ian  tannery,  

The tann ing  ope ra t i on  i s  unique i n  Kenya because i t  aims 
s p e c i f i c a l l y  a t  expo r t  markets f o r  h i g h  q u a l i t y  f f n i s h e d  l e a t h e r .  I n  
t h e  s h o r t  run,  however, LIK i s  concen t ra t i ng  i t s  i n i t i a l  marke t ing  on 
more t r a d i t i o n a l  markets f o r  Kenyan products,  bo th  i n  and o u t s i d e  o f  
Kenya. 

The cc , m y ' s  concern f o r  q u a l i t y  i s  a l s o  aimed a t  improv ing t h e  
backward : inkaces t o  raw h i d e  svp:liers, and t h i s  has r e s u l t e d  i n  
increased income f o r  ! ! x ~ i o c k  r a i s e r s .  Th i s  i s  t a k i n g  p lace  through 
t h e  p r o v i s i o n  o f  improved q u i p m e n t  f o r  use i n  t h e  f l a y i n g  process, 
and through a premium i n c e n t i v e  payment o f  40 percent  t o  s u p p l i e r s  o f  
h ighe r  qua1 i t y  h ides .  

Another impact o f  PRE's involvement i n  t h i s  ven ture  was t h e  
t r a n s f e r  o f  env i ronmenta l  p r o t e c t i o n  technology. A. I . D . 9  
p a r t i c i p a t i o n  was c o n d i t i o n a l  upon s t r i c t  environmental  requi rements 
and f u ?  fi l lment o f  these requirements r e s u l t e d  i n  t h e  c o n s t r u c t i o n  o f  
a  " s t a t e  o f  t h e  a r t "  e f f l u e n t  t rea tment  f a c i l i t y  a t  t h e  tannery.  

Whi le  newly opened and ope ra t i ng  a t  o n l y  30 percent  c a p a c i t y  a t  
t h e  t ime  o f  t h e  study, t h e  tannery  appeared w e l l  on t h e  way t o  
e s t a b l i s h i n g  i t s  n i che  i n  t h e  expo r t  market, and bas hav ing  no 
t r o u b l e  s e l l  i n g  i t s  p roduc ts  i n t e r n a t i o n a l  l y  and domest ica l  l y .  

The LIK p r o j e c t  has c rea ted  a s t r o n g  connect ion between t h e  
USAID M iss ion  and IPS, an impor tan t  p r i v a t e  sec to r  i n s t i t u t i o n  i n  
Kenya. The p r o j e c t  i s  g e n e r a l l y  regarded as "success fu l "  by a l l  
i n v u l  ved, and o t h e r  e f f o r t s  t o  s t i m u l a t e  development through t h e  
l o c a l  p r i v a t e  s e c t o r  a r e  a l ready  be ing  designed by USAIDIKenya i n  
coopera t ion  w i t h  IPS.  



PROBLEM 

1. Heavy 
dependence 
on food 
imports .  

2. Shortage 
o f  f o r e i g n  
exchange. 

3. Shortage 
o f  commerci a1 
c r e d i t  f o r  
new s t a r t s .  

STRATEGY 

Encourage 
p r l v a t e  sec to r  
impor t -  
s u b s t i t u t i n g  
I n d u s t r i e s ,  

Encourage l o c a l  
commercial bank 
t o  fund new 
s t a r t s .  

PROCUCT MONITOR I NG 
MECHANISM EVALUATION 

Term l o a n  P r o j e c t  never 
met p roduc t  i on 
o r  f i n a n c i a l  
t a r g e t s ,  

D i r e c t  l o a n  
t o  ASL. 

The Ant igua Shrimpery L i m i t e d  (ASL) p r o j e c t ,  whose i n i  t ;a1 l o a n  
was a l s o  made be fo re  the  establ ishment  o f  t h e  Revolv ing Fund, was 
o r i g i n a l  l y  developed and a ~ ~ r a i  sed by t h e  World Bank's Caribbean 
P r o j e c t  Development Fund. As implemented by PRE, t h e  p r o j e c t  
i nvo l ved  a c o - f i n a n c i n g  l o a n  f o r  t h e  i n s t a l l a t i o n  o f  a commercial 
shrimp p roduc t i on  f a c i l i t y  on t h e  i s l a n d  o f  Ant igua i n  t h e  eas te rn  
Caribbean. A f i n a n c i n g  agreement was arranged by  which a l o c a l  bank, 
t he  Bank o f  :.ntigua, made a seven yea r  l o a n  t o t a l i n g  $270,000 t o  t h e  
company, and s o l d  a p o r t i o n  ($150,000) o f  t h e  l o a n  t o  A.I.D. Th is  
procedure was used t o  e s t a b l i s h  a b u f f e r  between A.I.D. and t h e  
company, and t o  h e l p  ensure d i r e c t  involvement by Bank of  Ant igua i n  
m o n i t o r i n g  and supe rv i s i on  o f  t h e  f i n a n c i a l  management o f  t h e  
en te rp r i se .  The bank was a l s o  expected t o  p r o v i d e  s h o r t  te rm 
f i n a n c i n g  i n  t h e  form o f  o v e r d r a f t  f a c i l i t i e s  t o  ASL. 

The purpose o f  t h e  l o a n  was t o  f i nance  c o n s l r u c t i o n  and s t a r t - u p  
o f  a modern commerc~al shr imp p roduc t i on  i n s t a l l a t i o n  composed o f  a 
nursery /quaran t i  ne b u i  1 d i n g  and 12 two-acre grow-out ponds, F u l l  
p roduc t i on  was expected t o  reach a l e v e l  o f  65,000 Ibs .  o f  heads-on 
shr imp p e r  y e a r  f o r  s a l e  t o  l o c a l  t o u r i s t - o r i e n t e d  businesses, 
rep1 ac ing  dependency on imported shrimp. 

The Bank o f  Ant igua and A.I.D. were t h e  o n l y  debt  p a r t i c i p a n t s  
i n  t h e  f i nanc ing .  E q u i t y  was supp l ied  by severa l  p r i v a t e  i nves to rs ,  
most n o t a b l y  t h e  young American entrepreneur  who a l s o  served as the  
company's C h i e f  Execut ive O f f i c e r  and p r i n c i p a l  t echn i c ian .  A. I .D. ' s  
p a r t i c i p a t i o n  was t h e  major  f a c t o r  i n  encouraging t h e  involvement o f  



Bank o f  Antjgua, ASL became t h a t  bank's la rges t  loan, represent ing 
approximate!ly 10 percent o f  i t s  e n t i r e  loan p o r t f o l  i o .  

The venture was plagued w i t h  d i f f i c u l t i e ! :  from the  beginning. 
A f t e r  the  withdrawal o f  one o f  the t echn i ca l l y  q u a l i f i e d  partners 
before the  const ruc t ion began, techn ica l  management o f  the en te rp r i se  
was weal:. Major add i t i ona l  costs subsequently arose due t o  the 
co l lapse o f  a government-maintained dam near the s i t e ,  c losure o f  the 
company t h a t  was t o  provide growing stock f o r  the operat ion,  and the 
need t o  i n s t a l l  e l e c t r i c a l  power f a c i l i t i e s  when the  Antiguan 
E l e c t r i c i t y  Au thor i t y  refused t o  extend. power l i n e s  t o  the  farm. 

The Bank o f  Antigua continued t o  provide overd ra f t  c red l  t t o  the 
en te rp r i se  up t o  $:50,000, three times what was o r i g i n a l l y  
an t i c ipa ted .  A t  t he  t ime o f  the  study, the  farm had generated 
approximately $13,000 i n  t o t a l  revenues a f t e r  one year o f  operat ion, 
had ceased operat ion, and was e s s m t i a l l y  bankrupt. A corporate 
r e s t r u c t u r i n g  occurred, and i n  January o f  1987 a  new company was 
created w i t h  ownership passing t o  a  major i n t e rna t i ona l  corporat ion 
w i t h  subs tan t ia l  hold ings i n  the  Caribbean. 

There was l i t t l e ,  i f  any, involvement o f  reg iona l  USAID 
o f f i c i a l s  i n  designing, moni tor ing o r  supervis ing t h i s  a c t i v i t y .  The 
Bank o f  Antigua which i t s e l f  had l i m i t e d  f i n a n c i a l  o r  managerial 
resources, overextended i t s e l f  i n  p rov id ing  support t o  t he  venture t o  
the po in t  t h a t  f a i l u r e  o f  the  operat ion would l i k e l y  have a  major 
impact on the f u t u re  o f  the bank i t s e l f .  

The two cases o f  d i r e c t  loans t o  new ventures, LIK and ASL, 
share several features i n  common. Although the loan amounts were 
s u b s t a n t i a l l y  d i f f e r e n t  i n  absolute amounts, both were r e l a t i v e l y  
small p ro j ec t s  and each A. I .D. 1  oan represented approximately 25 
percent o f  the  t o t a l  c a p i t a l i z a t i o n  o f  the  venture and approximately 
h a l f  o f  t he  debt po r t i on  o f  t h a t  cap i t a l i za t i on .  

Both ventures were aimed a t  i n t roduc ing  r e l a t i v e l y  soph is t ica ted 
technology intended t o  use unexplo i ted na tu ra l  resources f o r  export 
generat ion o r  import subs t i tu t i on .  I n  both cases, market studies 
ind ica ted  t h a t  the  enterpr ises would be very p r o f i  tab1 e  i f  product ion 
goals were met, and the  an t i c ipa ted  income from both  enterpr ises 
would have bene f i c i a l  e f f e c t s  on fo re ign  t rade balances o f  the 
respect ive  count r ies  . 

p a r t  
both 
feas 

The r o l e  o f  o ther  i n t e rna t i ona l  investment organizat ions,  
i c u l  a r l y  t h e  I n t e rna t i ona l  Finance Corporation, was important i n  

cases. I n  the case o f  LIK: the IFC p a r t i c i p a t e d  i n  the 
i b i l i t y  study and became both a  debt and equ i t y  p a r t i c i p a n t  i n  



the  venture,  I n  t he  case o f  ASL, t h e  Caribbean P r o j e c t  Development 
Fund, a branch o f  t h e  IFC, was respons ib le  f o r  p r e l i m i n a r y  
f e a s i b i l  i ty  a n a l y s i s  and f o r  b r i n g i n g  the  venture t o  PRE's a t t e n t i o n .  

I n  bo th  instances,  a c l o s e  superv isory  r o l e  was assumed by a 
l o c a l  commercial e n t i t y ,  and n e i t h e r  PRE no r  the  USAID M iss ion  p layed 
a major  p a r t  i n  mon i to r i ng  t h e  a c t i v i t y  once t h e  i n i t i a l  c o n d i t i o n s  
were f u l f i l l e d  and t h e  l o a n  was d isbursed.  The r o l e  o f  t h e  i n s t i t u -  
t i o n s  c l o s e s t  t o  each p r o j e c t  was o f  a d i f f e r e n t  na ture ,  b u t  i n  bo th  
cases t h e  d i r e c t  involvement o f  those i n s t i t u t i o n s  i n  t h e  
c a p i t a l i z a t i o n  o f  t h e  venture was s u f f i c i e n t  t o  s t i m u l a t e  an i n t e r e s t  
i n  m o n i t o r i n g  progress o f  t h e  p r o j e c t s .  

Both investments responded t o  s im i  1 a r  macroeconomic and 
f i n a n c i a l  market cond i t i ons .  The banking systems i n  bo th  Kenya and 
Ant igua were n o t  disposed t o  make l o n g  te rm c r e d i t  a v a i l a b l e  f o r  new 
en te rp r i ses ,  and f l ows  from i n t e r n a t i o n a l  banks were a t  a low ebb a t  
t he  t ime.  These f a c t o r s  made ass is tance from non- t r a d i  t i o n a l  sources 
o f  f i n a n c i n g  such as PRE a key element i n  g e t t i n g  t h e  venture  under 
way. 

The two cases beg in  t o  d i ve rge  i n  areas o f  t e c h n i c a l  and 
managerial  backup. The investment i n  LIK was backed up by a ma jor  
l o c a l  i n s t i t u t i o n  w i t h  s u b s t a n t i a l  human, t e c h n i c a l  and f i n a n c i a l  
resources, and l o n g  exper ience i n  Kenyan business. I n  t h e  ASL case, 
on t h e  o t h e r  hand, t e c h n i c a l  and managerial  suppor t  was d i v i d e d  
between t h e  p r i n c i p a l  p r o j e c t  o rgan i ze r  (a  r e 1  a t i v e l y  inexper ienced 
entrepreneur)  and t h e  major  debt p a r t i c i p a n t ,  t h e  Bank o f  Ant igua,  
which was i t s e l f  r e l a t i v e l y  smal l  and o n l y  ab le  t o  handle f i n a n c i a l  
aspects o f  t h e  p r o j e c t .  ASL was, i n  many instances,  managed i n  a 
r e l a t i v e l y  unpro fess iona l  manner w h i l e  t h e  LIK venture  was c a r r i e d  
o u t  w i t h  a h i g h  degree o f  p ro fess iona l i sm on a l l  s ides .  The f a c t  
t h a t  ope ra t i ons  o f  t h e  f a i l i n g  ASL venture  have been taken ove r  by a 
major  i n t e r n a t i o n a l  company prov ides  a d d i t i o n a l  evidence t h a t  
management and f i  nanci  a1 backstopping may indeed be major  f a c t o r s  
account ing f o r  t h e  e n t e r p r i s e ' s  problems. 

The genera l  USAID c l i m a t e  i n  which t h e  two ventures  were 
proposed and implemented was a l s o  d i f f e r e n t .  The Kenya s i t u a t i o n  had 
a s u b s t a n t i a l  amount o f  PRE/USAID i n t e r a c t i o n .  The Ant igua p r o j e c t ,  
on t h e  o t h e r  hand, showed l i t t l e ,  i f  any, d i r e c t  involvement  o r  
mon i to r i ng  by r e g i o n a l  USAID personnel . 
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D i r e c t  Loan s t a r t s  funded. 
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d e l  ayed 
payments b u t  
few de fau l  t s .  

The Bureau f o r  P r i v a t e  En te rp r i se  p rov ided a $ 2 . 5  m i l l i o n  d i r e c t  
l o a n  t o  t he  Kenya Commercial Finance Corporat ion,  KCFC, f o r  l ong -  term 
1 ending t o  Kenyan-owned smal l  - and medium-scale r u r a l  a g r i  businesses. 
KCFC matched t h e  fund w i t h  $2 .5  m i l l i o n  i n  l o c a l  currency,  I n  
a d d i t i o n ,  a  $250,000 g r a n t  was prov ided t o  KCFC's paren t  co rpo ra t i on ,  
t he  Kenya Commerci a1 Bank, t o  s t rengthen i t s  Business Adv isory  
Serv ice.  

Th is  l o a n  was f o r  12 years  a t  a  10.5 percent  i n t e r e s t  r a t e ,  and 
was made be fo re  the  establ ishment  o f  t h e  Revo lv ing  Fund. KCFC i s  a 
non-bank f i n a n c i a l  i n s t i t u t i o n  (NBFI) and a s u b s i d i a r y  o f  KCB, a 
government -owned commerci a1 bank w i t h  branches throughout  Kenya. 
KCFC had adminis tered s i m i l a r  SMSE l e n d i n g  programs i n  t h e  pas t ,  
supported by the  I n t e r n a t i o n a l  Finance Corpora t ion  (IFC) o f  t h e  World 
Bank and t h e  Organ iza t ion  o f  Petroleum Expor t i ng  Count r ies  (OPEC). 

The p r o j e c t  was an at tempt  t o  p rov ide  l o n g  te rm c r e d i t  t o  
e n t e r p r i s e s  which were g e n e r a l l y  unable t o  o b t a i n  such c r e d i t  i n  t h e  
commercial banking sec tor .  A t  t h e  t ime  o f  t h e  loan ,  banking 
l i q u i d i t y  i n  Kenya was low, and t h i s  f u r t h e r  r e s t r i c t e d  t h e  
t r a d i t i o n a l l y  conse rva t i ve  l end ing  p r a c t i c e s  o f  commercial banks i n  
t h e  count ry .  Moreover, commercial banks cou ld  n o t  t a k e  te rm depos i t s  
t h a t  would a l l o w  them t o  make l onge r  m a t u r i t y  loans. 

Subloans under t h e  p r o j e c t  were made a t  an annual r a t e  o f  19 
percent ,  t h e  p r e v a i l  i n g  r a t e  f o r  a1 1 non-bank f i n a n c i  a1 i n s t i t u t i o n  
loans  i n  t h e  count ry .  Theje loans were made, however, p r i m a r i l y  t o  
f inance long- te rm c a p i t a l  investment and had terms o f  6 t o  8 years.  
The ope ra t i on  i s  managed by KCFC "Schemes", a  d i v i s i o n  e s t a b l i s h e d  
s p e c i f i c a l l y  f o r  admin i s te r i ng  speci a1 p r o j e c t s .  Ref1 ows f rom 



subloan payments becomo p a r t  o f  KCFC's general  l oan  poo l ,  and are no t  
r e l e n t  under t he  program. 

The l oan  fund was f u l l y  l e n t  t o  t he  ta rge ted  group. Seventy- 
f i v e  percent  o f  t h e  loans went t o  f inance new e n t e r p r l s e s .  Several  
1 oans were prov ided t o  ex1 s t i n g  businesses t h a t  had never rece l ved  
commercial c r e d i t s  be fo re  the  PRE p r o j e c t ,  and p r o j e c t  loans  r e s u l t e d  
i n  s ign1 f i c a n t  increases i n  ou tpu t  o f  a g r i c u l t u r a l  goods. 

A t  t h e  t ime o f  t h i s  study, t h e  program was f u l l y  committed, w i t h  
a  t o t a l  o f  approx imate ly  74 m i l l i o n  Kenya s h i l l i n g s  pledged t o  95 
sub- borrowers. Most sub-borrowers had r e g u l a r  sav ings accounts a t  
KCB and l ea rned  o f  t h e  program from the  bank. Sub-borrowers 
demonstrated a broad range o f  s i z e s  o f  en te rp r i se ,  bus1 ness know1 edge 
and management experience. F o r t y - f o u r  percent  were smal l  sca le  g r a i n  
m i l l e r s ,  a l though these m i l l e r s  accounted f o r  o n l y  8.6 percent  o f  t h e  
funds l e n t .  Larger  e n t e r p r i s e s  i n  manufactur ing and d i s t r i b u t i o n  
rece i ved  9 percent  o f  t he  loans  bu t  accounted f o r  almost 40 percent  
o f  t h e  funds. En te rp r i ses  i n  t h e  t r a n s p o r t  sec to r  accounted f o r  an 
a d d i t i o n a l  23 percent  o f  t he  funds l e n t .  

The l o a n  fund appears t o  have had a  s u b s t a n t i a l  impact on t h e  
opera t ions  o f  a  number o f  t h e  businesses surveyed, w i t h  many o f  those 
businesses r e p o r t i n g  s i g n i f i c a n t  sa les  increases over  t h e  p e r i o d  o f  
t he  loan ,  

S t r i c t  c o l  1  a t e r a l  and 1  egal  requirements imposed by KCFC r e f 1  e c t  
t r a d i t i o n a l  conserva t ive  banking p r a c t i c e s  which were adhered t o  i n  
a d m i n i s t r a t i o n  o f  t h e  p r o j e c t .  Whi le a  s i g n i f i c a n t  p o r t i o n  o f  
sub-loans a re  c u r r e n t l y  i n  a r rea rs ,  experience w i t h  t h e  IFC and OPEC 
programs i n d i c a t e s  t h a t  these loans  can probab ly  be expected t o  be 
se rv i ced  over  t ime, p a r t i c u l  a r l j  when l e g a l  a c t i o n  i s  threatened.  

The PRE l o a n  t o  KCFC, a long w i t h  t h e  programs f inanced by IFC 
and OPEC, appears t o  have been g e n e r a l l y  p r o f i t a b l e  f o r  t h e  bank and 
t o  have r e s u l t e d  i n  some change i n  t h e  i n s t i t u t i o n ' s  pe rcep t i on  o f  
t h e  r i s k s  i nvo l ved  i n  term l e n d i n g  t o  SMSEs. There i s  a l s o  evidence 
o f  impact on t h e  commercial banking system as a  whole i n  t h a t  o t h e r  
p r i v a t e  commercial banks a r e  now p a r t i c i p a t i n g  i n  a f o l l ow-on  
USAID/Kenya p r o j e c t .  The PRE p r o j e c t  was a successfu l  model f o r  t h i s  
f o l  low-on smal l  business c r e d i t  p r o j e c t  f inanced by t h e  Kenyan USAID  
Mission.  
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A loan of $2 .5  mill ion from PRE's Revolving Fund was matched by 
WAFABANK, Morocco's second largest privately owned bank, to create a 
$5 mill ion loan fund in foreign currencies for small and medium-sized 
enterpr ses. The loan from PRE was deposited in a collateral 
accounti in the New York branch of the French bank Credit du Nord, 
WAFABANK's main correspondent bank. The funds were immediately 
invested in Treasury Bills and used as a guarantee to support 
expansion o f  WAFABANK 1 ending to Moroccan SMSEs needing foreign 
currency to import raw materials, finished goods and equipment. 

In order to respond to the credit ceilings imposed by the 
Central Bank of Morocco on all local banking institutions, the 
original structure of this project was modified such that Credit du 
Nord, a foreign bank, became the lender of record for the loans to 
Moroccan enterprises. In addition to increasing WAFABANK's effective 
foreign currency credit ceiling by $5 million, this change had the 
additional benefits to sub-borrowers of reducing real rates of 

I .  The collateral account loan structure was developed by PRE in 
1984 to minimize the foreign exchange risk to a borrower. Basic 
features incl ude a three party agreement between A. I. D., the 
borrower, and a bank located in the United States (Depository Bank). 
After 1 oan proceeds are deposited into the coll ateral account, the 
depository bank invests those proceeds in securities approved by 
A. I .D., typically U.S. Treasury obligations; the depository bank then 
issues a letter of credit guaranteeing an extension of local currency 
credit, receiving a security interest in the collateral account in 
the event a payment must be made under the letter of credit. Actual 
foreign exchange transactions occur only in the event of a default 
that qualifies for reimbursement under the terms of the guarantee 
agreement. 



i n t e r e s t  and p e r m i t t i n g  them t o  make prompt payment f o r  impor ted 
supp l ies  i n  a  number o f  f o r e i g n  cur renc ies .  

The l o a n  program was managed f o r  t h e  most p a r t  by WAFABANK1s 
Smal l  - and Med ium-Sca le  Business D i v i s i o n ,  which oversees 
approx imate ly  2,600 c l i e n t s .  The bank's s tandard ove rs igh t  process 
used f o r  t h i s  p r o j e c t  i s  r i go rous ,  r e q u i r i n g  a  thorough a n a l y s i s  o f  a  
company's f i n a n c i a l  h e a l t h  as w e l l  as t h e  v i a b i l i t y  o f  i t s  marke t ing  
p l  ans . 

Loans made under t h e  p r o j e c t  were shor t - term,  w i t h  none o f  t h e  
c r e d i t s  used up t o  t h e  t ime o f  the  s tudy exceeding a  s i x  month term, 
A t o t a l  o f  177 loans  t o t a l i n g  $9.7 m i l l  i o n  t o  54 d i f f e r e n t  SMSEs had 
been made, and t h e  absence o f  payback de l inquenc ies  had enabled t h e  
fund t o  " revo l ve "  t w i c e  i n  l e s s  than two years  o f  opera t ion .  

Loans were d i v i d e d  almost e q u a l l y  between smal l  sca le  e n t e r -  
p r i s e s  (54 percent )  and medium sca le  e n t e r p r i s e s  (46 percent ) ,  and 
u s u a l l y  represented between 5 and 20 p'ercent o f  t h e  t o t a l  l i n e  o f  
c r e d i t  au tho r i zed  f o r  t h e  borrower. Borrower use o f  t h e  fund 
averaged t h r e e  loans  a t  $!54,800 each d u r i n g  t h e  per iod ,  and ranged 
from 27 loans f o r  a t o t a l  o f  $1.8 m i l l i o n  by one company t o  one l o a n  
f o r  $9,600 f o r  another.  A l l  l o a n  proceeds were used t o  f i n a n c e  
inrports o f  f o r e i g n  goods o r  equipment, and many loans  r e s u l t e d  i n  
techno1 ogy t r a n s f e r s .  Desp i te  emphasis on e x p o r t i n g  i n  t h e  o r i g i n a l  
p r o j e c t  documents, o n l y  f o u r  o f  t h e  17 borrowers i n te rv iewed  by t h e  
team were a c t i v e l y  i n v o l v e d  i n  expo r t  a c t i v i t i e s .  

The guarantee prov ided by PRE enabled WAFABANK t o  expand t h e  
a v a i l  a b i l  i ty  o f  f o r e i g n  exchange c r e d i t  . The modi f l e d  p r o j e c t  
agreement p rov ided a  1  egal , acceptable mechanism f o r  avo id ing  t h e  
r e s t r a i n t s  on c r e d i t  imposed w i t h i n  Morocco and t h e  c e i l i n g  on 
f o r e i g n  exchange c r e d i t  made a v a i l a b l e  f rom C r e d i t  du Nord t o  
WAFABANK. For sub-borrowers, t h e  program prov ided an e f f i c i e n t  
v e h i c l e  f o r  o b t a i n i n g  supp l i es  and prov ided r e l a t i v e . 1 ~  low i n t e r e s t  
r a t e s .  

Th i s  f a c i l i t y  p rov ided f o r e i g n  exchange a t  a  t ime  when none was 
a v a i l a b l e  from o t h e r  e x t e r n a l  commercial banks, b u t  a t  p resent  t h e r e  
i s  l i t t l e  i n d i c a t i o n  t h a t  t h e  p r o j e c t  p rov ided  funds t o  businesses 
which would o therw ise  n o t  have rece i ved  them, o r  t h a t  i t  caused major  
p o l  i c y  changes w i t h i n  WAFABANK i t s e l f .  Bank o f f i c i  a1 s  were, however, 
p leased w i t h  t h e  p r o j e c t  and wished t o  see i t  cont inued. 

Other  Moroccan banks a l s o  expressed a d e s i r e  t o  p a r t i c i p a t e  i n  
s i m i l a r  p r o j e c t s .  C r e d i t  du Nord o f f i c e r s  s t a t e d  t h a t  t h e  guarantee 
f rom PRE was t h e  de termin ing  f a c t o r  i n  t h e  d e c i s i o n  t o  extend 
a d d i t i o n a l  c r e d i t s  and t h a t  cont inued c r e d i t  was con t i ngen t  on 
c o n t i n u a t i o n  o f  an A.I.D. guarantee. The Cen t ra l  Bank o f  Morocco, 
whose r e s t r i c t i o n s  on c r e d i t  had, i n  e f f e c t ,  been avoided through t h e  
p r o j e c t ,  expressed s a t i s f a c t i o n  w i t h  t h e  program and i n d i c a t e d  t h a t  
i t s  success l e d  them t o  re-examine c e r t a i n  f o r e i g n  exchange p o l  i c i e s .  



The USAID Mission I n  Morocco was not deeply invo lved i n  the 
p ro j ec t  and has not programmed any spec i f l c  fo l low-on p ro jec ts .  The 
PRE Involvement, however, was regarded by members o f  the Mission 
s t a f f  as a st imulus t o  Increased contacts between USAID/Morocco and 
the country 's  p r i v a t e  sector, s p e c i f i c a l l y  i n  the banking community. 

PROBLEM 

Concentrat ion 
o f  economic 
oppor tun i t i es  
i n  Bangkok 
area. 
Unwi l l  i ngness 
o f  commerci a1 
banks t o  lend  
t o  SMSEs. 

STRATEGY 

1) Encourage 
respected l o c a l  
commerci a1 bank 
t o  undertake 
SMSE lending,  

2)  Provide term 
c r e d i t  t o  SMSEs 
outs ide o f  
Bangkok. 

PRODUCT MONITORING 
MECHANISM EVALUATION 

Term Cred i t  Faci 1 i t y  f u l l y  
u t i l  ized; IF1  

Of fse t  Guarantee successful l y  
Faci 1 i t y  encouraged t o  

undertake SMSE 
lending.  
Provided model 
f o r  f o l l o w  on 
guarantee p ro j ec t  
i n  Thailand. 

PRE establ ished a $2.35 m i l  1 i on  guarantee f a c i l i t y  f o r  the  Thai 
Danu Bank i n  Thailand. The guarantee covers 50 percent o f  the  c r e d i t  
r i s k  o f  Thai Danu Bank's loans t o  small-  and medium-scale businesses 
outs ide o f  the Bangkok met ropo l i tan area. I n  order  t o  f u l l y  use the 
f a c i l i t y ,  the bank must make $4.7 m i l l i o n  i n  loans t o  q u a l i f y i n g  
borrowers. Thai Danu Bank i s  a 100 percent p r i v a t e l y  owned 
commercial bank, and i s  ranked eleventh out o f  t h i r t e e n  commercial 
banks i n  the  country i n  terms o f  asset size. 

The p ro j ec t  addressed two major development problems i n 
Thailand. F i r s t ,  banks are genera l ly  u n w i l l i n g  t o  lend  t o  SMSEs, 
p a r t i c u l a r l y  i n  r u r a l  areas because o f  t r a d i t i o n a l  l y  conservat ive 
1 ending pract ices.  Second, desp i te  Thai 1 and's recent  impressive 
economic growth record, economic a c t i v i t y  has been h i g h l y  
concentrated i n  metropol i tan  Bangkok. Government services, pub1 i c  
i n f r as t r uc tu re ,  investment c a p i t a l  and employment oppor tun i t i es  are 
inc reas ing ly  concentrated around the  c a p i t a l  c i t y ,  wh i l e  unemployment 
and economic stagnat ion are common i n  r u r a l  areas. The Thai Danu 
Bank p r o j e c t  was aimed a t  s t imu la t i ng  p r i v a t e  commercial lend ing t o  
SMSEs outs ide o f  Bangkok, and a t  d i r e c t l y  p rov id ing  long-term c r e d i t  
t o  t h i s  t a r g e t  sector. 



The s t ra tegy  adopted t o  address these problems was t o  encourage 
a h i g h l y  respected l oca l  cornmerclal bank t o  begln t o  lend t o  r u r a l  
SMSEs. The p r o j e c t  used a guarantee mechanism t o  encourage t he  bank 
t o  provide term c r e d i t  t o  ta rge t  borrowers, 

The p r o j e c t  was managed by the c r e d i t  department, w i t h  lend ing 
in tegra ted i n t o  the department's usual c r e d i t  operat ions. As o f  
September 1, 1987, 76 loans had been made under t he  f a c i l  i t y .  The 
average loan under the p ro j ec t  was $63,690. Recip ients were a l l  
small businesses by l oca l  standards, ranging from extremely small 
r u r a l  farms w i t h  practically no assets t o  several modern 
manufacturing and r e t a i l  companies w i t h  over $350,000 i n  n e t  f l x e d  
assets., The average borrower had about $97,000 i n  net  f i x e d  assets. 
A1 1 o f  the sub-borrowers reviewed appeared t o  have excel 1 ent  business 
prospects and had used the loans f o r  product ive purposes. There have 
been no de fau l t s  as o f  September 1987 by sub-borrowers under the  
f a c i l i t y .  

The t im ing  and f i t  o f  the f a c i l i t y  w i t h  the bank's longer  term 
s t ra tegy was exce l lent ,  The p r o j e c t  was in teg ra ted  i n t o  normal 
operat ions o f  the  bank, and provided a strong underpinning f o r  i t s  
new branch expansion strategy.  From a na t iona l  economic perspect ive,  
use o f  a guarantee ra the r  than a d i r e c t  loan was an appropr ia te  
mechanism i n  t he  h igh  l i q u i d i t y  s i t u a t i o n  t h a t  ex is ted  a t  t h a t  t ime. 

Loans under the guarantee f a c i l i t y  resu l ted  i n  s i g n i f i c a n t  
increases i n  product ion and employment outs ide o f  Bangkok. Two areas 
where product ion increases were pa r t  i c u l  a r l y  1 arge were i n  
a g r i c u l t u r a l  produce (such as chicken, pork, f resh-water  f i s h ,  .and 
oranges), and i n  t r a d i t i o n a l  Thai hand icra f ts .  A l l  o f  the  businesses 
v i s i t e d  had used the  loans f o r  product ive purposes, w i t h  
approximately one- th i rd  o f  the loans going t o  new s t a r t s .  Estimated 
t o t a l  employment generated up t o  the half-way po in t  i n  the  p r o j e c t  
was 325 f u l l  t ime and 255 p a r t  t ime jobs. Approximately one-quarter 
o f  the businesses used guaranteed loans t o  acquire new technologies. 

The a d d i t i o n a l i t y  o f  t h i s  p ro jec t ,  the ex tent  t o  which i t  
resu l t ed  i n  t he  p rov is ion  o f  c r e d i t  t o  businesses t h a t  otherwise 
would not  have received commercial bank c r e d i t ,  was very h igh.  Thai 
Danu Bank o f f i c i a l s  s ta ted t h a t  most o f  the businesses rece i v i ng  
guaranteed loans under the  p r o j e c t  were new t o  the  bank, and t h a t  the  
m a j o r i t y  o f  a l l  PRE p ro j ec t  borrowers would not  have received loans 
i f  no guarantee had been ava i lab le  t o  Thai Danu. I t  i s  c l e a r l y  t r u e  
t h a t  the  p r o j e c t  induced the bank t o  change i t s  usual lend ing 
p rac t i ces  and t o  lend  t o  r u r a l  SMSEs t h a t  otherwise would n o t  have 
been e l i g i b l e  f o r  loans, 

Through i t s  experience i n  lend ing t o  r u r a l  SMSEs the  bank gained 
s i g n i f i c a n t  exper t i se  i n  i d e n t i f y i n g  small business loans, and i t  i s  
apparent t h a t  long term changes have been made i n  the bank's a b i l i t y  
and w i l l i ngness  t o  lend  t o  SMSEs. Bank o f f i c e r s  a lso s ta ted  t h a t  



t h ~ y  In tend  t o  con t i nue  t o  l end  t o  these types  o f  businesses a f t e r  
t he  te rm i l i a t i on  o f  t he  p r o j e c t ,  

The p r o j e c t  was c l o s e l y  moni tored by USAID/Thalland, and I t  
subsequent ly p rov ided a  successfu l  model t h a t  has been fncorpora ted  
i n t o  t he  design o f  t h e  Small I n d u s t r i e s  Guarantee Facility, a  l a r g e r  
USAID/Thall and f inanced guarantee scheme i n  Thai 1  and. 

PROBLEM 

Ser ious 
economic 
recess ion  i n  
P h i l  ipp ines .  

Unwi 11 i ngness 
o f  l o c a l  
commerci a1 
hanks t o  l e n d  
t o  SMSEs. 

STRATEGY PRODUCT 
MECHANISM 

1) S t imu la te  Shor t  Term 
expo r t s  . Expor t  C r e d i t  

O f f s e t  Guarantee 
F'aci1 i t y  

2 )  Induce a  major  
commerci a1 bank 
t o  l e n d  t o  SMSEs. 

MONITOR I NG 
EVALUATION 

F a c i l i t y  f u l l y  
u t i l i z e d .  
Encouraged major  
commerci a1 bank 
t o  expand SMSE 
lend ing .  
Prov ided a  model 
f o r  t h r e e  f o l l o w -  
on guarantee 
p r o j e c t s .  

PRE p rov ided a $2.0 m i l l i o n  guarantee f a c i l i t y  t o  t h e  Far  East 
Bank and T r u s t  Company (FEBTC) t o  be used t o  cover  50 percent  o f  t he  
p r i n c i p a l  va lue  o f  up t o  $4 m i l l i o n  i n  s h o r t - t e r m  expo r t  c r e d i t s  t o  
SMSEs. SMSEs were d e f i n e d  as businesses w i t h  n e t  f i x e d  assets l e s s  
than $1 m i l l  i on .  PRE's funds were depos i ted  i n  a  c o l l a t e r a l  account 
i n  t he  R a i n i e r  bank, and t h i s  account served as t h e  bas i s  f o r  t he  
guarantee f a c i  1  i ty. FEBTC i s  t h e  second 1 {argest p r i v a t e  commercial 
bank i n  t h e  P h i l i p p i n e s ,  has an e x c e l l e n t  r e p u t a t i o n  f o r  sound 
management and f i nanci  a1 prudence, and has s 'ubstant i a1 exper ience i n  
t r a d e  f inance.  

The p r o j e c t  was designed d u r i n g  a  p e r i o d  o f  se r i ous  need f o r  
increased business a c t i v i t y  i n  t h e  P h i l i p p i n e s ,  A t  t h a t  t ime,  
business-owners and i n v e s t o r s  were postponing new investments u n t  i 1  
t h e  p o l i t i c a l  and economic s i t u a t i o n s  showed s igns  t h a t  t h e y  would 
s t a b i l i z e .  I n  a d d i t i o n ,  l o c a l  commercial banks a re  t r a d i t i o n a l l y  
r e l u c t a n t  t o  p rov ide  c r e d i t  t o  SMSE expor te rs ,  f o r c i n g  these 
businesses t o  borrow f rom in fo rma l  s e c t o r  moneylenders o r  t o  opera te  
w i t h  i n s u f f i c i e n t  c a p i t a l .  Given t h e  c o n d i t i o n s  o f  unce r ta in t y ,  many 
SMSEs w i t h  good business prospects faced a  se r i ous  shor tage o f  s h o r t -  
te rm c r e d i t .  



PRE's s t r a t e g y  t o  address these problems was t o  encourage a  
major  F i l i p i n o  commerclal bank t o  begin t o  l e n d  t o  SMSE expo r te rs .  
The bank would thereby p rov ide  an example t o  o t h e r  banks w h l l e  
s t i m u l  a t l n g  compe t i t i on  and i nc reas ing  the  supply  o f  expo r t  c r e d l  t i n  
one o f  t h e  few economic sec to rs  w i t h  s i g n i f i c a n t  near - te rm prospects 
f o r  s t rong  ecanomic growth. The mechanism used was a  l oan  guarantee 
f a c i  1 i t y  cover ing  p a r t  o f  FEBTC'c c r e d i t  r i s k  t o  SMSE expo r te rs .  

P r i o r  t o  t h e  beginning o f  t h e  p r o j e c t ,  FEBTC e s t a b l i s h e d  two 
d i v i s i o n s  t o  c a r r y  o u t  ac tua l  l end ing  and l o a n  a d m i n i s t r a t i o n  
opera t ions  f o r  SMSE loans. These SMSE u n i t s  were s e t  up a f t e r  s e n l w  
o f f i c e r s  i n  the  bank made a  d e c i s i o n  t o  expand t h e  bank's SMSE 
p o r t f o l  i o .  

As o f  September 4, 1987, FEBTC prov,ided a  t o t a l  o f  85 businesses 
w i t h  guaranteed, c r e d i t  1  ines,  and a  t o t a l  o f  216 disbursements have 
been made under these c r e d i t  1  ines .  The average c r e d i t  s i r e  has been 
$80,000, and average b o r ~ o w e r  has had ne t  f i x e d  asse ts  o f  $247,000. 

The p r o j e c t  p rov ided a  s i g n i  f i c a n t  s t imu lus  t o  economic 
a c t i v i t i e s  d u r i n g  a  p e r i o d  o f  u n c e r t a i n t y  and recess ion  i n  t h e  
P h i l i p p i n e s .  The 62.35 m i l l i o n  l oan  has s t i m u l a t e d  more than $60 
m i  11 i o n  i n  expo r t  earn ings,  w i t h  employment generated f o r  
approx imate ly  517 workers. Most sub-borrowers were i n  wood and 
r a t t a n  f u r n i t u r e ,  garments, marine and a g r i c u l t u r a l  p roduc ts  
i n d u s t r i e s .  There has been o n l y  one d e f a u l t  as o f  September 1, 1987, 
f o r  a t o t a l  o f  $78,138. 

I n  most cases, c r e d i t s  were made a v a i l a b l e  t o  f i r m s  t h a t  had 
es tab l  i shed c r e d i t  h i s t o r i e s .  Nevertheless, t h e r e  were severa l  sub- 
borrowers who were new t o  commercial c r e d i t ,  and perhaps severa l  
o the rs  who may have l o s t  t h e i r  access t o  l e g a l  commercial c r e d i t  
d u r i n g  these t imes o f  1  ocal  economic and po l  i t i c a l  u n c e r t a i n t y .  

The p r o j e c t  encouraged one o f  t he  l a r g e s t  commercial banks i n  
t h e  coun t r y  t o  inc rease i t s  SMSE l e n d i n g  a c t i v i t y ,  which f o s t e r e d  
inc reased compe t i t i on  and market e f f i c i e n c y  i n  SMSE c r e d i t  markets.  
FEBTC o f f i c e r s  s t a t e d  t h a t  t h e  p r o j e c t  made i t  p o s s i b l e  f o r  them t o  
l e n d  t o  b u s i n e ~ s e s  t h a t  o therw ise  would n o t  have qua1 i f i e d  f o r  loans,  
and t h a t  they  w i l l  con t inue  t o  l e n d  t o  t h i s  t ype  o f  sub-borrower 
a f t e r  t h e  p r o j e c t  ends. 

A1 though t h e  FEBTC p r o j e c t  i s  c e n t r a l l y  funded, i t  demonstrated 
t o  t h e  M iss ion  t h e  e f f e c t i v e n e s s  o f  t h e  guarantee mechanism f o r  SMSE 
devel opment . M iss ion  s t a f f  concerned w i t h  c a p i t a l  development 
p r o j e c t s  a r e  now des ign ing  a  f o l l ow-on  p r o j e c t  u s i n g  lessons l ea rned  
i n  t h e  FEBTC p r o j e c t .  



PROBLEM 

C r i t l c a l  
shortage o f  
fo re ign  
oxchange f o r  
import ing 
product ion 
inputs 

STRATEGY PRODUCT 
MECWAN I S M  

1) Provide means Short Term 
o f  supplying Import Cred i t  
fo ro ign  exchange 
t o  importers. Co l l  a t e ra l  

Account 
Guarantee 
Faci 1 i t y  

MONITOR I NG 
EVALUATION 

FINIBER made many 
loans t o  bus1 nesses 
t h a t  d i d  not  meet 
terms of p r o j e c t  
agreement. 
Fac l 1 i t y  on ly  
p a r t l y  used. 

FINANQUIL made on ly  
two c r e d i t s  under 
the f a c i l i t y .  

PRE es tab l  ished separate US$ 1 .4  m i  11 i on  guarantee f a c i  li t i e s  i n  
each o f  two I F I s  i n  Ecuador, F inanciera Iberoamericana (FINIBER) and 
Financiera de Guayaquil (FINANQUIL) . The f a c i l  i t i e s  provided l e t t e r s  
o f  c r e d i t  denominated i n  d o l l a r s  t o  Ecuadorean importers, responding 
t o  a c r i t i c a l  shortage o f  f o re i gn  exchange c r e d i t  f o l l ow ing  t he  
economic c r i s i s  o f  1983. Lending under the  p r o j e c t  was t o  t a r g e t  
small agribusinesses w i t h  f i x e d  assets o f  l e ss  than $300,000. The 
broader ob jec t i ve  was t o  generate empl oyment and encourage techno1 ogy 
t r ans fe r  by increasing the f l ow o f  c a p i t a l  t o  the a g r i c u l t u r a l  
sector .  

The issue o f  u n d e r u t i l i z a t i o n  o f  the  guarantee f a c i l i t i e s  was 
very important i n  t h i s  case. FINANQUIL opened on ly  two l e t t e r s  o f  
c r e d i t ;  FINIBERfs maximum u t i l i z a t i o n  o f  the c r e d i t  1 ine  reached on ly  
27 percent o f  the  t o t a l  loan amount. The reasons f o r  t h i s ,  as 
i d e n t i f i e d  by the eva luat ion team, inc luded inadequate loan  promotion 
by the banks, r e s t r i c t i v e  sub-borrower requirements, and changes i n  
the economic environment a f t e r  the f a c i l  i t y  was designed. A f t e r  the 
f a c i l i t y  began t o  operate, importers once again had a v a r i e t y  o f  
c r e d i t  opt ions and had begun t o  r e l y  on forms o f  import f i nanc ing  
o ther  than l e t t e r s  o f  c r e d i t .  

The importance o f  r igorous in -count ry  moni tor ing and p r o j e c t  
f l e x i b i l i t y  were the  most sa l  i e n t  lessons learned by the eva luat ion 
team. E f f e c t i v e  moni tor ing would not  on ly  ensure s t r i c t e r  compliance 
w i t h  the gu ide l ines establ ished i n  t he  agreements, but  would enhance 
p ro j ec t  success by feeding back in format ion on the  " f i t "  between 
p ro j ec t  design and the  economic environment. I n  t h i s  case, the 
domestic f i nanc i  a1 market changed considerably a f t e r  t he  p r o j e c t  was 
conce ived,  and t h i  s con t r ibu ted  g r e a t l y  t o  the  program's 
underut i  1 i za t i on .  Routine r epo r t i ng  on u t  i 1 i z a t i o n  l e v e l s  and o ther  
management issues, and greater  f l e x i  b i  1 i t y  t o  make design changes, 
would have ensured greater  program success. 



PROBLEM STRATEGY PRODUCT 
MECHANISM 

Expor ts  a re  1 )  Prov ide Shor t  Term 
concentrated 1  oca l  currency Expor t  Credi t 
I n  c r e d i t  t o  SMSEs 
t r a d i t i o n a l  i nvo l ved  i n  Col 1  a t e r a l  
products.  non- t r a d i  t i o n a l  Account 

expor ts .  Guarantee 
Faci  1  i ty 

MONITOR I NG 
EVALUATION 

F a c l l  1 t y  f u l l y  
u t i l i z e d .  
Subs tan t i  a1 
p roduc t ion ,  
empl oymen t 
and sa les  
increases among 
sub-borrowers . 

The US$ 2 m i l  1  i o n  guarantee f a c i l  i t y  e s t a b l  ished f o r  F inanc ie ra  
Nacional de D e s a r r o l l o  (FINADE) was t h e  f i r s t  o f  t h i s  t y p e  t o  be 
funded by A.I.D. PRE es tab l i shed  t h e  f a c i l i t y  t o  p rov ide  s h o r t  t e rm 
c r e d i t  , denominated i n  l o c a l  currency, t o  SMSEs i nvo l ved  i n  non- 
t r a d i t i o n a l  expo r t i ng .  C r e d i t  was t o  be used as work ing c a p i t a l  o r  
t o  f i nance  f i x e d  assets,  and t o  be a p p l i e d  e x c l u s i v e l y  t o  t he  non- 
t r a d i t i o n a l  expo r t  p a r t  o f  a  business. Lending was t a r g e t e d  t o  
e n t e r p r i s e s  w i t h  f i x e d  assets o f  l e s s  than $1 m i l l i o n ,  and p roduc t i on  
~ a d e  up o f  a t  l e a s t  75 percent  n o n - t r a d i t i o n a l  expor ts .  The broader  
o b j e c t i v e s  were t o  p rov ide  c r e d i t  l i q u i d i t y  and c o n t r i b u t e  t o  
employment generat ion,  w h i l e  s t i m u l a t i n g  new types o f  expor ts .  

F i n a n c i a l  market l i q u i d i t y  i n  t h e  Dominican Republ ic  has been 
s e r i o u s l y  l i m i t e d  s ince  t h e  mid-1980s due t o  t h e  Cent ra l  Bank's 
p o l i c y  o f  r e s t r i c t i n g  the  peso money supply  i n  an e f f o r t  t o  reduce 
i n f l a t i o n .  These s t r i n g e n t  measures have caused t h e  i n f l a t i o n  r a t e  
t o  drop s i g n i f i c a n t l y  s i nce  1985, b u t  have caused ope ra t i ona l  
problems f o r  t h e  Rev01 v i n g  Fund c r e d i t  f a c i l  i ty. FINADE encountered 
g r e a t  d i f f i c u l t y  i n  l o c a t i n g  commercial banks w i l l i n g  t o  l e n d  pesos 
aga ins t  s tand-by l e t t e r s  o f  c r e d i t  issued by Chase Manhattan Bank. 
L i  kewise, Chase Manhattan, Dominican Republ i c ,  found i t s  1 i q u i d i  t y  
l i m i t e d  i n  June l! 87 when reserve  requi rements were r a i s e d .  T h i s  
inc rease i n  rese rve  requirements d i s r u p t e d  t h e  banking re1  a t i o n s h i p  
between FINADE and Chase Manhattan, and made i t  d i f f i c u l t  f o r  t h e  
p r o j e c t  t o  operate.  

On t h e  o t h e r  hand, t h e  i l l i q u i d i t y  problem c o n t r i b u t e d  t o  t h e  
f u l l  u t i l i z a t i o n  o f  t h e  guarantee f a c i l i t y  by s t i m u l a t i n g  demand f o r  
impor t  c r e d i t .  S ince o t h e r  c r e d i t  was v i r t u a l l y  u n a v a i l a b l e  t o  
impor te rs  a t  t h i s  t ime, t h e r e  was s u b s t a n t i a l  demand f o r  c r e d i t s  
under t h e  f a c i l i t y .  Consequently, FINADE was ab le  t o  choose among 
i t s  bes t  customers, and assemble a  p o r t f o l i o  o f  sound SMSE loans .  
The f i n d i n g s  o f  t h e  e v a l u a t i o n  team confirmed t h a t  loans  under t he  



PRE sponsored f a d  1 f t y  bo th  enhanced producers '  axpor t  capabi 1 i t y  and 
genorated an impress ive number o f  jobs ,  

The case o f  FINADE undor l  I nes t h e  Importance of: s e l e c t  i ng a 
s t rong  l o c a l  In te rmed iary  t o  manage a guarantee f 'aci1 I t y .  A 
comblnatfon o f  t h e  ill i q u l d l t y  situation i n  t he  count ry ,  and problems 
a r i s i n g  between Chase Manhattan Hank a7d FINADE over  account 
rnalntenance balances and fees, w l l l  l e a d  t o  an e a r l y  t e r m l n a t l o n  o f  
the  program un less  an o r d e r l y  t r a n s f e r  o f  FINADE's p o r t f o l i o  t o  
another acceptable i n s t i t u t i o n  can be negot la ted ,  

The cases r e v i e k s d  o f  PRE l oans  t o  i n te rmed ia te  f i n a n c i a l  
i n s t i t u t i o n s  ( I F  I s )  d i s p l a y  important  s i m i l a r i t i e s  and d i f f e r e n c e s ,  
each o f  which c o n t r l b u t e s  t o  an o v e r a l l  understanding o f  t h e  I F 1  
mechani sm. 

Dur ing  t h e  s t a r t - u p  phase o f  PRE/Its p r o j e c t  a c t i v i t i e s ,  t h e  
mechanism commonly used t o  channel c r e d i t  t o  SMSEs was d i r e c t  loans  
t o  i n te rmed ia te  f i n a n c i a l  i n s t i t u t i o n s .  KCFC i s  at! example o f  a 
d i r e c t  l oan  t o  an I F I .  

A f t e r  severa l  experiments w i t h  J i  r e c t  I F 1  loans, some drawbacks 
of t he  d i r e c t  I F 1  l o a n  mechanism were recognized. These Inc luded t h e  
f o l l o w i n g :  

- d i r e c t  loans  denominated i n  U.S. d o l l a r s  pass fo re ign  exchange 
r i s k  on t o  t h e  l o c a l  I F I ;  

- i n  d i r e c t  I F 1  l oan  p r o j e c t s  a l l  o f  t h e  sub-loan c?e;l i t  r i s k  
f a l l s  on t h e  l o c a l  I F I .  Because A. I.D. does n o t  share t h i s  
r i s k ,  t h e  Agency looses some o f  t h e  " leverage" o r  a b i l i t y  t o  
i n f l u e n c e  t h e  I F I ' s  l e n d i n g  p o l i c i e s .  

For  these reasons, t h e  l a r g e  m a j o r i t y  o f  l oan  p r o j e c t s  
undertaken s ince  t h e  es tab l  i shment o f  t h e  Revolv ing Fund have been 
guarantee f a c i l i t i e s .  

I n  a l l  t h e  I F 1  l o a n  p r o j e c t s  examined here, loans  were in tended 
t o  p r o v i d e  c r e d i t  t o  t h e  SMSE sec tor ,  and i n  a l l  b u t  two, t h e  I F I s  
s u c c e s s f u l l y  o n - l e n t  t o  t h i s  sec tor .  I n  Kenya and Thai land,  numerous 
borrowers had never  sought f i n a n c i n g  through formal  banking channel s 
be fo re  t h i  s program. A1 though most Moroccan and Phi 1 i p p i n e  borrowers 
had e s t a b l i s h e d  l i n e s  o f  c r e d i t  p r i o r  t o  t h e  program, net  a d d i t i o n a l  
c r e d l t  d i d  e n t e r  t h e  coun t r y  and i n  a l l  l l k e l i h o n d  was made a v a i l a b l e  
t o  more marginal  borrowers. 

The backs used by PRE i n  a l l  cases except FINANQUIL, FINADE, and 
Thai Danv Bank, had w e l l  es tab l i shed  con tac ts  w i t h  t a r g e t  sub- 



borrowers before the p ro joc ts  s tar ted.  I F I s  o f t en  used the guarantee 
f a c l l l t y  t o  expand lending oporat lons i n t o  a des j rab le  new business 
sector .  

I n  additJon t o  loans, throe IF I s  received grants  f o r  management 
t r a l n i n g  i n  the area o f  SMSE lending. A f t e r  ea r l y  delays i n  
arrang3ing an adequate t r a i n i n g  source, WAFABANK recen t l y  i n i t i a t e d  a 
prograrn f o r  i t s  lodn o f f i c e r s .  KCFC used i t s  grant  t o  i n s t a l l  a 
computer system f o r  loan evaluat ion and t o  t r a i n  members o f  i t s  
Business Advisory Service, Thai Oanu used the grant  t o  def ray  costs 
o f  t ra in fn f r  bank s t a f f  i n  SMSE lending. I t  vras genera l l y  t r u e  t h a t  
grants d i d  not  r e s u l t  i n  t r a i n i n g  targetod s p e c i f i c a l l y  toward SMSE 
c r e d i t  management, and t h a t  the t r a i n i n g  assistance components o f  the 
p ro j ec t s  had not  accomplished the goa' o f  d isseminat ing new SMSE 
c r e d i t  t oo l s  and methods. 

WAFABANK i s  a 100 percent p r i v a t e  f i n a n c i a l  i n s t i t u t i o n ,  as i s  
requ i red o f  a l l  r ec i p i en t s  o f  PRE Revolving Fund loans. KCFC, which 
received i t s  loan f r o q  PRE before the establ ishment o f  the Revolving 
Fund, i s  a subs id iary  o f  KC0 which i s  who1 l y  owned by the Government 
o f  Kenya but  receives no subsidies, pays regu la r  dividends, and 
operates s i m i l a r l y  t o  a p r i v a t e  commercial bank, Thai Danu and FEBTC 
are p r i v a t e  commercial banks, wh i le  FINADE, FINIBER, and F INANQUIL 
are p r i v a t e  development f inance companies. Thus, w i t h  one exception, 
a l l  l F I s  were p r i v a t e l y  owned. 

I n  a l l  cases, loans provided by PRE were matched approximately 
1:1 by the r e c i p i e n t  i n s t i t u t i o n .  Kenya Commercial Bank, Ltd.,  the  
parent corporat ion o f  KCFC, was the guarantor o f  t h a t  loan and 
matched the amount i n  l o c a l  currency; the same arrangement was made 
i n  the Thai Danu Bank case. Credl t du Nord, WAFABANK1s 
correspondent, agreed t o  match the  PRE loan 1:l i n  hard currency, 
w i t h  WAFABANK and A. 1.0. ac t ing  as guarantors. Far East Bank and 
Trust ,  FINADE, FINIBER, and FINANQUIL a lso a l l  matched t he  amount 
under guarantee coverage on a 1: 1 basts w i t h  t h e i r  own funds. This 
arrangement e f f e c t i v e l y  dowbl ed the  c r e d i t  mobi 1 i zed under these 
p ro jec ts .  

I n  a1 1 cases the loans were made i n  response t o  perceived needs 
o f  t he  f i n a n c i a l  sector  a t  the t ime o f  program i n i t i a t i o n .  Kenya 
borrowers 1 acked the  r e q u i s i t e  medium- and long-term loan f a c i  1 i t i e s  
through which t o  f inance c a p i t a l  expansion. The medium-term nature 
o f  t h i s  program f i l l e d  t h i s  niche. I n  Morocco, import c r e d i t s  had 
been discont inued by i n t e rna t i ona l  banks p r i o r  t o  the  agreement. 
A1 though such r e s t r i c t i o n s  subsequently eased considerably, the re  
s t i l l  ex i s ted  i n  Morocco a serious shortage o f  f o re i gn  currency f o r  
imports. I n  the  Ph i l i pp ines  there  was an urgent  need t o  s t imu la te  
business a c t i v i t y ,  and encouraging export c r e d i t  was one o f  the  few 
avai 1 able Rieans given t he  uncer ta in  economic cond i t ions.  The 'Thai 
Danu Bank p r o j e c t  addressed a long-standing re1 w tance  by commerci a1 
banks t o  lend  t a  SMSEs outs ide o f  Bangkok. The FINIBER/FINANQUIL 
p ro j ec t s  attempted t o  provide fo re ign  currency c r e d i t  dur ing a per iod 



o f  11 1  i q u i d l  ty ,  whl l e  the FINADE p ro j ec t  provided l o c a l  currency 
export c r e d i t  dur ing a per iod o f  low I i q u l d l t y .  

A1 though on-lending i n  a l l  cases was intended f o r  the SMSE 
sector, several types o f  enterpr ises were o f f e red  c r e d i t  under the 
p ro jec ts .  I n  add i t ion ,  three types o f  c r e d i t  "products" were o f f e red  
under these p ro jec ts :  shor t - term Import c rud l t s ,  shor t - term export 
c red i t s ,  and term loans. The KCFC and Thai Danu f a c i l i t i e s  were 
intended t o  provide term f inanc ing  f o r  r u r a l  SMSEs unable t o  ob ta in  
t h i s  type o f  f inanc ing because o f  t h e i r  small s i ze  aiid l ack  o f  c r e d i t  
experience. Both o f  these p ro j ec t s  resu l ted  I n  s i g n i f i c a n t  lend ing 
t o  busir esses t h a t  would not  have otherwise received commerci a1 
c r e d i t .  In Morocco and Ecuador, the t a rge t  groups were SMSEs needing 
imported product ion inputs,  Although most were es tab l ished c l i e n t s  
o f  the I F I ,  and a  m a j o r i t y  were sophlst icated,  l a r g e r  businesses, 
most had operated immediately p r i o r  t o  the loan p r o j e c t  under severe 
foreign exchange shortages which a f fec ted  t h e i r  e f f i c i e n c y  and l e v e l  
o f  product ion.  I n  the Dominican Republic and Ph i l i pp ines  cases, the 
t a rge t  groups were exporters which requ i ted  shor t - term c r e d i t  t o  
f inance product ion o f  conf  i rmed export  orders. 

The I F I s  examined handle re f lows from t h e i r  borrowers i n  
d i s t i n c t l y  d i f f e r e n t  fzshions. KCFC does not  recyc le  repayments back 
i n t o  t he  SMSE term loan program, but  r a t he r  incorporates these funds 
i n t o  i t s  ove ra l l  lend ing pool,  a  pool t h a t  p r i m a r i l y  serves shor t -  
term borrowing needs o f  l a r g e r  urban enterpr ises.  Thai Danu Bank 
a1 so does not  o f f i c i a l l y  recyc le  repayments, but  bank o f f i c e r s  in tend  
t o  cont inue t o  lend t o  t h i s  group a f t e r  the p ro j ec t  ends. WAFABANK, 
FINADE and FEBTC a lso re lend t h e i r  re f lows t o  o ther  SHSEs on the same 
terms and conditaions as those p r e v a i l i n g  i n  the  i n f t i a l  round o f  
loans. A t  t he  t ime o f  the evaluations, these funds had been l e n t  
tw ice t o  Moroccan businesses, and numerous times t o  businesses i n  the  
P h i l  ipp ines and Dominican Republic. Ne i ther  o f  the p ro j ec t s  i n  
Ecuador reached f u l l  u t i  1  i za t i on .  

Another important d i f f e rence  concerned the  admini s t r a t i  ve 
treatment o f  the loan  f a c i l i t i e s  by the p a r t i c i p a t i n g  IF I s .  KCFC 
went t o  great  pains t o  segregate i t s  A. I.D. monies from i t s  o ther  
loan funds and developed a  separate operat ions u n i t  f o r  t he  p ro j ec t .  
They were thus able t o  provide s p e c i f i c  cost/revenue f i gu res  f o r  the  
program. WAFABANK, FEBTC, FINADE, FINIBER, FINANQUIL, and Thai Danu 
Bank a l l  incorporated the  monies and admin is t ra t ion  o f  t he  p r o j e c t  
i n t o  e x i s t i n g  loan funds. Although s p e c i f i c  records were maintained 
on businesses rece iv ing  loans under the p ro jec t ,  no separate 
p r o f i  t a b i  1  i t y  f i gu res  were ava i lab le .  This in teg ra ted  approach 
encouraged i n s t i t u t i o n a l  development i n  the  banks by t r a n s f e r r i n g  
experience d i r e c t l y  i n t o  r o u t i n e  c r e d i t  operat ions, and minimized 
admin is t ra t i ve  costs by avoid ing dup l i ca t i on  o f  bank funct ions.  

Overal l ,  there  was re1 a t i v e l y  1  i t t l e  a c t i v e  involvement o f  l o c a l  
USAID Missions i n  managing the  seven loan proJects. I n  f o u r  o f  the 
p ro jec ts ,  the  l o c a l  Mission was involved i n  the  p r o j e c t  dur ing the 



design phase, b u t  I n  none o f  t h e  cases was t h s  Miss ion  f o r m a l l y  
Invo lved  i n  Implemonttng t h e  p r o j e c t .  On t h e  o t h e r  hand, I n  t h r o e  o f  
these c a s e s  ( K C F C ,  WAFABANK and I h a l  Danu Bank) M lss lon  s ta f f  were 
invo lved  I n  moni tor ing  t h e  progress o f  t h e  p r o j e c t s .  



Evldence from t h e  n i n e  I n t e n s i v e  case s tud ies  and a more cu rso ry  
rev iew o f  o t h e r  donor- f inanced c r a d l t  programs suggests a number o f  
g u i d e l i n e s  f o r  the  design and management o f  p r i v a t e  sec to r  c r e d i t  
programs. The f o l l o w i n g  sec t i on  presents t h e  major  lessons,  
organized accord ing t o  t he  f o u r  stages o f  t h e  process model presentad 
i n  Chapter Two. 

A.  Problem I d e a i t  

1. The f e a s i b i l i t y  and impact o f  p r i v a t e  s e c t o r  business ventures 
a re  d i  r e c t l y  I n f l uenced  by the  po l  i c y  environment and f i n a n c i a l  
market cond i t f ons  i n  t he  hos t  country .  

 isc cuss lo^. Research and experience i n  A.I.D. and the  World Bank 
have shown t h a t  t h e  p o l  i c y  environment o f t e n  represents  a s l g n i  f i cant  
obs tac le  t o  t he  development prospects o f  SMSEs, even t o  those t h a t  
a re  g i ven  f i n a n c i a l  and t e c h n i c a l  ass is tance.  Expor t  subs id ies ,  
impor t  c o n t r o l  s, and 1 i c e n s i  ng procedures i n  some cases expl  i c i  t l y  
exc lude such en te rp r i ses ,  b u t  more o f t e n  i n v o l v e  procedures t o o  
onerous f o r  them. Investment i ncen t i ves ,  such as r e l i e f  f rom taxes 
and d u t i e s  on c a p i t a l  equipment, o f t e n  work aga ins t  SMSEs and 
encourage o v e r l y  c a p i t a l  i n t e n s i v e  investment.  Procedures f o r  
o b t a i n i n g  l i c e n s e s  f o r  t h e  a c q u i s i t i o n  and use o f  veh i c les ,  
e l e c t r i c a l  and te lephone connect ions are o f t e n  burdensome t o  smal l  
businesses. 

E f f e c t i v e  p r o j e c t s  e x p l o i t  marginal  s i t u a t i o n s :  t h e  p o l  i c y  and 
economic framework and t h e  i n s t i t u t i o n a l  environment n u s t  be p o s i t i v e  
enough t h a t  p r o f i t a b l e  o p p o r t u n i t i e s  f o r  p r i v a t e  business can tre 
found. On t h e  o t h e r  hand, s p e c i f i c  f i n a n c i a l  market c o n s t r a i n t s  
should e x i s t  t h a t  A.I.D. ass is tance can h e l p  t o  r e l i e v e ,  I n  genera l ,  
I F 1  p r o j e c t s  cannot a f f e c t  t h e  o v e r a l l  p o l  i c y  and economic framework 
beyond c e r t a i n  d i s c r e t e  aspects o f  t h e  f i n a n c i a l  market. Therefore,  
such p r o j e c t s  a re  adv i sab le  o n l y  when t h e  broader  framework i s  
s u f f i c i e n t l y  p o s i t i v e  t o  o f f e r  reasonable p rospec ts  o f  success. 
Expectat  ions  about (and subsequent eva lua t i ons  o f )  the economic 
impact o f  I F 1  p r o j e c t s  on sub-borrowers must t a k e  i n t o  account t h e  
economic s e t t i n g s  I n  which such p r o j e c t s  operate. 

Often, subs tan t i  a1 a n a l y s i s  o f  t h e  economic p o l  i c y  and f i n a n c i a l  
environment w i l l  a l ready  be a v a i l a b l e  i n  A.I.D. Miss ions,  o t h e r  donor 
agencies o r  hos t  coun t r y  i n s t i t u t i o n s .  As a minimum, much o f  t h e  
d a t a  needed t o  per fo rm t h e  ana l ys i s  w i l l  e x i s t  e i t h e r  as r e p o r t s  o r  
as f i n a n c i a l  i n d i c a t o r s .  The need i s  thus  more f r e q u e n t l y  f o r  a 
c a r e f u l  rev iew o f  a v a i l a b l e  da ta  than f o r  the commissioning o f  t h e  
new study.  What i s  e s s e n t i a l ,  however, i s  t h a t  t h e  needed 
i n f o r m a t i o n  be ob ta ined and i n t e r p r e t e d  as an i n p u t  i n t o  p r o j e c t  
des ign . 



2. The l i m i t a t l o n s  t h a t  c o n s t r a i n  l o c a l  I F I s  Prom p r o v i d i n g  c a p i t a l  
t o  SMSEs i n c l u d e  c r e d i t  and f o r e i g n  exchange r i s k s ,  shor tage o f  
f o r e l g n  exchange, l a c k  o f  I i q ~ ~ l d l t y  i n  t h e  f i n a n c i a l  system, 
government po l  i c i e s  toward t h e  f i nanc i  a1 sec to r ,  and inexper ience 
w i t h  SMSE lend ing .  

R i s c u s s i o ~ .  Each o f  t he  p r o j e c t s  reviewed attempted t o  achieve 
s p e c i f i c  development goals  by addressing one o r  more o f  t h e  s p e c i f i c  
c o n s t r a i n t s  i n  the  f i n a n c i a l  system o f  t he  hos t  coun t r y  i nvo l ved .  I n  
t h e  cases o f  WAFABANK, FINANQUIL, and FINIBER, t h e  p r i n c i p a l  
c o n s t r a i n t  was l a c k  o f  access t o  f o r e i g n  exchange f o r  impor ts .  KCFC 
addressed s t r u c t u r a l  problems t h a t  made i t  d i f f i c u l t  f o r  banks t o  
extend te rm loans. The two Asian p r o j e c t s  b a s i c a l l y  addressed bank 
inexper ience w i t h  SMSEs, and percept ions  t h a t  smal l  e r  borrowers a re  
n o t  r e l i a b l e  o r  a re  excess i ve l y  r i s k y  customers. I n  Ecuador, t he  
s t r u c t u r a l  problem tu rned  o u t  t o  be temporary. I n  Morocco, t h e  
problem remained, b u t  t h e  success o f  t h e  PRE i n t e r v e n t i o n  prov ided 
t h e  means f o r  c e r t a i n  entrepreneurs t o  avo id  t h e  c o n s t r a i n t  and 
suggested one means by which t h e  government might  address t h e  o v e r a l l  
c o n s t r a i n t .  

Changes i n  f i n a n c i  a1 market c o n s t r a i n t s ,  o r  misd iagnos is  o f  them, can 
s e r i o u s l y  undermine p r o j e c t  performance. Th is  was demonstrated by 
t h e  u n d e r u t i l i z a t i o n  o f  t h e  two l i n e s  o f  c r e d i t  i n  Ecuador, which 
were premised on a c o n s t r a i n t  t h a t  no l onge r  e x i s t e d  by t h e  t ime  t h e  
p r o j e c t  began. I n  these cases, t h e  f a c i l i t i e s  were designed under 
t h e  assumption t h a t  t h e  a g r i c u l t u r a l  sec to r  cou ld  n o t  f i n d  s u f f i c i e n t  
impor t  c r e d i  l. When f i n a n c i  a1 markets s h i f t e d  so t h a t  impor t  c r e d i t  
became w i d e l y  a v a i l a b l e  t o  a g r i c u l t u r a l  goods impor te rs ,  t h e  p r o j e c t s  
faced a  s i t u a t i o n  i n  which t h e r e  was v i r t u a l l y  no demand f o r  t h e i r  
c r e d i t s  among qua1 i f y i  ng sub-borrowers. 

The Cen t ra l  Bank i s  a  key i n  de termin ing  t h e  n a t u r e  o f  t h e  l o c a l  
economk and f i n a n c i a l  environment, It i s  c l e a r ,  f o r  example, t h a t  
un favorab le  Cent ra l  Bank dec i s i ons  regard1 ng c r e d i t  r a t i o n i n g  o r  
i n t e r e s t  r a t e s  cou ld  e a s i l y  undercut  t he  impact o f  any I F 1  p r o j e c t .  
I n d i v i d u a l  SMSE l e n d i n g  programs can r a r e l y  be expected t o  leverage 
major  changes i n  o v e r a l l  government o r  Cent ra l  Bank p o l i c i e s .  Th is  
suggests a  need t o  be aware o f  t h e  p o s s i b l e  need $0 pursue o t h e r  
p o l i c y  d ia logue  measures i f  p r o j e c t s  a re  t o  have t h e  d e s i r e d  impact 
on e n t e r p r i s e  development. 
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3 ,  I n  genera l ,  p r i v a t e  sec to r  c r e d i t  p r o j e c t s  opera te  i n  
environments t h a t  change more r a p i d l y  than those faced by most 
t r a d i t i o n a l  A.I.D. p r o j e c t s .  The success o f  p r i v a t e  s e c t o r  p r o j e c t s  
ofterr  depends c r i t i c a l l y  on r a p i d  and f l e x i  b l e  responses t o  changing 
economic and f i n a n c i a l  cond i t i ons .  

D iscuss ion .  U n l i k e  the  r u r a l  development, fam!?y p lanning,  educat ion  
and heal  t h  condi  t ions  addressed by most t r a d !  i l o m  development 
p r o j e c t s ,  p r i v a t e  sec to r  f i n a n c i a l  markets a re  w . t ~  2% t i j ,  v o l a t i l e .  
These markets a re  d i r e c t l y  and immediately i n f  :.il. l~ced r 3 ~  C~IZ:~;SS i n  
government o r  c e n t r a l  bank p o l i c y  and by changes f , ?  'ha t ~ t e r n a t i o n a l  
economic environment. P r o j e c t s  designed t o  I ,  t o  speci  f i c  
d e f i c i e n c i e s  i n  these f i n a n c i a l  markets I -  ' L  t v w f o r e  be 
s u f f i c i e n t l y  f l e x i b l e  t o  respond t o  such chanyes t?y  A: cse and t o  
se ize  t h e  o p p o r t u n i t i e s  which sometimes r e s u l t  f rom : ! v : G  

One reason f o r  t he  general  success o f  t h e  PRE w'P/rfp. &;,d ied was 
t h e i r  a b i l i t y  t o  be implemented q u i c k l y  and t o  z i ze?  cdurse when 
necessary. Such f l e x i b i l i t y  i s  o f t e n  d i c f i c u f t  ' J  achieve i n  
convent ional  USAID p r o j e c t s .  For example, PRE war able t o  design, 
approve and f u l l y  d isburse  i t s  KCFC l o a n  d u r i n g  the! t ime i t  t o o k  
USAID/Kenya t o  prepare and o b t a i n  t h e  necessary approvals  f o r  a 
comparable p r o j e c t ;  and PRE was ab le  t o  respond t o  changing p o l i c i e s  
i n  Morocco i n  ways t h a t  would have been very  d i f f i c u l t  under normal 
USAID p r o j e c t  procedures. 

The genera l  l esson  learned f rom t h i s  experience i s  t h e  need f o r  
A. I.D. t o  f i n d  c r e a t i v e  devices f o r  a c c e l e r a t i n g  t h e  pace o f  des ign 
and approval f o r  p r i v a t e  sec to r  c r e d i t  p r o j e c t s  as w e l l  as t o  b u i l d  
maximum f l e x i b i l i t y  i n t o  t h e  implementat ion machinery f o r  these 
p r o j e c t s .  One s p e c i f i c  technique f o r  a c c e l e r a t i n g  implementat ion 
might  be t h a t  used by USAID/Kenya, namely t o  use PRE funds t o  
i n i t i a t e  a c t i v i t y  w i t h  Miss ion  funds p r o v i d i n g  subsequent, and more 
s u b s t a n t i a l ,  f und ing  f o r  comparable a c t i v i t i e s  once a number o f  t h e  
i n  i t i a1 problems have been addressed. 

Another aspect o f  f l e x i b i l i t y  concerns t h e  ex ten t  t o  which i t  i s  
necessary t o  be d i r e c t l y  responsive t o  hos t  government p o l i c i e s  and 
procedures. The Morocco p r o j e c t  was t tsuccess fu l "  i n  p a r t  because t h e  
Moroccan Cen t ra l  Bank pe rm i t t ed  t h e  p r o j e c t  t o  c i rcumvent  normal 
government banking regu la t i ons .  Th i s  1 a t i  tude was p o s s i b l e  i n  p a r t  
because t h e  program was n o t  a c l a i m  aga ins t  b i l a t e r a l  funds. The 
l oan  p e r m i t t e d  WAFABANK and PRE n o t  o n l y  t o  e x p l o i t  a s p e c i f i c  market 
oppo r tun i t y ,  b u t  a lso,  i n  t h e  process, t o  i n f l u e n c e  t h e  f u t u r e  



p o l i c i e s  o f  t h e  Cent ra l  Bank. The lesson learned from t h i s  
experience i s  t h e  importance o f  b i l a t e r a l  programs seeking such means 
t o  p rov ide  them the  f l e x i b i l i t y  t o  adopt an exper imenta l  and "problem 
so l v ing "  approach i n  t h e i r  p r i v a t e  s e c t o r  c r e d i t  programs, 
p a r t i c u l  a r l y  where hos t  government r e s t r l c t l o n s  c o n s t i t u t e  a 
s i g n i  f i c a n t  p a r t  o f  t he  "problem". 

4. The ex ten t  o f  development impact i n  a g i ven  p r o j e c t  i s  h e a v i l y  
i n f l uenced  by t h e  na tu re  and ex ten t  o f  a  p r o j e c t ' s  v e r t i c a l  and 
h o r i z o n t a l  f i nkages. 

l2LZu&Ue Ver t  .I c a l  1  i nkages a re  commerci a1 and p roduc t i on  
r e l a t i o n s h i p s  t h a t  f i r m s  es tab l  i s h  w i t h  suppl i e r s  o f  p roduc t i on  
i n p u t s  and w i t h  purchasers o f  ou tpu ts .  H o r i z o n t a l  1  inkages a r e  
commerci a1 re1  a t  i onsh ips  among producers i n  t h e  same i n d u s t r y .  
H o r i z o n t a l  l i nkagos  a r e  the  bas i s  f o r  compe t i t i on  i n  markets.  
Through compet 1 t i v e  i n p u t  and c r e d i t  markets, producers develop 
h o r i z o n t a l  l i nkages ,  

I n  s i x  o f  t he  n i n e  cases examined, s u b s t a n t i a l  l i nkages  ex i s ted ,  
e i t h e r  forward, backward o r  i n  bo th  d i r e c t i o n s .  Perhaps t h e  bes t  
example o f  t h i s  was t h e  l oan  t o  LIK. A t  f u l l  p roduc t ion ,  L IK w i l l  
r e q u i r e  1000 cow h ides  pe r  day, a l l  o f  which w i l l  be p rov ided by 
1 oca l  herders and s l  aughterers.  In. a d d i t i o n ,  because o f  qua1 i t y  
concerns, L IK i s  making e f f o r t s  t o  improve t h e  sk inn ing  and 
rangelands p r a c t i c e s  o f  ranchers by o f f e r i n g  bonuses f o r  h ighe r  grade 
h ides,  thus  improving 1 i v e s t o c k  management o f  t h e  ranchers i n  
ques t ion .  F in i shed  l e a t h e r  goods w i l l  be used by l o c a l  shoe 
manufacturers who i n  t u r n  p rov ide  employment t o  members o f  t h e  
s k i  1  1 ed and inexpensive 1 ocal  1  abor pool  . 
Linkages r e s u l t i n g  f rom I F 1  loans  t o  sub-borrowers a re  a l s o  ve ry  
ev ident .  KCFC sub-borrowers were i nvo l ved  i n  t r a n s p o r t ,  a g r i c u l t u r a l  
processing, and manufactur ing.  Loans were des t i ned  f o r  f i x e d  assets 
and i n  a h i g h  percentage o f  t h e  cases were f o r  s t a r t - u p  ventures.  
They purchased lumber, h ides,  g ra in ,  c o f f e e  and f l o u r  f rom l o c a l  
markets. F in i shed  produc ts  o f t e n  s u b s t i t u t e d  f o r  impor ts  and i n  one 
case were des t i ned  f o r  expor t .  

WAFABANK loans, which prov ided f o r e i g n  cur rency  f o r  impor ts ,  were 
des t i ged  f o r  medium s i z e d  importers,  b u t  i n v o l v e d  severa l  1  inkages as 
w e l l .  A1 though raw m a t e r i a l s  were u s u a l l y  imported, these were 
f r e q u e n t l y  combined w i t h  l o c a l l y  produced raw o r  semi - f i n i s h e d  goods, 
as was t h e  case f o r  a l a r g e  f i s h  cannery, severa l  t e x t i l e  opera t ions ,  
and smal l  manufactur ing f i rms ,  A l a r g e  percentage o f  these 



i n d u s t r l  es made products t h a t  were subsequant ly used by some o t h e r  
commercial opera t ion ,  Some f l r m s  a1 so expor ted f i n 1  shed products,  
r e s u l t i n g  i n  a n e t  f o r e i g n  exchange surp lus  due t o  va lue-adding.  

Many o f  t h e  most Impor tan t  Impacts come from t h e  horizontal 1  lnkages 
o f  a p r o j e c t .  For example, by b r i n g i n g  a  major  commercial bank i n t o  
t h e  SMSE 1  end1 ng arena, A,  I. D.  increases compet i t i on i n  c r o d i  t 
markets, which I n  t u r n  s t rengthens market institutions and may lower  
t h e  cos ts  o f  o b t a i n i n g  SMSE c r e d i t .  The Far East Bank and T rus t  
Company has a  subs tan t fa l  i n f l u e n c e  on l o c a l  f i n a n c i a l  markets by 
v i r t u e  o f  i t s  be ing t h e  second l a r g e s t  p r i v a t e  commercial bank i n  t h e  
count ry .  By induc ing  t h i s  bank t o  undertake SMSE l e n d i n g  i n  a  more 
se r i ous  way, t h e  PRE-sponsored p r o j e c t  encouraged competi t i o n  I n  
l o c a l  SMSE c r e d i t  markets. Because o f  FEBTC's h o r l  z o n t a l  1  lnkages, 
o t h e r  SMSE lenders  were encouraged t o  compete w i t h  FEBTC by l e n d i n g  
a t  lower  r a t e s  and t o  businesses t h a t  o therw ise  migh t  have been 
considered t o o  smal l  o r  t o o  r i s k y .  

Recommendation : The i r n ~ o r t a n t  r o l e s  o f  v e r t i c a l  and h o r i z o n t a l  
1 Inkaqes t o  j r  vera r x o l  i 
d u r i n s  sel e i t  ion ,  des iqn and manaaement o f  ~ r i v a t e  e n t e r ~ r i  se 

a! 
p r o i e c t s  , 

5. P r o j e c t  b e n e f i t s  w i l l  be sus ta ined a f t e r  p r o j e c t  t e r m i n a t i o n  o n l y  
i f  t h e  i n t e r v e n t i o n  i n i t i a t e s  changes i n  f i n a n c i a l  i n s t i t u t i o n s ,  
1  oca l  c r e d i t  markets, and/or government po l  i c i e s .  

 isc cuss ion. I F 1  p r o j e c t s  a re  o f t e n  mot iva ted  by d e s i r e  t o  produce 
d i r e c t  b e n e f i t s  among SMSEs, such as increased sales,  employment and 
expor ts .  However, t h e  smal l  s i z e  o f  A.I.D. p r o j e c t s  r e l a t i v e  t o  t h e  
p rob l  ems they  address, and t h e i  r 1 i m i  t e d  du ra t i on ,  should prompt 
A. I .D. t o  use I F 1  p r o j e c t s  t o  seek more permanent i n s t i t u t i o n a l  
change. Only through i n s t i t u t i o n a l  change can t h e  f i n a n c i a l  system 
con t i nue  t o  produce d i r e c t  b e n e f i t s  among SMSE c l  i e n t s  a f t e r  p r o j e c t s  
cease. The i n s t i t u t i o n s  t h a t  may change i n c l u d e  n o t  o n l y  
o rgan i za t i ons  r e c e i v i n g  .A. I .D. funds (such as KCFC, WAFPBANK, Leather  
I n d u s t r i e s  o f  Kenya, Ant igua Shrimpery L i m i t e d  and Thai Danu Bank), 
b u t  a l s o  o t h e r  f i n a n c i a l  i n s t i t u t i o n s  i nvo l ved  i n  t h e  p r o j e c t  (such 
as Bank o f  Ant igua, I n d u s t r i a l  Promotion Serv ices and C r e d i t  du Nord, 
Chase Manhattan-Ecuador, R a i n i e r  Nat iona l  Bank), government p o l  i c y  
makers (such as t h e  Cen t ra l  Bank), o t h e r  i n - c o u n t r y  i n d u s t r i e s  and 
f i n a n c i a l  i n s t i t u t i o n s ,  and t h e  USAID Miss ions.  I n  add i t i on ,  p r i v a t e  
s e c t o r  p r o j e c t s  can a1 so have sf  g n i f i c a n t  impacts on f i n a n c i  a1 
markets as a  whole by i n c r e a s i n g  compet i t ion ,  demonstrat ing t h e  
v i a b i l  i t y  o f  p a r t i c u l a r  f i n a n c i a l  products,  and t h e  c r e d i t w o r t h i n e s s  
o f  SMSE borrowers. 

Whi le t h e r e  i s  s u b s t a n t i a l  evidence o f  i n s t i t u t i o n a l  e f f e c t s  i n  
severa l  o f  t h e  cases reviewed, i t  i s  a l s o  ev iden t  t h a t  t h e  impact a t  
t h a t  l e v e l  was g r e a t e s t  where t h e r e  was e x p l i c i t  p l ann ing  f o r ,  and 



acknowledgma~t o f ,  i n s t i t u t i o n a l  ob jec t ives,  I n s t i t u t i o n a l  e f f e c t s  
o f ten  taka a  considerable t jms t o  materialize and t o  ba t r u l y  
i n s t i t u t i o n a l  i zed i n  re levant  organ! t a t i ons ,  I t  i s  perhaps f o r  t h i s  
reason t h a t  the i n s t i t u t i o n a l  e f f e c t  o f  the p ro jec ts  reviowad were, 
i n  mast cases, less  encouraging and obvious than those p ro j ec t s '  
d l  rec t development impacts. 

I n  add i t i on  t o  the need t o  Incorporate i n s t i t u t i o n a l  change 
ob jec t i ves  i n t o  p ro j ec t  deslgns, t h i s  lesson a1 so has imp1 l ca t i ons  
f o r  p r o j e c t  dura t  Ion, suggest1 ng t h a t  longer dura t ions o r  second 
phase e f f o r t s  should be considered f o r  p  o jec ts  t h a t  attempt t o  
int roduce s i g n i f i c a n t  i n s t i t u t i o n a l  changes. I 
There are three l eve l s  a t  which long term change can be sought: 
con t inua t ion  o f  p ro j ec t  a c t i v i t i e s  o r  comparable a c t i v i t i e s  by the 
o r i g i n a l  I F I ;  adoption o f  such p rac t i ces  by o ther  IF I s ;  and 
government po l  i c y  change. Each o f  these must be addressed i n  a  
d i f f e r e n t  way. Sus ta i nab i l i t y  o f  lend ing w i t h i n  the o r i g i n a l  IF1 
dewends l a r g e l y  on the operat ion 's f i nanc ia l  viability. This i n  t u r n  
depends on: 1) whether the lender can ob ta in  an adequate spread i n  
subsequent 1  ending (genera l ly  5% t o  67 f o r  SMSE 1  ending, and up t o  8% S i f  techn ica l  assistance i s  provided) ; 2) whether t he  lender  can 
ob ta in  appropr ia te  sources o f  funds, such as funds s u i t a b l e  f o r  term 
lending; and 3)  whether the  borrower has learned enough about the 
s p e c i f i c  t a r g e t  group o r  type o f  serv ice  t o  continue wi thout  outs ide 
support; and 4 )  whether the operat ion can be in teg ra ted  i n t o  the 
organ izat iona l  s t ruc tu re  o f  the  bank. Often these cond i t ions are 
d i f f i c u l t  t o  sa t i s f y ,  as the l ack  o f  one o r  more o f  them may have 
provided the o r i g i n a l  p ro j ec t  r a t i ona le .  

PRE  project,^ d i f f e r e d  g r e a t l y  from one another along t h i s  dimension. 
The KCFC p r o j e c t  d i d  not  solve the problems o f  access t o  appropr iate 
funds o r  o f  i n t eg ra t i on  i n t o  r o u t i n e  operat ions, and the re fo re  
p ro j ec t  sus ta inab i l  i t y  was doubt fu l .  Thai Danu Bank, i n  cont ras t ,  
used the p r o j e c t  t o  b u i l d  i t s  branch network outs ide o f  Bangkok, and 
so w i l l  have a  permanent i n f r a s t r u c t u r e  t o  susta in  targeted lend ing 
a f t e r  p r o j e c t  completion. Often sus ta inab i l  i t y  may be p a r t i a l ,  but  

It i s  a lso  worth no t ing  t h a t  I F1  s t a f f  sometimes expressed 
disappointment w i t h  the  l i m i t e d  durat ion,  usua l l y  f i v e  years, o f  PRE 
p ro jec ts .  For example, Thai Danu and Far East Bank and Trust  Company 
o f f i c e r s  s ta ted  t h a t  i t  takes over one year t o  b r i n g  the  guarantee 
f a c i l i t i e s  t o  f u l l  u t i l i z a t i o n ,  and t h a t  the  p ro j ec t s  begin t o  phase 
down a f t e r  on ly  two years o f  operat ion. The phase down per iod  1 asts 
three years. O f f i c e r s  f e l t  t h a t  they bare ly  had enough t ime a t  f u l l  
u t i l i z a t i o n  t o  compensate the bank f o r  t r a i n i n g  s t a f f  t o  l end  t o  
SMZs . 

Jacob Levi tsky.  World Bank Lending t o  Small En te rw i ses :  A 
Review. Washington, D.C.: I ndus t ry  and Finance Ser ies Vol. 16. 
World Bank, 1986. 



I t  i s  never the less  impor tan t ,  Some of  Far East Bank's c l i s n t s ,  f o r  
example, graduated from guaranteed t o  unguaranteed 1 oans, a f t e r  
p rov lng  worthy borrowers, I n  some cases, t he re  were smal l  changes I n  
bank a t t  I tudes, f o r  example, reduced c o l l  a t e r a l  r equ l  rements , 
knowledge about a t a r g e t  group o r  understanding o f  cash f l o w  l end lng .  

Concerning spread t o  o t h e r  i n s t i t u t i o n s ,  th !s  has most o f t e n  taken 
the  form o f  d e s i r e  by competitors o f  t he  o r l g i n a l  I F 1  t o  p a r t l c i p a t e  
i n  s i m i l a r  p r o j e c t s ,  The KCFC loan  helped USAID/Kenya convlnce two 
o t h e r  l a r g e  commercial banks I n  Kenya t o  p a r t l c l p a t e  I n  i t s  Rura l  
P r i v a t e  E n t e r p r l s e  P r o j e c t ,  which was s i m i l a r  t o  t h e  KCFC loan.  I n  
the  Phi 1 ipp lnes ,  PRE subsequent ly began t h r e e  guarantee f a c i  1 I t i e s  as 
a r e s u l t  o f  t h e  demand c rea ted  by t h e  Far  East Bank and T r u s t  
p r o j e c t ,  and s i m i l a r  programs are be ing  developed by o t h e r  e n t i t i e s  
i n  t h e  count ry .  

S t i m u l a t i n g  governmental po l  i c y  changes i s  o n l y  , on occasion 
accomplished as a r e s u l t  o f  a s i r g l e  I F 1  p r o j e c t .  Th is  occurred I n  
Morocco where t h e  success o f  t h e  WAFABANK l o a n  prompted t h e  Cen t ra l  
Bank t o  recons ider  i t s  f o r e i g n  exchange r e g u l a t i o n s .  I n  most cases, 
however, an I F 1  p r o j e c t  should be e x p l i c i t l y  viewed as p a r t  o f  a 
l onge r  s e r i e s  o f  e f f o r t s  by A.I.D. and perhaps o t h e r  donors, 
i n c l u d i n g  p r o j e c t s ,  p o l  I c y  d l  alogue, and o t h e r  i n t e r v e n t  ions.  I n  
t h i s  respect ,  I F 1  p r o j e c t s  o f t e n  demonstrate how t h e  system might  
work i f  one o f  t h e  p o l  i c y  c o n s t r a i n t s  were loosened, thereby  reduc ing  
t h e  perceived r i s k  o f  a change. 

Recommendation: Given t h e i r  small s i z e  r e l a t i v e  t o  t he  economic 
problems thev  address, A.  I .D. e n t e r ~ r i  se devel o ~ m e n t  ~ r o j e c t s  should 
seek t o  a c c o m ~ l  i sh i n s t i t u t i o n a l  deve lo~men t  o b j e c t i v e s  i n  addi t i  OQ 
t o  d i r e c t  devel o ~ m e n t a l  i m ~ a c t s  on SMSE borrowers, An e x ~ l i c i t  
s t r a t e ~ v  f o r  l ona  term i n s t i t u t i o n a l  and s t r u c t u r a l  chanqe should be 
j n c l u d e d  i n  i n i t i a l  c r e d i t  oro. iect desians. 

6. PRE o f f e r s  resources f o r  p r i v a t e  sec to r  p r o j e c t s  t h a t  can be 
h e l p f u l ,  o r  a t  t imes c r i t i c a l ,  a d d i t i o n s  t o  those a v a i l a b l e  t o  USAID 
Miss ions .  Conversely, due t o  t he  necess i t y  o f  v iew ing  development o f  
f i n a n c i a l  i n s t i t u t i o n s  as an indigenous and long- te rm process, 
success fu l  PRE i n t e r v e n t i o n  r e q u i r e s  l o c a l  USAID M iss ion  commitment 
and c o n t i n u i n g  involvement.  

j l i s c u s s i o ~ .  The Investment O f f i c e  o f  PRE i s  a smal l ,  c e n t r a l i z e d  
u n i t  w i t h  a wor ldwide mandate. Almost by d e f i n i t i o n ,  i t  needs 
M iss ion  ass i s tance  i n  i d e n t i f y i n g  and implementing i t s  l e n d i n g  
programs. Local M iss ion  personnel a re  f a m i l i a r  w i t h  hos t  government 
p o l  i c y ,  t h e  sconomic s i t u a t i o n  and business p o t e n t i a l  i n  t h e i r  
coun t r i es .  T h ~ s  f a m i l  i a r i t y  p rov ides  impor tan t  i n f o r m a t i o n  d u r i n g  
p r o j e c t  i d e n t i f i c a t i o n  and design stages. Miss ions  a re  o f t e n  
p a r t i c u l  a r l y  s t r o n g  i n  d e l  i v e r i  ng t e c h n i c a l  ass is tance,  and once a 



p r o j e c t  i s underway, the  Miss l o n  can serve as  t r oub leshoo to r ,  he1 p ing 
t o  reso l ve  problems. 

From the  M l t s l o n ' s  perspec t ive ,  PRE o f f e r s  a  range of: ~ ; a r v l c o s  and 
o t h e r  resources t h a t  can be use fu l  t o  t ha  Mlss ion .  PRE resources 
can cont r9bute  r e l a t i v e l y  low r i s k  t e s t i n g  o f  i n n o v a t i v e  ideas and 
can p rov ide  I n t roduc t l ons  t o  Impor tan t  1  ocal f i n a n c l  a1 i n s t  I t u t  ions .  

Several  advantages t h a t  PRE o f f e r s  1 n c l  ude: 

* The Bureau does n o t  use b i l a t e r a l  funds f o r  p r o j e c t s ,  which 
makes i t  eas ie r ,  o r  i n  many cascs unnecessary, t o  g a i n  hos t  
government approval f o r  p r o j e c t s .  

* Miss ions  w ish ing  t o  use hard loans  from Development Assis tance 
o r  Economic Support Funds may n o t  be ab le  t o  develop l o a n  s e t o f f  
schemes, because o f  two l e g a l  p r o h i b i t i o n s  t h a t  the3 face.  
These same p r o h i b i t i o n s  do n o t  apply  t o  PRE, and i n  c e r t a i n  
cases, PRE funds may be used f o r  c r e d i t  guarantee p r o j e c t s  t h a t  
a re  n o t  l e g a l l y  p o s s i b l e  f o r  Miss ions.  

* PRE p r o j e c t  approval and o b l i g a t i o n  procedures a re  o f t e n  f a s t e r  
than those t h a t  Miss ions  are  r e q u i r e d  t o  f o l l o w .  Th i s  a l l ows  
qu i cke r  responses t o  r a p i d l y  changing l o c a l  economic c o n d i t i o n s  . 

* As a  c e n t r a l  bureau, PRE has s p e c i f i c  e x p e r t i s e  i n  commercial 
f i nance  and p r i v a t i z a t i o n  t h a t  may n o t  be present  i n  many 
Miss ions .  

The m u t u a l l y  b e n e f i c i a l  p o t e n t i a l  has been i l l u s t r a t e d  i n  t h e  
re1  a t i o n s h i p  between PRE and USAID/Kenya. PREts $2 .5  m i l  1  i o n  l o a n  
t o  KCFC helped p rov ide  i n f o r m a t i o n  t o  USAIDIKenya on how t o  s t r u c t u r e  
a  $24 m i l l i o n  t e r n  l o a n  p r o j e c t .  Th i s  second-phase p r o j e c t  i n  t u r n  
spread smal l  e n t e r p r i s e  te rm l e n d i n g  f rom the  one bank PRE worked 
w i t h  t o  t h e  two o t h e r  major  commercial banks i n  t he  count ry .  PREts 
l o a n  helped convince these two banks t h a t  such l e n d i n g  was f e a s i b l e .  
M iss ion  involvement was c r u c i a l  t o  PREt s  o b j e c t i v e s  o f  i nduc ing  l o n g  
term changes i n  t h e  f i n a n c i a l  system. S i m i l a r l y ,  t h e  LIK p r o j e c t  
i n i t i a t e d  a  work ing r e 1  a t  i o n s h i p  between USAID/Kenya and t h e  L IK  
sponsor, IPS(K), which has l e d  t o  a  $3 m i l l i o n  l i n e  o f  c r e d i t  f rom 
USAIDIKenya t o  IPS(K) f o r  ass is tance t o  o t h e r  p r o j e c t s  IPS(K) 
promotes. The sus ta ined presence o f  t h e  M iss ion  i s  c r u c i a l  f o r  
m a i n t a i n i n g  d ia logue  on government p o l i c y  reform, I n  Kenya, t h i s  has 
centered  on ways t o  improve t h e  p r i v a t e  supply  o f  l o c a l  cur rency  te rm 
c r e d i t ,  an i ssue a t  t h e  h e a r t  o f  t h e  KCFC loan.  A s i m i l a r  s e t  o f  
i n t e r a c t i  ns between PRE and Miss ion  e f f o r t s  has taken p l a c e  i n  
Thai1 and. 8 

See case study on Thai Danu Bank, pp. 40-43. 



1. The single most important factor influencing the implementat Ion 
and prospects of success of private sector credit projects is the 
presence of a strong and competent local intermediary organization. 

Evidence gained from the projects reviewed indicates 
personnel frequently lacked the tlme, and often the 

specific skllls, to provide technical oversight for private sector 
credit projects. Contractor teams frequently lacked the detailed 
local knowledge and institutional capability to Implement such 
projects on a sustainable basis. It is thus a major lesson learned 
from this review that the presence of a strong and committed local 
intermediary institution, with the incentive as well as the 
capability to ensure project success, should be virtually a sine aua 

for initiating private sector credit projects. Experience 
suggests that it is desirable for the financial exposure of this 
local institution to be at least equal to A.I.D.'s. 

In the case of IF1 projects, there is need for confidence in the 
efficiency, experience and motivation of the bank(s) involved; in the 
case of direct loans, the need is for an effective financial 
investor, such as a bank or venture capital firm, to provide 
investment oversight. Only one of the nine projects reviewed, 
Antigua Shrimpery, lacked such an institutional base, and this was 
the project that experienced the most significant, and in this case 
fatal, problems. 

A review of World Bank small enterprise lending projects pub1 ished in 
1986 ident i f i ed advantages and disadvantages of commerci a1 banks, 
devel opment finance companies (DFCs) and promot f onal agencies as 
IFIs, The major conclusion reached regarding choice of intermediary 
was that commercial banks, a1 though conservative about lending to new 
enterprises, have shown the greatest capacity for channel ing credit 
to small enterprises in those countries where the banking system is 
re1 at ively developed. Distinct advantages cited in using commerci a1 
banks as intermediaries for SMSE lending were the following: ( i )  they 
are better able to provide working capital than DFCs, and small -scale 
entrepreneurs tend to find it more convenient to seek their term 
loans for new investments from the same sources that provided them 
with working capital; ( i i )  they offer a greater variety of banking 
services; ( i i i )  they usually have a large branch network permitting 



cantact with small enterprises on a local basis; Jv) they are bettor 
able to respond quickly to the needs of small b usinesses; and (v) 
they arc more oxperiencod in debt collection than are DFCs, 

In contrast, DFCs tendad to have few branch offices, frequently 
required extensive documentat ion from cl lents, and general ly 1 acked 
domestic resources for working capital . Disadvantages associated 
with commercial banks as Intermediarles included: ( 1 )  a tendency to 
view small businesses as particularly risky and admini strati vely 
expensive; ( i t )  a preference for short term lendIng in keeplng with 
their sources of funds; ( 1 1 1 )  a reliance more on collateral and 
cradlt history than on project appraisal; and (iv) a reluctance to 
provide technical assistance or extensive supervision of clients so 
long as repayments were satisfactory, 

Several di sadvantages of using agencies such as government 
development finance companies as IFIs were noted In the revigw of 
World Bank projects. Governmental or non-prof i t agencies general ly 
suffered from poor financial management; were prone to political ' 

influence in both staff appointments and loan approvals; were more 
subject to abrupt changes in government poiicies by virtue of being 
dependent on continuous government budgetary support; and often 
suffered from over-optimistic projections occasioned by the conflict 
between their fiduciary and developmental roles. 

Several other advantages of working with commercial IFIs were 
identified in the PRE case studies. If a project offers 
opportunities for profits, this is a significant motivation for 
commerci a1 IFIs to commit resources to proper project implementat ion. 
In addition, commercial IFIs have staffs that are experienced in 
credit appraisal and management. Very 1 ittle training needs to be 
given before a commercial bank staff is capable of implementing a 
credit project, and the staffs' extensive previous experience in 
credit will ~mdoubtedly ssntribute to the building of a sound loan 
portfol io. Final :y, the commercial IFIs evaluated had extensive 
networks of commercial contacts that proved useful in enabling the 
bank to establ i sh contact with targeted businesses. 

In the absence of a strong local intermediary organization, the 
evidence suggests the importance of focusing project activities on 
institutional strengthening and incorporating specific institutional 
development objectives and resources as important elements in the 
i ni t i a1 projects pursued. 

The evidence also suggests that it is critically important, for both 
substantive and motivational purposes, to involve these intermediary 
organizations actively in the process of project design and to devote 
special attention to ensuring that these orgac izations' interests and 
points of view are adequately reflected in the final designs of these 
projects. 



2, Local I F I s  cooperating i n  SMSE c r e d i t  p ro joc ts  are more l i k e l y  t o  
in f luence chartges i n  l o c a l  f i nanc ia l  market p rac t i ces  i f  they have 
e i t h e r  o r  both o f  two important charac te r i s t i cs :  (1) la rge  s i ze  i n  
:erms o f  assets o r  loans r d a t i v e  t o  o ther  l o c a l  I F I s ;  ( 2 )  a  we l l  
es tab1 i shed repu ta t ion  f o r  p ro f1  t a b l l  i t y  and sound management, I n  
every country there are geneiaa1ly a few I F I s  t h a t  are l a rge  o r  
considered outs tand ing ly  wet 1  -managed, and i t  i s  these l n s t i  t u t i o n s  
t h a t  w i l l  have the most s i g n i f i c a n t  W l u e n c e  on l o c a l  c r e d i t  
p rac t ices.  

p i  s c u s s l ~ ~ .  Changes i n  l oca l  lending procedures and standards can 
come about because the  selected IF1 i s  i t s e l f  a major market-making 
i n s t i t u t i o n ,  and/or i s  l i k e l y  t o  be emulated by othcir financial 
i n s t i t u t i o n s  o r  the government, o r  both. Examples o f  each have 
occurred i n  PRE experience. WAFABANK, Far East Bank and T rus t  and 
KCFC were each lead ing banks i n  t h e i r  countr ies.  I n  each case, 
in f luenc ing t h e i r  behavior coit ld be considered an end i n  i t s e l f ,  
simply because o f  t h e i r  s i ze  and coverage. Moreover, because o f  the 
strong compet i t i ve  p o s i t i o n  o f  each, o ther  banks were l i k e l y  t o  
fol low, simply t o  keep up, as occurred i n  both Kenya and the 
Ph i l i pp ines ,  I n  such cases, i t  may be appropr iate f o r  A.I.D. t o  
a1 low somewhat more conservative p ro j ec t s  than i t  otherwise might 
advocate, i n  order  t o  work w i t h  suck a  prominent i n s t i t u t i o n .  

Thai Danu Bank o f f e r s  a  cont ras t .  I t  i s  a  small f i n a n c i a l  
i n s t i t u t i o n  i n  Thailand, but  i t  has an exce l len t  repu ta t ion  f o r  sound 
management. I t  was a lso h i g h l y  motivated t o  work w i t h  PRE i n  p u t t i n g  
together an innovat ive  pro jec t , .  By se lec t ing  Thai Danu, PRE was 
assured t h a t  t he  p ro j ec t  would be wel l - run,  and therefore,  t h a t  i t  
would be a  good example f o r  o ther  Thai i n s t t t u t i o n s ,  

I n  general, by se l ec t i ng  a la rge  I F I ,  the  chances o f  accomplishing 
major changes w i t h i n  the  IF1  are small wh i le  t he  prospects f o r  
subs tan t ia l  impacts on l o c a l  f i r lancc la l  markets may be large.  On the  
o ther  hand, p ro j ec t s  i nvo l v i ng  small I F I s  o f f e r  a  h igh  p r o b a b i l i t y  
t h a t  the  p r o j e c t  w i l l  induce major changes i n  the  i n s t i t u t i o n ,  bu t  
small I F I s  o f f e r  1  i t t l e  prospect f o r  s t imu la t i ng  major f i n a n c i a l  
market changes. Therefore, the dec is ion abcut the  s i ze  o f  I F 1  t o  
work w i t h  i n  a  p r o j e c t  i s  i n  many cases a t r a d e o f f  between large 
changes i n  a  small  i n s t i t u t i o n  and s i g n i f i c a n t  changes i n  l o c a l  
f inanc i  a1 markets. 

We should note one important reservat ion i n  working w i t h  small I F I s  
i s  t h a t  p ro j ec t s  may expose the p a r t i c i p a t i n g  i n s t i t u t i o n  t o  



excessive r l  sk ,  For example, the Antigua Shrlmpery p r o j e c t  shows 
how Imprudent decisions made by an lF1 may be associated w l t h  
deve lopmenta l l y -o r len ted  c red l  t p ro jec ts .  I n  t h i s  p ro j ec t ,  the Bank 
o f  Antigua o r l g i n a l l y  agreed t o  provide a  l i m i t e d  revo lv lng  c r e d l t  t o  
the newly established Antigua Shrlmpery company. Exceed 1  ng the 
o r i g i n a l l y  agreed upon c r e d i t  ', I m l  t, the bank 1  a te r  provlded loans 
t h a t  represented almost 10 percent o f  the bank's t o t a l  assets t o  a 
bus1 ness (Antigua Shrlmpery) t ha t  had t o  be f inanc l  a1 l y  res t ruc tu red  
a f t e r  substant la l  losses. While the A. 1.0. p r o j e c t  d l d  no t  cause the 
bank t o  overextend I t s e l f ,  I t  provldes an example o f  r i s k s  t h a t  small 
I F I s  expose themselves t o  wh i le  p a r t i c i p a t i n g  i n  donor-assisted 
c r e d i t  p ro jec ts ,  I n  general,  p ro j ec t  designers must keep i n  mind the 
r i s k s  t h a t  p a r t l c l p a t i n g  i n  a  p ro j ec t  may b r l n g  t o  an I F I .  

Fecommgndation: Se lec t ion o f  l o c a l  I F l s  s h o u J g  inf- bv t he  
~ r e d i b u  l t v  of the  selected w i t h  o ther  l o c a l  en- 

n s t i t u t l o n s ,  e l e c t i m  I F I s  t h a t  are ~ a r t w l a r l v  la rae,  w k e t -  
rnakinq l n s t i t u t t o n s  o r  t h a t  are resaected fo r  sound manaqprnent arid 
u o f i t a b i l  i t v  w i l l  i m ~ r s v e  the 1  i k e u h w d  t h a t  the wo-iect w i l l  
I n f l uence  l oca l  c r e d i t  ~ r a c t i c e s  I n  the lopa term, 

3. Some degree o f  r i s k  i s  inherent  i n  a l l  p r i v a t e  sector  
i n te rven t ions ,  There i s  o f t en  a  d i r e c t  and p o s i t i v e  r e l a t i o n s h i p  
between the "add i t i ona l  i t y "  o f  c r e d i t  programs and t h e i r  r i sk iness ,  
and a  negative re1 a t ionsh ip  between t h e i r  r i s k i ness  and t h e i r  
sus ta inab i l  i t y .  

Discussion. The amount o f  r i s k  i n  a  c r e d i t  p r o j e c t  i s  determined by 
the t a rge t  group, the type o f  serv ice  provided, and r i s k s  inherent  i n  
the f i nanc ia l  system i t s e l f .  Types o f  r i s k  may inc lude d e f a u l t  r i s k ,  
fo re ign  exchange r i s k ,  i n t e r e s t  r a t e  r i s k ,  and l i q u i d i t y  r i s k .  Most 
of ten the  r i s k  a t  issue i n  SMSE p ro j ec t s  i s  the d e f a u l t  r i s k  
associated w i t h  a  new borrowing group. Such was the case i n  l i re Thai 
Danu and Far East Bank and Trust  pro jec ts ,  and t o  a  lesser  degree i n  
the  Ecuador and KCFC pro jec ts .  WAFABANK and FINADE i n  the DomJnican 
Republic d e a l t  most ly  w i t h  fo re ign  exchange r i s k s  and 1  i q u  bdi t y  
r i s k s .  

At  the  hear t  OF t he  issuo o f  r i s k  are the  f i nanc ia l  losses t h a t  an 
I F I  can expect from i t s  l oan  p o r t f o l i o .  Viewed i n  t h i s  way, t he re  
are three kinds o f  r i s k :  uncerta inty,  ac tua l  r i s k ,  and perceived 
r i s k .  

(1) Uncer ta in ty  i s  o f t en  def ined as ignorance about t h e  chances t h a t  
a  g iven loan o r  p o r t i o n  o f  a  loan p o r t f o l i o  w i l l  no t  be pa id  
back o r  proper ly  serviced. Banks are usua l l y  uncer ta in  ab~.;t 
po ten t i a l  d e f a u l t  losses when they begin lend ing t o  a new group 
o f  customers and have no experience by which they can est imate 
po ten t i a l  loan losses. 



( 2 )  Actual r i s k  I s  the known and v e r i f i a b l e  p r o b a b i l i t y  o f  loan 
losses. Actual r i s k  can be estimated on the basis o f  h l s t o r l c a l  
loan losses f o r  a  g iven type o f  customer o r  p o r l f o l  l o ,  

( 3 )  Perceived r i s k  i s  an i n d l v l d u a l ' s  o r  institution's percept ion o f  
the p r o b a b i l i t y  t ha t  a  g iven loan w i l l  not  be p roper l y  serv iced 
o r  pa id  back. Depending on the in format ion t h a t  an i n s t i t u t i o n  
has about a  c l  l e n t  o r  group o f  c l i e n t s ,  perceived and actual  
r i s k  may bs t he  same. On the  other hand, when I F I s  begin t o  
lend t o  a  new sector  o r  type o f  c l i e n t ,  perceived r i s k  may be 
very d i f f e r e n t  from actual  r i s k ,  

Est imat ing r i s k  i s  not  an absolute science but  r s t h e r  i s  con t ro l l ed  
by t r i a l  and e r ro r .  Sometimes management h i t s  the mark i n  a l l ow ing  
an acceptable percentage o f  losses and sometimes i t  misses. I n  a l l  
cases there  i s  an m e r i e n c e  f a c t o r  t h a t  bu i l ds  up i n  the  i nd i v i dua l  
lend ing o f f i c e r s  as they come t o  understand t h e i r  customers and the 
economic environment. These i ns i gh t s  d i f f e r  from s i t u a t i o n  t o  
s i t u a t i o n .  The experience o f  one bank cannot automat ica l ly  be 
app l ied t o  another, the experience o f  one set  o f  borrowers o f t en  
cannot be app l ied t o  another set  o f  borrowers, and one economic and 
p o l i t i c a l  s i t u a t i o n  cannoi be appl ied t o  another country.  As a  
r e s u l t ,  r i s k  est imates are almost always i n i t i a l l y  i n f l a t e d  by 
commercial i n s t i t u t i o n s  t o  a l low f o r  t h e i r  "uncer ta in ty"  o r  ignorance 
regarding probable l e v e l s  o f  l o ss  o r  de fau l t .  

Proper ly designed p r i v a t e  sector  c r e d i t  p ro j ec t s  he1 p  1  ocal I F I s  
t ransform uncer ta in ty  i n t o  k ~ o w n  r i s k ,  thereby a s s i s t i n g  1  ocal 
f i n a n c i a l  i n s t i t u t i o n s  t o  begin t o  lend t o  new, o f t en  misunderstood 
businesses. By p rov id ing  I F I s  w f  t h  oppor tun i t i es  t o  experiment w i t h  
SMSEs o r  r u r a l  ag r i  buslnesses loans, lend ing i n s t i t u t i o n s  ga in  
experience w i t h  loan losses among these c l i e n t s .  And i n  add i t i on  t o  
r i  sk coverage through guarantee f a c i  1  i t  ie;, techn ica l  assistance can 
also be o f f e red  t o  I F I s  as p a r t  o f  a  c r e d i t  p ro jec t ,  t o  he lp  them 
b e t t e r  understand and an t i c i pa te  the  r l s k s  associated w i t h  
developmentally desi  r a ~ l e  1  ending s t ra teg ies .  

I t  i s  important  t o  note t h a t  the more a  lend ing program o r  procedure 
requ i red by p a r t i c i p a t i o n  i n  a c r e d i t  p ro j ec t  d i f f e r s  from p r e v a i l i n g  
pract ice ,  the  g rea te r  the  uncer ta in ty .  Lending t o  businesses 
t r a d i  t iona! 1y perceived as uncredi tworthy (e  .g. small  o r  new 
businesses), extending c r e d i t  f o r  longer terms than usual, us ing new 
f i n a n c i a l  instruments, o r  making loans f o r  purposes o ther  than those 
considered appropr iate by 1  ocal i n s t i t u t i o n s  may increase the actual  
r i s k  t h a t  an IF1  faces, but  almost always increases the  uncer ta in ty  
o f  the I F I .  

On the o ther  hand, i f  no d i f fe rences  from standard c r a d i t  p rac t i ce  
are requ i red  by an I F I ' s  p a r t i c i p a t i o n  i n  an A.I.D. c r e d i t  p ro jec t ,  
the re  i s  good reason t o  quest ion the  r a t i o n a l e  f o r  A.I.D. 
involvement, as a d d i t i o n a l i t y  o f  the  p ro j ec t  w i l l  be q u i t e  low. I n  
fac t ,  a  c e r t a i n  amount o f  business f a i l u r e  i s  one o f  the 



c h a r a c t o r i s t i c s  o f  t he  f r e e  e n t e r p r i s e  system. A measure o f  
"economic Darwin i  sm" must remain i n  donor-supported p r o j e c t s  t h a t  
work w l t h  p r i v a t e  en te rp r i se .  The key p o l i c y  d e c l s l o n  i s  t he  
o f  r i s k  and o f  buslness f a i l u r e s  deemed t o l e r a b l e  by those 
des ign ing  and managing a p r o j e c t ,  

Among tht! cases reviewed here, t h e  KCFC p r o j e c t  I n v o l v e d  moderate 
r i s k  and a d d l t i o n a l l t y .  Loans went t o  i n d l v l d u a l s  w l t h  a c r e d l t  
h i s t o r y  and c o l l a t e r a l ,  b u t  wero extended f o r  l onge r  terms than were 
o therw ise  a v a i l a b l e ,  and i n  many cases helped s t a r t  new businesses I n  
r u r a l  areas. WAFABANK, by compari son, had re1  a t  i v e l y  low 
addl t i o n a l i  t y ,  b u t  d i d  p rov ide  Improved s a r v i c e  t o  e s t a b l  l shed 
businesses. I t  i s ,  accord lng ly ,  no s u r p r i s e  t h a t  WAFABANK 
experienced l e s s  d i f f i c u l t y  I n  o b t a i n i n g  repayment from I t s  borrowers 
than d i d  KCFC, I n  a s i m i l a r  ve in,  PRE c l e a r l y  represented e s s c n t i a l  
c a p i t a l  resources i n  t he  ASL p r o j e c t ,  w h i l e  PRE's funds were 
cons iderab ly  l e s s  c r i t i c a l  t o  t h e  LIK p r o j e c t .  

Whi le t he re  i s  no s imple answer t o  t h e  issue o f  app rop r i a te  r i s k ,  two 
lessons a re  p a r t i c u l  a r t y  noteworthy. F i r s t ,  t he  degree o f  t o l e rance  
f o r  r i s k ,  business f a i l u r e  and d e f a u l t  should be d iscussed exp l  i c i  t l y  
d u r i n g  p r o j e c t  design, a long w i t h  t h e  i m p l i c a t i o n s  o f  such dec i s i ons  
on p r o j e c t  implementat ion and s u s t a i n a b i l  i t y .  P r o j e c t s  should 
i n c l u d e  a c l e a r  s t r a t e g y  w i t h  respec t  t o  t h e  degree o f  r i s k  t hey  a re  
w i  11 i n g  t o  i n c u r  i n  t h e  i n t e r e s t  o f  a d d i t i o n a l  i t y ,  t he  i n c e n t i v e s  
they are  w i l l i n g  t o  p rov ide  t o  induce the  I F 1  t o  t ake  r i s k s ,  and 
t h e i r  in tended approach f o r  ensur ing  s i ~ s t a i n a b i l i t y  o f  these 
a c t i v i t i e s  a f t e r  complet ion o f  p r o j e c t  funding.  Secondly, p r o j e c t  
des igners and managers must recognize t h a t  a "success a t  a l l  cos t s "  
s t ra tegy ,  when t h i s  means no t o l e r a n c e  f a r  l oan  f a i l u r e s ,  i s  an 
i m p r a c t i c a l ,  c o s t -  i n e f f e c t i v e  approach t o  p r i v a t e  s e c t o r  p r o j e c t s .  

There are  a v a r i e t y  o f  mechanisms f o r  a l l o c a t i n g  r i s k  i n  any c r e d i t  
p r o j e c t .  P r o j e c t  des ign must take  i n t o  account bo th  how much r i s k  a 
p r o j e c t  e n t a i l s  and normal I F 1  standards f o r  r i s k  t o le rance .  Armed 
w i t h  t h i s  i n fo rma t i on ,  p lanners can decide how t o  s t r u c t u r e  , a  
p r o j e c t .  Most t y p j c a l  l y ,  p lanners  have t h r e e  parameters w i t h  which 
t o  work: e l i s i b i l i t  t e r i  u  a , i n c l u d i n g  bo th  what t h e  
guarantee covers and :h:rAuarai(et pKt%&e,  and t h e  s ~ r e a d  between 
borrowing and on- lend ing  i n t e r e s t  r a t e s .  The f i r s t  o f  these 
determines t h e  amount o f  r i s k  as a whole, t h e  second determines how 
much o f  t h e  r i s k  t h e  I F 1  w i l l  bear, and t h e  t h i r d  determines how much 
t h e  I F 1  w i l l  be compensated f o r  bea r i ng  t h e  r i s k .  The combinat ion o f  
these elements i s  a c r u c i a l  t a s k  f o r  des ign  and n e g o t i a t i o n  w i t h  
I F I s .  The more p r o j e c t  p lanners know about t h e  I ,  t h e  more 
p r e c i s e l y  t hey  w i l l  be ab le  t o  s t r u c t u r e  t h e i r  o f f e r  t o  achieve 
p r o j e c t  o b j e c t  i ares w i t h o u t  overcompensating o r  o v e r p r o t e c t i n g  t h e  
I F I ,  

F i n a l l y ,  exper ience suggests t h a t  i t  may be app rop r i a te  f o r  A. I .D. t o  
adopt a r i s k - a v e r s e  pos ture  i n  i t s  i n i t i a l  a c t i v i t i e s  i n  a g i v e n  
coun t r y  i n  o r d e r  t o  l e a r n  t h e  d e t a i l e d  opera t ions  o f  t h e  p r i v a t e  



sec to r  end f i n a n c i a l  markets and earn a r e p u t a t l o n  f o r  be lng  
arsoclat,ed wl t h  successfu l  vsntures.  I t  mfght then be app rop r i a te  t o  
u n d e r t a k e  an 1 n c r e a s l n g l y  I nnova t i ve  pos tu re  i n  subsequent 
a c t l v l  t l o s .  

PrQiects s u l d  1- an e m i t  
t h e  o f  r-Ina_aclenc_v I s  w l l l ~ ~  

to_lncur..hJhe I n t e r e s t  of addl_tlonal.lt_v, t h e  w 2 a r ' h . e ~  t h a t  It 1 s  
kill 1 1 n&&uu-- 

roa& f o r  w i n a  s ~ l l l t v  ~f these a c t i v i t i e s  aft .er b b b  
t h e  timea WLQLrv a n ~ ~ t ~ c w ~  I n s t i t u t l o r l ~ ,  

4. Commercial i n s t i t u t i o n s  show an i n t e r e s t  i n  p a r t i c i p a t i n g  
development p r o j e c t s  o n l y  where t h e r e  a r e  obvious f i n a n c  
i n c e n t i v e s  o r  d i r e c t  government pressures t o  p r o v i d e  t h e  se rv i ces  
t o  serve t h e  p a r t i c u l a r  t a r g e t  groups covered by a c r e d i t  p r o j e c t .  

Discussion.  I F I s  a re  g e n e r a l l y  w i l l i n g  t o  change t h e i r  usual l e n d l n g  
p r a c t i c e s  and c l i e n t e l e  o n l y  i f  t h i s  w i l l  be p r o f i t a b l e  f o r  t h e  bank, 
w i l l  f i t  t h e  bank's s t ra tegy ,  o r  i s  necessary f o r  t h e  bank t o  comply 
w i t h  government requi rements.  

Therefore, i nduc ing  a p r i v a t e  sec to r  I F 1  t o  p a r t i c i p a t e  i n  SMSE 
p r o j e c t s  r e q u i r e s  t h a t  t he  p r o j e c t  o f f e r  t a n g i b l e  b e n e f i t s  t o  t h e  
I F I .  For example, i n  t h e  Thai Danu case, t h e  Thai governmerit had 
r e c e n t l y  passed a law r e q u i r i n g  commercial banks t o  l e n d  20 percent  
o f  depos i t s  t o  r u r a l  businesses. Thai Danu Bank viewed t h e  PRE 
p r o j e c t  e bank n o t  o n l y  compl ied f u l l y  wCth t h e  terms o f  t h e  p r o j e c t  
a g r e e ~ ~ e n t ,  b u t  a l s o  took  s teps t o  ensure t h a t  t h e  f a c i l i t y  remained 
as c u l l y  u t i l i z e d  as poss ib le .  

Recommendation: ,, P r o j e c t  ana l vs i s  should focus on t h e  na tu re  of 
i n c e n t i v e s  I n  t h e  f i n a n c i a l  svstem and ways t o  make bes t  use o f  these 
t o  encourase commercial institutions t o  under takn development 
a c t i v i t i e s ,  I n  a d d i t i o n ,  wherever ~ o s s i b l e ,  s e l e c t  I F I s  t h a t  have 
business s t r a t e s i e s  t h a t  a re  cornpati b l e  w i t h  t h e  deve lo~men t  
ob.iectives o f  t h e  c r e d i t  ~ro.iect. 

5. Commercial i n s t i t u t i o n s  can be induced t o  cooperate w i t h  A.I.D. 
i n  ach iev ing  development ob jec t i ves ,  i f  t h e  i n s t i t u t i o n  i s  p r o p e r l y  
compensated f o r  i t s  r i s k  and e f f o r t .  F i n d i n g  t h e  r i g h t  l e v e l  o f  
compensation f o r  t h e  I F 1  i s  one o f  t h e  most impor tan t  issues f a c i n g  
p r i v a t e  s e c t o r  c r e d i t  p r o j e c t  des igners.  

Discussion.  P r i v a t e  s e c t o r  SMSE c r e d i t  p r o j e c t s  expose I F I s  t o  t h e  
r i s k  o f  l e n d i n g  t o  businesses t h e  I F 1  would n o t  u s u a l l y  serve. Th i s  
exposes t h e  I F I s  t o  c r e d i t  r i s k .  I n  o rde r  t o  induce a p a r t i c i p a t i n g  



I F 1  t o  assume the add i t i ona l  r i s k  of  lending t o  now SMSE c l i e n t s  o r  
f o r  p r o v l d l n g  new servicos, and t o  assume the i n c r e a s ~ d  
admin is t ra t i ve  costs o f t en  Involved, I t  I s  necessary t o  b u i l d  
adsquate lncsnt lves I n t o  the prodect agreement i n  terms o f  spreads 
and/or grants.  Spread r e f e r s  t o  the d i f fe rence  between cost  o f  
c a p i t a l  and the I n t e res t  r a t e  charged t o  customers, p lus  fees charged 
t o  custornors, and minus fees pa id  t o  A.1 ,D. and intermediary banks, 

The actual  change o f  bank p rac t i ce  t o  be Introduced under a  
p a r t i c u l a r  p ro j ec t  must be negot iated dur ing p r o j e c t  formulat ion,  
The terms o f  the p ro j ec t  agreement w i l l  determine how much A. I.D. 
must "pay" t o  Induce the IF1  t o  implement the p ro j ec t .  It I s  
appropr iate t o  regard the development o f  such agreements as a  
n e g o t l a t  i o n  between A. 1.0. and the p a r t i c i p a t i n g  f i n a n c i a l  
i n s t i  t u t i ons .  

I n  general,  It I s  i n  the  f i nanc ia l  i n s t i t u t i o n ' s  i n t e r e s t  t o  
negot ia te  the minimum chanue i n  standard p rac t i ce  f o r  the  ~ I m u f l  
f i nanc ia l  r e t u r n  under a  p ro j ec t .  I t  i s  i n  A.I.D.'s i n t e r e s t  t o  
ob ta in  the maximum c h a w  i n  standard pract ices f o r  the  dnimum c o s t .  

This i s  a lso  t r u e  when I F I s  ask f o r  changes i n  a  p ro j ec t  a f t e r  
implementation has begun. When 1FIs request changes i n  terms o f  
p r o j e c t  agreements, these changes o f ten  w i l l  have a  d i r e c t  impact on 
the p r o f i t a b i l i t y  o f  the p ro j ec t  f o r  the I F I .  I f  the  changes w i l l  
provide more substant ia l  p r o f i t s  f o r  the I F I ,  then i t  i s  o f t en  
poss ib le  f o r  A.I.D. p ro j ec t  managers t o  ask f o r  something i n  r e t u r n  
f o r  making the changes. 

For example, dur ing implementation o f  the Far East Bank and Trust  
Company p ro j ec t  I n  the Phi 1 ippines,  the bank requested t h a t  sub- 
borrowers under the p ro j ec t  not  be inicormed t h a t  the re  was a  U.S. 
government guarantee o f  t h e i r  loans. I n  a the r  p ro jec ts ,  sub- 
borrowers had been informed t h a t  t h e i r  loans were guaranteed. The 
A.1 .D. o f f i c e r s  managing the  p ro j ec t  informed the  bank t h a t  not  
informing sub-borrowers o f  the  guarantee would be acceptable under 
the terms o f  the p ro j ec t  agreement. I n  t h i s  case, a l l ow ing  the bank 
t o  w i thho ld  in format ion about the  guarantee gave the bank the  
oppor tun i t y  t o  charge customers a  s l i g h t l y  h igher r a t e  o f  i n t e r e s t .  
According t o  loan o f f i c e r s  i n  t he  bank, i f  they had t o  t e l l  customers 
about the  guarantee, then the  customers would demand a  reduct ion i n  
the i n t e r e s t  r a t e  charged t o  them. Here i t  may have been poss ib le  
f o r  A.I.D. t o  request s p e c i f i c  add i t i ona l  concessions by the bank i n  
i t s  l end ing  c r i t e r i a  i n  exchange f o r  A.I.D.'s concession (such as 
p rov id ing  more c r e d i t s  t o  new s t a r t s  o r  r u r a l  businesses). 

Recommendation: F inanc ia l  incent ives t o  IF1  s  should be commensurate 
w i t h  t h e  dearee t o  which they are asked t o  modifv t h e i r  conventional 
bankinq ~ r a c t i c e s .  



6. The success o f  p r o j e c t s  l n v o l v l n g  I F f s  depends h e a v l l y  upon the  
I F l '  s hirv lng s o r v l c e  de l  l v e r y  capab i l  1 t i e s  t h a t  e a s i l y  reach the  
t a r g e t  group o f  borrowers. 

Among IF1  p r o j e c t s ,  ono I n s t i t u t i o n a l  s h a r a c t e r i s t l c  
judged t o  be p a r t i c u l a r l y  impor tan t  t o  success was the  ex i s tence  o f  
out reach c a p a b i l i t i e s .  Most o f  t he  I F I s  Invo lved I n  PRE p r o j e c t s  had 
ex tens ive  branch bank systems t h a t  p layed an Impor tan t  r o l e  I n  
p r o j e c t  implementat ion. The p r o x i m i t y  o f  a  l end ing  I n s t i t u t i o n  t o  
t he  borrower p rov ided s l g n i  f l c a n t  advantages t o  bo th  s ides  throughout  
t he  process. A branch system was e s p e c i a l l y  c r u c l a l  where t h e  
i n v e s t m m t  was in tended t o  a f f e c t  development i n  r u r a l  areas and 
where smal l  - and medlum-scale e n t e r p r i  sss were t h e  t a r g e t e d  group. 

The f a n r l l i a r i t y  o f  t he  l ende r ' s  personnel w i t h  bo th  t h e  i n d i v i d u a l  
borrower and t h e  p o t s n t i a l  l o c a l  market f o r  t he  proposed o u t p u t  o f  
t h e  e n t e r p r i s e  prov ided an o p p o r t u n i t y  f o r  v e r l  f y i n g  i n f o r m a t  i o n  
ob ta ined d u r i n g  the  f e a s i b i l i t y  ana l ys i s .  Once a l o a n  was approved, 
l o c a l  branch personnel were b e t t e r  p laced t o  mon i to r  p o t e n t i  a1 
business p r o h l  ems and t o  p rov ide  adv i  sory  se rv i ces  i f necessary. 

mmenda ' * 
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t a r s e t s  should be considered f o r  implementat ion o f  ~ r l v a t e  sec to r  
credit Pr  ms . t a a r o u ~  i s  i n  r u r a l  areas, s e l e c t  I F I S  
w i t h  adea:::: rura:fb::tch l,"t',"orks, 

7 .  The more c l o s e l y  a p r o j e c t  f i t s  i n t o  e x i s t i n g  c r e d i t  d e l i v e r y  
systems, t h e  more l i k e l y  i s  i t s  s u s t a i n a b i l i t y  and t h e  l e s s  i s  i t s  
additional i t y .  

p i  scus s ioq.  The I F 1  c r e d i t  p r o j e c t s  reviewed demonstrate a v a r i e t y  
o f  d i f f e r e n t  a d m i n i s t r a t i v e  arrangements f o r  l end ing  t o  t a r g e t e d  sub- 
borrowers. A t  one extreme, KCFC s e t  up a separate d i v i s i o n  c a l l e d  
KCFC "Schemes" t o  accommodate t h e  spec ia l  l i n e s  o f  c r e d i t  f rom OPEC, 
the  I n t e r n a t i o n a l  Finance Corpora t ion  and A. 1.0. The funds were l e n t  
o u t  o n l y  once and r e f l o w s  en tered  t h e  genera l  KCFC - c r e d i t  poo l .  
Usual KCFC ope ra t i ons  do n o t  i n c l u d e  any s i g n i f i c a n t  te rm l e n d i n g  t o  
smal l  businesses and because t h e  SMSE l e n d i n g  u n i t  was separate, 
p r a c t i c e s  developed by KCFC were n o t  adopted by i t s  pa ren t  
o rgan i  r a t  i on, Kenya Commerci a1 Bank. 

A t  t h e  o t h e r  extreme, i n  t h e  cases o f  WAFABANK, Bank o f  Ant igua,  IPS, 
Thai Dant~ Elank, and, t o  a l a r g e  ex ten t ,  Far  East Bank and T r u s t  
Company, t h e  PRE-supported program was thorough ly  i n t e g r a t e d  i n t o  
normal c r e d i t  d e l  i v e r y  opera t ions .  The WAFABANK program, f o r  
example, c o u l d  be viewed as expanded and more e f f i c i e n t  p r o v i s i o n  o f  
f o r e i g n  exchange c r e d i t  r a t h e r  than as a new program. The KCFC 
program was c l e a r l y  t r e a t e d  as something apa r t  f rom t h e  bank's normal 
opera t ion ,  and represents  an e f f o r t  t o  promote a more r a d i c a l  change 



In tha Onstltutlon, In contrast, Tho WAFASANK program did not 
attempt to Induco major institutional changes In the operations s f  
the bank. 

Using normal commercial lending procedures In a SMSE credi t project 
mlnimixes the cost, increases the success of implementation, and 
maxlmi zes the long-run lnstl tutional benefits to a participating IF I. 
In both the Far East and Trust and Thal Danu Bank cases, the 
guarantee project was integrated Into the bank's usual credit 
operations, Thi s arrangement seems to have several advantages over 
the a1 ternative of setting up a special operational divislon for SMSE 
credit projects. First, it minimizes administrative costs. It makes 
du 1 lcat ion of credit and accounting functions unnecessary, and ! a1 ows the bank to use existing credit personnel to run the project, 
thus keeping the need for special tralning at a minimum, Second, it 
encourages maximum instl tutlonal learning by bringing experiences 
with SMSE credit directly into the mainstream o f  credit operations. 
When a credit officer deal ing with a small business discusses his/her 
experiences with other officers who aren't assigned to SMSE accounts, 
knowledge of the problems and prospects of small business lending 
spreads quickly. 

In establishing priorities for intervention in private sector credit, 
choices must be made as to the optimal trade-off between the 
deviation from standard credit management practice and the 
probability that such changes will be sustained. If a project 
involves t h e  establ ishment ~f credit facilities that are 
significantly different from normal practices o f  a given institution, 
it will require substantially more time to become integrated into 
that instttution's operations, and has a greater probability o f  never 
being effectively integrated. 

iqnina credit or Recommendation: When des t is usuallv 
advisable to intearate mbo.iect admini stration into existina credit 
del iverv svstems. Seoarate administrative arranaements for credit 
gel iverv should be established onlv when the tvoe o f  lendina reaui 
bv t I 

red 
he ore-iect is radicallv different from the IF1 s usual 

o ~ e r a t i o n s ~  

8. Financial institutions do not necessarily share A. I .D. 's 
development objectives, particularly when they confl ict with the 
private business' interest in profit. Accordingly, lenders usual ly 
will not directly pursue development objectives, except to the extent 
that: a) they receive adequate incentive to pursue devel opment 
objectives; and/or b) contract terms clearly hold them responsible 
f o r  fulfilling specific goals. 

Pi scussion. Specific requirements aimed at development objectives 
may reduce the attractiveness o f  loans, either to IFIs or to sub- 
borrowers, and accordingly, tend to be circumvented whenever 



possible. A,I.D.'s best protection is to o w  
and r e a l L C r e m l m f s . . . _ c l a a r 3 _ v  and to uu 
- 0  

FINIBER, for example, made loans to borrowers outslde the agro- 
industrial target group and above the asset celling, It did this 
largely because demand by the target group was low, and FINIBER was 
in any case unused to dealing with that group. Although the 
agreement had set out eligibility rules, A . I . D .  did not carefully 
monitor FINIBER's performance or enforce the terms of the agreement. 

Commerci a1 Institutions implement SMSE credit projects according to 
the terms of the project agreement, not according to the development 
objectives expressed in PIDs or PPs, Therefore, development 
objectives must be translated into specific requirements in the terms 
of the project agreements, and compliance with the terms of the 
agreements must remain a concern until the end of a project. At the 
same time, conditions must be simple to implement and must preserve 
some flexibility. It is best to have straightforward rules and to 
support them by adequate implementatlon and monitoring mechanisms. 
Finally, A.I.D, should take corrective action when the IF1 does not 
adhere to the terms of the agreement. SMSE projects using IFIs are 
essentially agreements with financial institutions that initiate 
ongoing partnerships. 

This has several imp1 icat ions for project design and negotiation. 
First, development objectives should be specified, whenever possible, 
in terms of easily verified indicators, such as clear eligibility 
rules (maximum net asset size for sub-borrowers, specific types of 
products that sub-borrowers may produce, etc. ) Second, conditions 
should be kept to the absolute minimum needed to meet the project's 
most imoortant objectives. Third, these indicators should be set out 
in the agreement between A.I.D. and the lender, as lenders tend to 
give high priority to fulfl'll ing contract terms. Fourth, A. I.D. 
should set up an adequate system for monitoring and enforcing lender 
performance. 

Pecommendation: Devel onmental ob-iect i ves should be few and s ~ e c i  f i c, 
and should be included as terms in oroiect asreements i n  a clegr and 
verifiab1,e form. It is critical that these terms should be monitored 
throushout the life of a oro.iect. 

9. The technical assistance grants for organizational devel opment 
under IF1 credit projects are frequently underutilized, and often do 
not make participant IFIs noticeably better at SMSE lending. 

Discussion. Technical assistance and staff training grants were 
often provided along with guarantee facil i ties as add-on incentives 
to induce the IF1 to undertake the project and to help prepare staff 
to lend to targeted sub-borrowers. Four of the nine projects 



examined here Included technical  assi  stsnce o r  t r a i n i  ng grants,  
ranging i n  s i r e  from $50,000 t o  $250,000, I n  s ~ v e r a l  cases, notably 
Thai Danu Bank, WAFAIIANK and FINADE, the IF1 was given the 
r e s p o n s i b i l i t y  t o  determine how tha t r a i n i n g  grants f o r  s t a f f  
devel opment should be u s ~ d .  

LFht.: Danu Bank was provided w i t h  a  $50,000 Investment Dovelopment 
Package as p a r t  o f  the loan p ro j ec t ,  The ob jec t ives o f  the grant  
wero t o  provide s t a f f  t r a l n l n g  t o  improve capaci ty t o  lend t o  SMSEs, 
t o  def ray  costs o f  t r a i n l n g  bank s t a f f  t o  implement the p ro j ec t ,  and 
t o  send bank s t a f f  t o  examine SMSE lend ing p rac t i ces  i n  o the r  Asian 
countr ies.  I n  t h i s  case the bank f u l l y  u t l l i t e d  the grant ,  but  d i d  
not provide s t a f f  w i t h  t r a i n i n g  t h a t  was s p e c i f i c a l l y  o r ien ted  t o  
improve SMSE lending.  Bank o f f i c i a l s  claimed t ha t  lend ing t o  SMSEs 
i s  not b a s i c a l l y  d i f f e r e n t  from lend ing t o  l a r g e r  businesses, and 
t ha t  the re fo re  they f e l t  i t  was acceptable t o  use the grant  f o r  
general s t a f f  development. 

This ra i ses  the  issue o f  whether SMSE lending requ i res  specia l  
t r a i n i n g  and techn ica l  approaches, and whether these should be 
o f fe red  under techn ica l  assistance grants.  Thai Danu s t a f f  f e l t  t h a t  
the general f inance and lend ing p r i n c i p l e s  t h a t  are c u r r e n t l y  
! ,eluded i n  t he  bank's t r a i n i n g  programs ar0 app l icab le  t o  any 
business, 1  arge o r  small. 

I f  there  are no specia l  techniques and procedures use fu l  i n  SMSE 
lend ing then t he  bank s t a f f  should be prepared t o  undertake SMSE 
1  ending wi thout  rece iv ing  any speci a1 techn ica l  ass1 stance. Others 
i n  the f i e l d  o f  SMSE development, however, c la im t h a t  SMSE lend ing 
requ i res  a d i s t i n c t  se t  o f  s k i l l s  and procedures, and t h a t  these are 
acquired through techn ica l  assistance. To the ex tent  t h a t  there  are 
actual  l y  d i s t i n c t  sk i1  1  s  and procedures necessary f o r  successfu'l SHSE 
lending, p a r t i c i q a t l n g  I F I s  should be provided w i t h  techn ica l  
assistance t h a t  provides these s p e c i f i c  s k i  11 s  and procedures. For 
example, because the admin is t ra t i ve  costs o f  1  ending t o  ma1 l e r  
businesses tend t o  be r e l a t i v e l y  high, I F I s  may need assistance i n  
stream1 i n i n g  1endi ng procedures f o r  SMSE c l i e n t s .  Technical 
assistance cou ld  he lp  I F I s  es tab l i sh  'lending procedures t h a t  both  
minimize the usual admin is t ra t i ve  costs and s t i l l  a l l ow t he  bank t o  
appraise and review prospect ive loans proper ly.  

I n  general, t he  Thai Danu p ro j ec t  i l l u s t r a t e s  why the  p rov i s i on  o f  
techn ica l  assistance and t r a i n i n g  v i a  a  grant  should be t r ea ted  as an 
independent i n s t i t u t i o n  b u i l d i n g  e f f o r t  i n  IF1  loan  project:^. Local 
IF Is ,  i f  they need s t a f f  development t o  begin lend ing t o  new,types of 
c l i e n t s ,  genera l l y  do not  know the  s p e c i f i c  t r a i n i n g  t h a t  i s  ; requ i red  
and the  t r a i n i n g  mater ia ls  and resources are avai 1  able. 

The guarantee f a c i l i t i e s  examined here a lso  demonstrat- the  drawbacks 
of using grants  t o  reduce SMSE c r e d i t  r i s ks .  I n  most ca.ses where 
grant  funds were provided, grant  funds were made ava i l ab l 6  w i t h  the  
i n t e n t i o n  o f  p rov id ing  techn ica l  assistance t o  minimize the  



probabi 1 f t y  s f  sub-bsrrowar fa1  l u res ,  by improving SMSE c r e d i  t 
opora t ions  i n  the  bank, o r  by d e l i v e r i n g  t e c h n i c a l  assistance 
d l r e c l l y  t o  sub-borrowovs, Several g ran ts  were n o t  used as had beon 
expected. I n  Kenya, t he  Business Adv isory  Serv ice  d l d  n o t  focus i t s  
e f f o r t s  speci f i c a l l y  an the  in tended t a r g e t  group (smal l  sca le  
en te rp r i ses )  and the  g r a n t  had no measurable e f f e c t  on the  p r o j e c t  as 
a whole, I n  Morocco, t he  g r a n t  funds were n o t  used f o r  over  a year  
due t o  eonfus ion over  who cou ld  be con t rac ted  f o r  s s r v i c e s  under t ho  
terms o f  t he  g ran t .  

The sub-borrowers under the  KCFC p r o j e c t  showed mixed success i n  
terms o f  loan  s e r v i c i n g .  Al though t h e  bank had s u b s t a n t l a l  problems 
c o l l e c t i n g  many SMSE loans, t he  loans  were be ing  pa fd  o f f .  
Accord1 ng ly ,  i t  i s  sometimes argued t h a t  an approach comb1 n l n g  
conserva t ive  commercial l oan  p r a c t i c e s  w i t h  spec1 f i c a l  l y  t a r g e t e d  
a d d i t i o n a l  f i nanc i  a1 resources f o r  smal l  businesses would e l  im ina te  
t h ~  need f o r  t r a d i  t i o n a l  t e c h n i c a l  ass1 stance. Experience w i t h  SMSE 
l e n d i n g  suggests, however, t h a t  such a v iew may be t o o  s i m p l i s t i c  i n  
t h e  con tex t  s f  many devel  op lng coun t r i es ,  

A recen t  survey o f  smal l  en te rp r i ses  i n  World Bank p r o j e c t s  found 
t h a t  these e n t e r p r i s e s  were t y p i c a l l y  r u n  by former s k i l l e d  workers 
p r o f i c i e n t  i n  t h e  business' manufactur ing process, b u t  weak i n  
management and marke t ing  s k i 1  1s. I n  smal l  e n t e r p r i s e s  s t a r t e d  by 
merchants, marke t ing  and f i n a n c i  a1 management s k i  11 s were o f t e n  we1 1 
developed, b u t  ope ra t i ona l  efficiency o f  t h e  p roduc t i on  process was 
o f t e n  d e f i c i e n t .  

Jlecommendation: f f  t e c h n i c a l  ass is tance i s  r e a u i r e d  t o  ausment a_ 
gommercial i n s t i t u t i o n ' s  a b i l  i t v  t o  i m ~ l e m e n t  a lend in^ Droqram f o r  
SMSEs. i t  i s  no rma l l v  necessarv t o  fund t h i s  i n s t i t u t i o n  b u i l d i n q "  11 

p o r t i o n  of t h e  ~ r o j e c t  on a w a n t  bas i s  and t o  manacle i t  w i t h  t h e  
Same care  t h a t  cloes i n t o  e f f e c t i v e  i n s t i t u t i o n  b u i l d i n a  ~ r o d e c t s  i n  
o t h e r  sectors,  

C .  I d e n t i f v i n s  S p e c i f i c  F inancina Products and Mechanisms 

1 Guarantee f a c i l  i i i e s  a r e  e f f e c t i v e  mechanisms t o  induce p r i v a t e  
f i n a n c i a l  i n s t i t u t i o n s  t o  l e n d  t o  new t a r g e t  groups, e s p e c i a l l y  
sma l l e r  businesses. 

P i  s c u s s i o ~ .  Banks avo id  c e r t a i n  types o f  e n t e r p r i s e s  because they  
pe rce i ve  them as t o o  r i s k y .  The p rospec t i ve  borrowers may have 
p o o r l y  prepared business p lans  o r  f i n a n c i  a1 statements; t hey  may have 
t o o  l i t t l e  c o l l a t e r a l  o r  unaccephb le  types  o f  c o l l a t e r a l ;  o r  t hey  
may s imply be u n f a m i l i a r .  Guarantees reduce t h e  r i s k  o f  d e f a u l t  t o  
t h e  bank, and thus  p r o v i d e  a she l t e red  environment i n  which a bank 
can experiment w i t h  a new t a r g e t  group. Guarantees have repea ted l y  
proven e f f e c t i v e  a t  i nduc ing  banks t o  reach new groups. Thai Danu 



Bank usod the  uarantoo t o  extond loa,no t o  now businesses and 
businesses w l  t h  7 ess c o l l a t e r a l  than standard bank p o l  i c y  requ i red .  
Far East Bank and T rus t  used t h e  guarantee program t o  a s s f s t  .It I n  
s h i f t i n g  from a p u r s l y  whalesalo opora t l on  i n t o  leans  t o  SMSEs. Tho 
expar idnce o f  t he  Small Buslnoss A d m i n i s l r a t l o n  i n  t h e  Un l ted  S ta te  
undor l  lnes  t h f  s f l n d l n g  as  do many cases from deve lop ing  coun t r t es ,  5 
S l m f l a r l y ,  a guarantee can p rov ide  s h e l t e r  f o r  experfments w l t h  
p a r t i c u l a r  types o f  c r e d i t  Inst ruments ntjw t o  an i n s t i t u t i o n ,  such as 
l e t t e r s  o f  c r e d i t  f o r  t r a d e  f inance o r  medium-term loans f o r  r u r a l  
buslriesses, though guarantees have no t  been used f o r  t h i s  purpose 
q u i t e  as o f t e n  as f o r  reach ing  new borrowers. 

I t  should oe borne i n  mind, however, t h a t  I f  t h e  spread on a l oan  i s  
5 percent  between the  cos t  o f  t h e  funds and the  i n t e r e s t  r a t e  on t h e  
l o a n  i t  i s  n o t  l i k e l y  t h a t  a  bank w i l l  undertake a r i s k  s u b s t a n t i a l l y  
g r e a t e r  than t h a t  amount even i f  the  l o a n  i s  p a r t l a l l y  guaranteed. 
Banks do n o t  make loans t o  l ~ s e  money. 

&xommendation : P r o j e c t  des i  sners shou'l d  cons ider  a u w a n t  
reach ina  new borrower a r o u m  o r  d e v e l o ~ l n s  new c r e d i t  D ~ O ~ U C ~ S  I s  th 
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gro. iect ob.iective, 

2. D i r e c t  loans t o  i n d i v i d u a l  e n t e r p r i s e s  a re  very  d i f f i c u l t  t o  
appra ise  and moni tor ,  and A.  I.D. s t a f f  i s  g e n e r a l l y  p o o r l y  equipped 
t o  c a r r y  ou t  commercial l e n d i n g  opera t ions  d i r e c t l y .  

P r o v i d i n g  c r e d i t  through l o c a l  I F I s ,  on the  o t h e r  hand, i s  a 
comparat i  v e l y  c o s t - e f f e c t i v e  and e f f i c i e n t  way o f  making c r e d i t  
a v a i l a b l e  t o  t a rge ted  businesses. 

Discussion.  PRE has commonly used t h r e e  b a s i c  mechanisms i n  
supp l y ing  c r e d i t  t o  p r i v a t e  en te rp r i se :  d i r e c t  loans  t o  i n d i v i d u a l  
businesses; d i r e c t  loans t o  i n te rmed ia te  f i n a n c i a l  i n s t i t u t i o n s  f o r  
on-1 end i  ng t o  t a rge ted  borrowers; and guarantee mechani sms. Each o f  
these mechani sms has s t reng ths  and weaknesses t h a t  must be considered 
d u r i n g  p r o j e c t  design. 

Under c e r t a i n  circumstances i t  i s  app rop r i a te  f o r  A. I .D. t o  extend 
c r e d i t  d i r e c t l y  t o  en te rp r i ses ,  as PRE d i d  t o  Leather  I n d u s t r i e s  o f  
Kenya, Ant igua Shrimpery L im i ted ,  and the  Serum I n s t i t u t e  i n  I n d i a .  
I n  these cases, t h e  prospects o f  e x t r a o r d i n a r y  developmental b e n e f i t s  
f rom 1 arge i n d i v i d u a l  p r o j e c t s  drew A. I .D. ' s  suppor t :  f n r  Ant igua 

See, f o r  example, Dennis Anderson and Fa r ida  Khambata, 
"F inanc ing  Small -Scale I n d u s t r y  and A g r i c u l t u r e  i n  Developing 
Count r ies :  The M e r i t s  and L i m i t a t i o n s  o f  'Commercial ' P o l i c i e s , "  
Economic Devel o ~ m e n t  and C u l t u r a l  Chan~e, Vol , 33, No. 2 ( l985) ,  and 
Jacob L e v i t s k y  and Ranga N. Prasad, " C r e d i t  Guarantee Schemes f o r  
Small and Medium Enterpr ise , "  World Bank Technical Paper No. 58 (1987). 





c d p a b i l l t i o s  t o  r e a c h  borrowovs tha t  would o t h w w i s ~  be much too 
s m a l l  t o  dea l  d i r e c t l y  w i t h  f s r o i g n  c r d i  t o r s  o r  guaran tors ,  

Wavkirrg through l oca l  I F I s  has severa l  i n s t i t u t i o n a l  e f f e c t s  t h a t  
tend t o  s t rengthen tho  l o c a l  f i n a n c i a l  systum, One b e n e f i t  I s  t h a t  
IF1 c r a d i t  p r o j e c t s  b u i l d  l o c a l  c a p a b i l i t l e r ;  t o  l end  t o  t a r y e t ~ d  
businesses by i nduc ing  f l n a n c l a l  I n s t i  t u t  Ions t o  l e n d  businesses t h a t  
a re  n o t  t r a d i  t i o n a l  l y  served by commrc i  a1 w e d l  t . These p r o j e c t s  
a l s o  s t i m u l a t e  efficiency i n  l o c a l  c r e d i t  markets by i nduc ing  
compe t i t i on  among f i n a n c i a l  i n s t i t u t i o n s  i n  l e n d i n g  t o  t a r g e t e d  
businesses, l o a n  guarantee f a c l  1 i t  i e s  have the  added advantage o f  
s t rengthen ing  f i n a n c i a l  markets by Induc ing  I F I s  t o  l e n d  from t h e i r  
own funds, t o  t ake  depos i t s  t o  r a i s e  loanab le  funds, and t o  assume 
p a r t  o f  the  r i s k s  o f  l end ing  t o  t a rge ted  businesses, 

Two types o f  guarantee mechanisms are  commonly used by PRE: 
c o l  l a t e r a l  a c c o l ~ n t  guarantee f a c i  1 i t i e s ,  and o f f s e t  guarantee 
f a c i l i t i e s .  C o l l a t e r a l  accounts a r e  loans  t o  an I F 1  t h a t  a re  
depos i ted  i n  a b locked account i n  a second bank c a l l e d  the  c o l l a t e r a l  
bank. The funds i n  t h i s  account serve as the  c o l l a t e r a l  f o r  a 
guarantee o f  a s p e c i f i e d  p o r t i o n  o f  t he  p r i n c i p a l  f o r  loans made by 
the  IF1  t o  q u a l i f y i n g  sub-borrowers. O f f s e t  guarantee f a c i l i t i e s  a re  
based on a c o l l a t e r a l  account t h a t  has deposl t s  o f  o n l y  t h e  va lue  o f  
expected d e f a u l t s .  

Loan guarantees a re  app rop r i a te  when t h e  o b j e c t i v e  o f  a program i s  t o  
induce an IF1  t o  make loans  i t  perce ives  as r i s k i e r  'in some respec t  
than i t s  normal p o l i c y  a l lows,  and when I F I s  have s u f f i c i e n t  
1 i q u i d i  ty t o  use t h e i r  own sources o f  funds. 

D i r e c t  loans  t o  I F I s  a re  appropriate! when l o c a l  I F I s  do n o t  have 
s u f f i c i e n t  1 i q u i d i  t y  t o  p rov ide  c r e d i t  t o  t a r g e t e d  borrowers, when no 
l o c a l  I F I s  a re  w i l l i n g  t o  undertake l e n d i n g  t o  t a rge ted  borrowers, o r  
when 1 egal r e s t r i c t i o n s  make guarantees impossible.  

Recommendation: I n  most s i t u a t i o n s  where ob.lectives i n c l u d e  
gncouraqins t h e  deve lo~men t  o f  ~ r i v a t e  sec to r  businesses, makinq 
p a r t i c u l a r  aoods and $e rv i ces  a v a i l a b l e  commercial l v ,  o r  b u i l d i n g  
l o c a l  f i n a n c i a l  i n s t !  t u t i o n s ,  suarantee f a c i l  i t i e s  a r e  t ! ~  most 
b ~ ~ r o ~ r i a t e  ~ r o j e c t  mechanisms. P r o v i s i o n  o f  loans  bv A.I.D. t~ 
m i v i d u a l  business ventures should be considered o n l v  under l i m l t e d  
a s ~ e c i f i c  c o n d i t i o w  

3. Guarantees t h a t  cover  t o o  h i g h  a percentage o f  t h e  l o a n  p r i n c i p a l  
absolvs banks o f  t h e  r e s p o n s i b i l i t y  t o  choose and manage l oans  
prudent ly ,  w h i l e  guarantees t h a t  cover  t o o  1 i t t l e  do n o t  induce ba i l i s  
t o  change t h e i r  p r a c t i c e s .  

P i  scussion. The p r o p o r t i o n  o f  p r i n c i p a l  t h a t  a guarantee f a c i  1 i t y  
covers has a s i g n i f i c a n t  impact on t h e  ope ra t i on  o f  a SMSE c r e d i t  



p ro j ac t ,  As the guurdnteecl po r t i on  increases, the I F l ' s  c r e d i t  r l s k  
I s  reducad, and so i s  the Incentive t o  be cautlous i n  se lec t ing  
customers. The PRE p ro joc ts  revlewed suggest t h a t  f i f t y  pc r r c~n t  

9 uarantee i s  d e f i n l t e l y  small enough t o  be an incentive t o  prudent 
endlng by the I F I ,  and i s  o f ten  s t l l l  l a r ge  enou h t o  cover some o f  S the r i s k  t h a t  the fF1  assumes i n  lend ing t o  unfaml i a r  SMSE c1 tsn ts .  

Studies o f  loan guarantees have shown t h ~  optlmal guarantefi 
percentage t o  be i n  the range o f  50% t o  80% o f  p r i n c l p a l  .6  PRE has 
used 50% as the coveragct r a t e  I n  i t s  g u ~ r i m t e e  p ro jec ts .  This 
percentage was acceptable t o  t h ~  banks and resu l t ed  i n  noticeably 
d i f f e r e n t  p o r t f o l i o s  from the norm. Ir, a l l  cases, the number o f  
de fau l t s  claimed was q u l t e  low; f o r  example, one o f  85 borrowers from 
F a r  East Bank had defau l ted a f t e r  eighteen months o f  operation, and 
none o f  Thai Danu Gank borrower3 had defaul ted.  

4. I n  the cases reviewed, PRE p ro j ec t s  provided f ou r  p r i n c i p a l  
c r e d i t  products t o  p r i v a t e  sector  businesses: import and export  
c r e d i t ,  o ther  working c a p i t a l  loans, and term loans. Each o f  these 
forms o f  c r e d i t  can be targeted t o  a p a r t i c u l a r  type o f  business and 
f i nanc ia l  market cons t ra in t .  

D i  scussion. I n  the Far East Bank and Trust,  FIIJIBER, WAFABANK, 
FINANQUIL and FINADE pro jec ts ,  a l l  o f  which provided c r e d i t  f o r  
impcrts and/or exports, sub-borrowers tended t o  be medium-scale 
enterpr ises w i t h  es tab l ished c r e d i t  hbstor ies .  I n  the m a j o r i t y  o f  
cases, sub-borrowers were e x i s t i n g  customers o f  thr! l o c a l  I F I ,  and 
therefore the add i t i ona l  i t y  o f  these p ro j ec t s  was r e l a t i v e l y  low. 

I n  general, import  and export  t rade c r e d i t  i s  most accessib le t o  
l a r g e r  businesses i n  the SMSE group, and tends t o  r e s u l t  i n  minima1 
lend ing t o  small enterpr ises and new business s t a r t s ,  - On t h e  o ther  
hand, revo lv ing  t rade  c r e d i t s  do s t imu la te  sub'st.antia1 f o re i gn  
exchange earnings and economic a c t i v i t y  general ly .  

Term loans and general working cap1 t a l  loans, o f  t he  type provided 
under the  Thai Danu and KCFC pro jec ts ,  tend t o  be p a r t i c u l a r l y  we l l  
su i t ed  t o  funding buslnesses dur ing  s t a r t  up phases. The cases 

See Lev i t sky  and Prasad, pp. 4-5 ,  and E l isabeth  Rhyne, Small 
Business. Banks and SBA loan Guarantees: Subsid iz inq t he  Weak o r  
B r idq ina  a Cred i t  Gar)?, Quorum Books, Westport, Conn. ( for thcoming 
August 1988). 



reviewed her6 demonstrate t h a t  t he  d l  r e c t  devel opment benef l t s  o f  
t h i s  type OF c r e d i t  tend t o  be r ubs tan t i a l .  

5, Commercial f i nanc ia l  i n s ta l  t u t i ons  can del  i v e r  c e r t a i n  techn ica l  
~ n d  business management serv ices e f f e c t i v e l y  and e f f i c i e n t l y  t o  
targeted businesses. 

31 scusrl.on. Technical services, such as business and product ion 
management advice, can ~ f t e n  be del  iverod e f f e c t i v e l y  v i a  the c r e d i t  
departments o f  commercial banks. I n  Thai Danu's case, advice on 
agr i cu l tu ra !  product ion and farm management was provided by an 
" a g r i c u l t u r a l  c r e d i t  o f f i c e r "  located i n  t he  bank's c r e d i t  
department. I n  the FEBTC case, c r e d i t  o f f i c e r s  de l  i ve red  extensive 
business advice t o  SMSE c l i e n t s ,  Because the  account o f f i c e r  i s  
supposed t o  develop a  c lose re l a t i onsh ip  w i t h  a  c l i e n t ,  t he  account 
o f f i c e r - c l i e n t  r e l a t i o n s h i p  can be a  very e f f e c t i v e  l i nkage  f o r  the  
de l  i v e r y  o f  c e r t a i n  techn ica l  serv ices t o  SMSEs. 

Del i v e r y  o f  techn ica l  serv ices v i a  the account o f f i c e r  re1  a t ionsh ip  
cnn be both c o s t - e f f e c t i v e  and e f f i c i e n t  f o r  p rov id ing  a  wide range 
o f  business assistance! t o  SMSEs. Account o f f i c e r s  come t o  know the  
s ta tus  and operat ions o f  t h e i r  c l i e n t s  i n t ima te l y ,  and can make we l l  
informed decis ions about the types o f  serv ices t h a t  are most 
important t o  the  c l i e n t .  I t  i s  i n  the i n t e r e s t  o f  the bank t o  see 
t h a t  the  c l i e n t  prospers, and t h a t  the best  techn ica l  and business 
assistance i s  de l i ve red  f o r  the l ~ w e s t  poss ib le  cost .  

By contrast ,  more conventional approaches t o  SMSE devel opment invo lve  
p rov id ing  c r e d i t  and techn ica l  serv ices through separate p ro jec ts ,  o r  
a t  l e a s t  separate d e i i v e r y  systems. The loan  t o  Kenya Commercial 
Finance Company, which supported techn ica l  ass i  stance through a  
separate cen t ra l  1 zed u n i t ,  demonstrates t h e  drawbacks o f  imposing 
s p e c i f i c  organ izat iona l  arrangements f o r  de l  i v e r i n g  techn ica l  
serv ices on p a r t i c i p a t i n g  IF I s .  P r i va te  I F I s  are in te res ted  i n  
implementing SMSE p ro j ec t s  i n  the  most c o s t - e f f e c t i v e  manner 
possib le.  Therefore i t  i s  genera l ly  t r u e  t h a t  f i n a n c i a l  i n s t i t u t i o n s  
capable of e f f e c t i v e l y  implementing p r i v a t e  sector  SMSE lend ing 
p ro j ec t s  are a1 so capable o f  determining t he  bes t  organ izat iona l  
arrangements f o r  a  p ro jec t ,  and t h i s  inc ludes s e t t i n g  up e f f i c i e n t  
arrangements f o r  de l  i ver ing  techn ica l  assistance. I n  most instances, 
the  p a r t i c i p a t i n g  IF1  should be responsib le f o r  determining the  means 
o f  de l  i v e r i n g  techn ica l  services. 



6. D i r e c t  impact o f  loans/guarantees t o  I F I s  i s  enhanced I f  spec i f i c  
p rov is ion  i s  made f o r  sub-borrower re f lows t o  ba r e - l e n t  t o  
comparable sub-borrowers, a t  l e a s t  dur ing the l i f e  o f  the loan 
agreeflent, 

m u m .  PRE p ro j ec t s  d i f f e r e d  subs tan t i a l l y  i n  t h e i r  use o f  loan 
re f lows from sub-borrowers. KCFC Schemes t o  which A. I .D. author ized 
5 2 . 5  m i l l  i on  f o r  1 2  years (matched 1:1 by Kenya Commercial Bank), 
t rans fe r red  repayments o f  loan p r i n c i p a l  and i n t e r e s t  i n t o  i t s  main 
loan pool,  us ing the funds one t ime on ly  f o r  p r o j e c t - r e l a t e d  loans. 
WAFABANK, which received il $2 .5  m i l  1 i on  loan guarantee f u l  l y  payable 
i n  f i v e  years (matched 1:l by Cred i t  du Nord), recyc led loan 
repayments back i n t o  the program. Far East Bank and Trust  Company 
a1 so recyc led loan repayments t o  make over 200 shor t - term c r e d i t s  t o  
over 85 sub-borrowers dur ing the f i r s t  eighteen months o f  the 
p ro j ec t .  

A f t e r  f o u r  years o f  p a r t i c i p a t i o n ,  KCFC had on- len t  i t s  PRE loan t o  
95 sub- borrowers, w i  tit terms averaging s i x  years and never exceed1 ng 
e ight .  A l l  loans were t o  be pa id  o f f  we l l  before the  end o f  KCFC's 
1 2  year term, and there  were no plans t o  expand the  sub-borrower 
popula t ion beyond the i n i t i a l  group. WAFABANK, on t he  o ther  hand, 
had estab l ished a shor t  term revo lv ing  c r e d i t  pool and had on- lent  
almost $10 m i l l i o n  i n  171 sub-loans i n  the  two years s lnce the 
p r o j e c t  began. Although p r i n c i p a l  repayment had begun t o  decrease i t s  
r e f l ow  pool, WAFABANK s t i l l  expected t o  on-lend an add i t i ona l  $5 
m i l  1 i on  before the end o f  the program three years hence. 

As these examples i 1 l u s t r a t e ,  sub-loan re f lows are an important 
leverag ing mechanism which enhances IF1  program impact. Pro jec ts  
t h a t  prov ide f o r  loan re f lows t o  be l e n t  again t o  q u a l i f y i n g  sub- 
borrowers provide the  opport imi  t y  f o r  substant i a1 l y  g rea te r  impact 
per d o l l a r  invested i n  a p ro j ec t .  Therefore, care should be taken t o  
ensure t h a t  language i s  inc luded i n  the  i n i t i a l  agreement concerning 
t h i s  issue, and t h a t  issues (exchange rates,  p r o f i t a b i l  i t y ,  risk) 
t h a t  would make t h i s  cond i t i on  una t t r ac t i ve  t o  an I F 1  are  addressed 
i n  a mutua l ly  s a t i s f a c t o r y  manner. 

Recommendation: A. I .D. c r e d i t  Droarams throuah Y F Is  should normal ly  
make e x ~ l i c i t  o rov is ion  f o r  the  use o f  re f lows t o  cont inue lend ing  
p ~ e r a t i o n s  o f  the  t v ~ e  ca r r i ed  out  under t he  orcdect. 



7. A l l ow ing  SMSEs t o  procuro c a p l t a l  goods and se rv i ces  l o c a l l y  
enabl as we1 1 -managed bus i  nosses t o  purchaso packages o f  cap i  t a l  goods 
t h a t  are c o s t - e f f e c t i v e  and s t i m u l a t e  l o c a l  c a p i t a l  goods I n d u s t r i e s ,  

Noma l  A,  I .D.  procurement r e g u l a t i o n s  app ly  t o  t he  
purchases made by bo th  the  IF1  I t s e l f  and by the  f l n a l  borrowers I n  
an I F 1  p r o j e c t .  The a p p l i c a b l e  r e g u l a t i o n s  are  detc,mlned by the  
fund ing  source, w i t h  grant; funds sub jec t  t o  a narrower geographic 
code than l o a n  Funds, The r u l e s  app ly  t o  a l l  sources o f  fund lng  
except government -owned l o c a l  cu r renc ies ,  Apply1 ng procurement 
r e g u l a t i o n s  t o  I F 1  p r o j e c t s  may be q u i t e  cumbersome, p a r t i c u l a r l y  i f  
t h e  p r o j e c t  does no t  p rov ide  access t o  f o r e i g n  currency.  

I n  severa l  o f  t h e  p r o j e c t s  reviewed, SMSEs used guaranteed l o a n  
proceeds t o  purchase cap1 t a l  goods. Th i s  was e s p e c i a l l y  t r u e  i n  t he  
Thai Danu and KCFC cases, t he  two pro2ec ts  t h a t  p rov ided  medium-term 
( f i v e  year )  c r e d i t s ,  Among p r o j e c t s  t h a t  p rov ided s h o r t - t e r m  
rev01 v l  ng c r e d l  t s  f o r  impor ts  o r  expor ts ,  t he re  were a1 so numerous 
examples o f  businesses t h a t  took  advantage o f  t h e  f u n g i b l l i t y  o f  
monny and, i n  e f f e c t ,  used guaranteed c r e d i t s  t o  purchase c d p i t a l  
goods. 

Many SMSEs used t h e i r  c r e d i t s  t o  acqu i re  techno log ies  t h a t  were bo th  
new t o  t h e i r  coun t r y  and app rop r i a te  i n  t h e  sense t h a t  t h e  
investments i nvo l ved  a c o s t - e f f e c t i v e  mix o f  l o c a l  and imported 
techno log ies  and equipment. When assembl i n g  cap i  t a l  goods, we1 1 - 
managed SMSEs o f t e n  h i r e d  l o c a l  i n d u s t r i a l  consu l tan ts  t o  des ign  new 
f a c i l i t i e s ,  purchased l o c a l l y  as much o f  t he  r e q u i r e d  machinery as 
was a v a i l a b l e ,  and then imported o n l y  thcse  i tems t h a t  c o u l d  n o t  be 
purchased i n  t h e  count ry .  C a p i t a l  goads were then assembled a t  t he  
f a c t o r y  s i t e  u s i n g  l o c a l  l a b o r  i n  o rde r  t o  mir; lmite cos ts .  
Two examples f rom t h e  Thai Danu p r o j e c t  i l l u s t r a t e  t h i s  p o i n t :  

F resh  Meat Comvanv. U n t i l  t h e  Fresh Meat Processing Company 
(FMC) began opera t ing ,  v i r t u a l l y  a l l  f r e s h  pork  I n  Tha i l and  was 
processed by t r a d i t i o n a l  butchers under unhygienic  c o n d i t i o n s .  
I n  1985, t h r e e  employees o f  Tha. i landts l a r g e s t  a g r i c u l t u r a l  
supply  company decided t o  s e t  up a modern po rk  pack ing  fac to ry ,  
w i t h  t h e  hopes o f  s e l l i n g  t o  nearby Hong Kong, Singapore and 
Japan. Thai Danu Bank r r o v i d e d  a f i v e - y e a r  guaranteed l o a n  t o  
t h e  company equal t o  about 40 percent  of  t h e i r  i n i t i a l  
c a p i t a l i z a t i o n .  

FMC h i r e d  a l o c a l  u n i v e r s i t y  professor  as a t e c h n i c a l  c o n s u l t a n t  
and made p lans  f o r  a 16 t o n  per  day processing p l a n t ,  A f t e r  
r e c s i v i n g  t h e  loan,  FMC cons t ruc ted  t h e  p l a n t  accord ing  t o  i t s  
consul tant. 's design. The p l  a n t ' s  equipment i n c l  udes modern band 
saw, d i g i t a l  scales, and epoxy f l o o r s  f rom t h e  U n i t e d  States,  
and a German c h i l l i n g  machine. Almost a l l  o t h e r  equipment was 
f a b r i c a t e d  l o c a l l y  us ing  designs f rom t h e  USDA Food Sa fe t y  and 
Qua1 i t y  Serv ice,  A g r i c u l t u r e  Handbook #570 as a guide.  



Jhe P1tic;haI B l s c u l t  Factary.  Mr. P l t l c h a l  and h i s  w l f e  r u n  a 
smal l  b l s c u i t  rnanufactur lng f a c t o r y .  Wlth a 40 year  o l d  gas 
f l r e d  oven they  produce swaet b l s c u l t s .  A f t e r  ope ra t l ng  t h e  
business f o r  seven yaars, they have accumulated subs tan t i  a1 
p r o f i t s  and have been unable t o  keep up w i t h  demand f o r  t h e i r  
products . 
They h i r e d  a Malays ian consu l tan t  t o  deslgn a new p l a n t  so t h a t  
they cou ld  d r a s t l c a l  l y  inc rease produc t ion .  Thai Danu Bank 
prov lded them w i t h  a r e v o l v i n g  work lng c a p i t a l  l o a n  under t h e  
A.  I.D. guarantee f a c i l i t y  and c o n s t r u c t l o n  o f  t h e  new p l a n t  I s  
proceed1 ng as p1 anned. Cap1 t a l  has been j u d i c i o u s l y  se lec ted  so 
t h a t  most equipment was purchased l o c a l l y  and assembled o n - s i t e .  
Only those c a p l t a l  i tems t h a t  a re  n o t  l o c a l l y  a v a i l a b l e  have 
been imported. These inc luded a metal  c h a i n 4  i n k  conveyor be1 t, 
mix ing  machines, gas valves, and a c l o t h  conveyor be1 t. 

D. Woni t o r i n a  and Eva1 u a t i o n  l oan P r o j e c t s  

1. The o v e r a l l  sa les  and employment e f f e c t s  o f  d i r e c t  l o a n  and IF1 
l o a n  p r o j e c t s  o f  t he  t ype  p i l o t e d  by PRE appear t o  be i n  1 i n e  w i t h  
i n t e r n a t i o n a l  standards, and t o  represent  e f f e c t i v e  uses o f  
development ass i  stance. 

P i  scussion. A1 though d i f f i c u l t  t o  assess w i t h  methodologica l  
c e r t a i n t y ,  t h e  evidence i n d i c a t e s  t h a t  t h e  immediate economlc e f f e c t s  
o f  t h e  p r o j e c t s  rev iewed ( w i t h  t h e  except ion  o f  Ant igua Shrimpery 
L i m i t e d  and the  two p r o j e c t s  i n  Ecuador) a re  i n  l i n e  w i t h  those 
p r o j e c t e d  i n  t h e  p r o j e c t s '  app ra i sa l  r e p o r t s  and w i t h  genera l  
gu ide1 i nes  developed by t h e  World Bank, I n t e r n a t l o n a l  F lnance 
Corpora t ion  and UNIDO concern ing c o s t  p e r  j o b  c rea ted  and va lue  added 
p e r  do1 1 a r  inves ted .  

The two cases (KCFC and Thai Danu Bank) where i t  was p o s s i b l e  t o  1 i n k  
ac tua l  employment increases t o  those p r o j e c t e d  by t h e  sub-borrowers 
themselves adds c o n f i r m a t i o n  t o  a r u l e  o f  thumb t h a t  employment and 
p roduc t i on  t a r g e t s  t end  t o  be over-est imated by approx imate ly  a 
f a c t o r  o f  two. 

I n  genera l  i t  was concf uded t h a t  PRE had developed severa l  models, i n  
p a r t i c u l a r  t h e  l o a n  guarantee and d i r e c t  I F 1  l o a n  mechanisms, t h a t  
a r e  c o s t  e f f e c t i v e  under app rop r i a te  circumstances f o r  s t i m u l  a t i n g  
l o c a l  c a p i t a l  f o rma t i on  and employment c r e a t i o n .  The usefu lness and 
ope ra t i ona l  s t reng ths  o f  these mechani sms have been demonstrated 
under re1  a t i  v e l y  d i v e r s e  1 ocal  market cond i t i ons ,  



2. Several o f  the n ine p ro jec ts  reviewed had s i g n i f i c a n t  
I n s t i t u t i o n a l  e f f e c t s  on l o c a l  f i n a n c i a l  markets and i n s t l  t u t i ons .  
These i n s t i t u t i o n a l  e f f e c t s  were measurable and cou ld  be evaluated. 

eFSyrssionI I n  f i v e  o f  the n ine cases there were measurable impacts 
on l o c a l  i n s t i t u t i o n s  as a r e s u l t  o f  PRE Investment p ro jec ts .  These 
inc luded changes i n  cen t ra l  bank p o l i c i e s  and initiation o f  p o l i c y  
d ia logue w i t h  the government on po l  i c y  reform because o f  the WAFABANK 
and FINIBER pro jec ts ,  changes i n  bank lending p o l i c i e s  i n  the Thai 
Danu Bank and Far East Bank and Trust  p ro jec ts ,  increased p r i v a t e  
sector  SMSE development programming I n  several USAID Missions 
(Thai land, Kenya, Ph i l ipp ines) ,  and s t imu la t ion  o f  compet i t ion i n  
l o c a l  SMSE c r e d i t  markets i n  Ph i l ipp ines,  Thailand, Kenya, and the 
Dominican Republ i c .  

I n  many instances, i n s t i t u t i o n a l  changes appear on l y  I n  the  long 
term, o f t en  years a f t e r  the  beginning o f  a p ro j ec t .  Nevertheless, 
there  are o f t en  lead ing i nd i ca to r s  t ha t  enable eva luators  t o  examine 
the nature  and extent  o f  i n s t i t u t i o n a l  e f f e c t s  i n  such p ro jec ts .  
These i nd i ca to r s  inc lude changes i n  t r a d i t i o n a l  IF1  c r e d i t  appraisal  
and management procedures, changes i n  p o r t f o l  i o  composit ion t h a t  show 
increases i n  lending'  t o  targeted sub-borrowers, i n i t i a t i o n  o f  
p ro j ec t s  based on the design o f  p i l o t  pro jec ts ,  changes i n  the  c r e d i t  
procedures and operat ions o f  competing I F  I s ,  po l  i c y  discussions 
between the l o c a l  USAID and the government, and new p o l i c y  
i n i t i a t i v e s  i n  the  l o c a l  government. 

Recornmendat ion:  Moni t o r i n u  and evaluat ion o f  SMSE c r e d i t  ~ r o . i e c t s  
should focus s ~ e c i f i c  a t t e n t i o n  on the observed and 
i n s t i t u t i o n a l  i r n~ac t s  of ~ r o . i e c t s .  

JGiJELw 

3. P a r t i c i p a t i n g  I F I s  i n  several cases d i d  no t  c a r e f u l l y  f o l l o w  
gu ide l ines  es tab l ished i n  p r o j e c t  agreements. Moni tor ing o f  IF1  
compliance w i t h  terms o f  p r i v a t e  sector  p r o j e c t  agreements i s  
c r i t i c a l  t o  p r o j e c t  success. I n  addi t ion,  moni tor ing o f  economic 
cond i t ions,  and qu ick  responses t o  changing cond i t ions,  are important 
f ac to r s  con t r i bu t i ng  t o  successful p ro j ec t  implementation. 

Dl-cussioq, The need f o r  e f f e c t i v e  moni tor ing i s  under1 ined i n  the 
FINANQUIL and FINIBER p ro j ec t s  i n  Ecuador, where the  assumption t h a t  
there  was almost no import f inanc ing ava i lab le  f o r  a g r i c u l t u r a l  
c a p i t a l  goods importers d i d  no t  prove t r u e  a f t e r  the  p ro j ec t s  began, 
Once t he  p ro j ec t s  s tar ted,  the re  was very l i t t l e  demand f o r  loans 



among the targeted sub-borrowers. Because of this lack of demand for 
credit under the guarantee facll ity, one of the banks be an to lend 
to businesses that did not qualify as sub-borrowers. The 'i ank's lack 
of compllancs with terms in the project agreement was not discovered 
until almost mldmway through the project, 
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4. The development impact of small enterprise projects Is often 
substantially different from that envtsioned in initial project 
documents. 

Some of the most significant development impacts 
%v:iPnduring the evaluation were unanticipated in the original 
project documentat ion. In Morocco, for example, a clever 
modification to the three party agreement enabled the full 
disbursement of this 1 ine of foreign exchange commercial credit, 
while opening a window of opportunity for policy dialogue with the 
Central Bank in this area, In Kenya, the Leather Industries of Kenya 
project initiated what may be a long, fruitful relationship between 
USAID/Kenya and IPS(K), and the waste treatment facility financed by 
the project resulted in a new standard for industrial pollution 
control being set for the country. The other projects also 
i 1 1  ustrate the prominence of unplanned effects. 

The evidence from these cases and others is persuasive concerning the 
importance of unplanned effects, and uggests that their occurrence 
is the rule rather than the exception.? The probability of positive 
unplanned effects is greatly enhanced when projects have the 
flexibility to respond to unexpected opportunities and constraints. 
Another implication of this observation is that evaluations should 
devote substantial attention to identifying the positive and negative 
unplanned effects of projects, in addition to assessing performance 
of originally stated objectives. 

Recommendat ion : Project i m ~ l  ementors and monitors should be ~renared 
to Dursue un~redicted benefits, and scoDes of work for ~ r o j e c t  
evaluations of SMSE commercial credit ~rojects should devote 
considerable attention to the oossible unolanned effects of these 
lUk!aL 

For a thoughtful essay on unplanned benefits, see A1 bert 0. 
Hi rschman, jlevel o~ment Projects Observe& The Brookings Institution (1967). 
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5 ,  I n  an o f f o r t  t o  improve mon l to r l ng  and e v e l u a t i a n  data,  PRE now 
o f t e n  r e q u i r e s  I F I s  t o  c o l l e c t  business i n f o r m a t l o n  f rom t h e i r  
c l  l e n t s .  Gathar ing t h i s  I n fo rma t i on  on tho wonomlc Impacts o f  
p r o j e c t  sub-loans I s  e s s e n t i a l  f o r  A. f . D , ' s  e f f o r t s  t o  examlne 
p r o j e c t  e f f e c t s .  But  c o l l e c t i o n  o f  v a l i d  Impact i n f o r m a t l o n  i s  a l s o  
o f t e n  s s i g n i f i c a n t  c o s t  imposed upon p a r t i c l p a t i n g  I F I s .  I n  same 
cases, these cos ts  consume a  substant  l a 1  p o r t i o n  o f  earn ings  t h a t  
I F I s  g a l n  f rom p a r t i c l p a t i n g  I n  p r o j e c t s .  

~ C U S S & Q .  When the  WAFABANK and KCFC p r o j e c t  agreements were 
signed, 1Ffs were r e q u l r e d  t o  r e p o r t  l i t t l e  da ta  on t h e i r  sub- 
borrowers. C o l l  e c t  i n g  In fo rmat  I o n  f o r  q u a r t e r l y  r e p o r t  s  under t h e  
WAFABANK and KCFC p r o j e c t s  was repo r ted  t o  r e q u i r e  o n l y  severa l  s t a f f  
days pe r  q u a r t e r l y  r e p o r t ,  

As PRE s t a f f  f e l t  t h e  need f o r  more ex tens i ve  i n f o r m a t l o n  on t h e  
impacts o f  t h e i r  investment p ro jec t s ,  new r e p o r t i n g  guide1 i nas  were 
g i ven  t o  p a r t i c i p a t i n g  I F I s ,  inc lud.mg numbers o f  employees, g ross  
assets,  f o r e i g n  exchange e a r n i  ngs, developmental impacts, and c r e d i t  
record.  I n  t h e  Far  East Bank and T r u s t  Company and Thal Danu Bank 
cases, bank o f f i c e r s  repo r ted  t h a t  r e p o r t i n g  requirements i n c l u d e d  
i n f o r m a t i o n  t h a t  t h e  I F 1  would n o t  u s u a l l y  need f o r  I n t e r n a l  c r e d i t  
operat fons,  and t h a t  t h e  cos t  o f  c o l l e c t i n g  t h e  da ta  was s i g n i f i c a n t .  
Th is  i s  p a r t i c u l a r l y  t r u e  when in fo rmat ion  must be c o l l e c t e d  d i r e c t l y  
f rom r u r a l  sub-borrowers. 

Pecommenda t i on : I n  instances when A . I A  r e a u i r e s  e x t e n s i v e  
n fo rmat ion  f rom banks t h a t  i s  n o t  r o u t l n e l v  c o l l e c t e d  d u r i n a  r e a u l a r  

g ~ e r a t i o n s .  A.I.D. should cons ider  makina a ~ ~ r o ~ r l a t e  ~ a v m ~ t s  f o r  
t h e  in fo rmat ion .  The automated moni t o r i n a  svstem r e c e n t l v  d e v e l M  
$0 c o l l e c t  and analvze i n f o r m a t i o n  on t h e  f i n a n c l a l  and d e v e l o ~ m e n t  
g f f e c t s  o f  PRE/I's r e v o l v i n a  l o a n  fund should be a d a ~ t e d  and 
d isseminated f o r  use bv USAID Miss ions.  



An essential aspect o f  t h l s  study was t o  provide Informat ion on 
r e p l i c a t i o n  o f  the modds discussed herein f o r  USAID s t a f f  I n  other 
countries in te res ted  I n  p r i v a t e  sector  programmlng. The previous 
sect ion dlscussed I n  d e t a i l  the lessons learned dur ing t h l s  exerc ise.  
While I t  i s  hoped t h a t  these !essons themselves w f l l  have an impact 
on the design and implementatlon o f  f u t u r e  p ro jec ts ,  c e r t a i n  
addl t l o n a l  basic In format ion may be he lp fu l .  

For a  USAID Mission wishing t o  become invo lved i n  p ro j ec t s  o f  
t h i s  type, one o f  the f i r s t  steps i n  analyzing po ten t i a l  
nppor*tuni t i e s  f o r  i nte rven t ion  would be contact  w i t h  o ther  donors and 
i n s t i t u t i o n s  a t  the  l o c a l  l e v e l .  I n  many instances, adding c a p i t a l  
i npu ts  and USAID development ob jec t ives t o  a program already i n  
existence represents a  low r i s k ,  cost e f f e c t i v e  way t o  enter  i n t o  the  
p r f v a t e  sector  programming arena, 

Once the Mission has gained a  c l ea r  understanding o f  the 
e x i s t i n g  p r i v a t s  sector, es tab l  ished an ar ray  o f  p r i v a t e  sector  
contacts, and i d e n t i f i e d  s p e c i f i c  cons t ra in ts  t o  p r i v a t e  sector  
development, contact  w i t h  PRE i s  h i gh l y  recommended. Several 
c e n t r a l l y  fimded PRE program a c t i v i t i e s  are designed t o  provide 
assistance t o  Wissions in te res ted  i n  promoting enhanced p r i v a t e  
sector  programming, Among these programs are t he  f o l  lowing: 

Program Development and Support: PRE s t a f f  and business experts 
provide program development and probl,;m so lv ing  assistance t o  
Missions, host country governments, and p r i v a t e  businesses . 
Assistance i s general l y  shor t -  term i n  nature, and addresses 
design issues, management/technical problems, p r o j e c t  assessment . 
and eval uat  i on. 

Revolving Loan Fund: The fund focuses on th ree  main areas; i )  
c a p i t a l i z a t i o n  o r  expansion o f  p r i v a t e  I F I s  t o  prov ide f i nanc ing  
t o  small and micro-enterpr ises;  i i )  support f o r  small and medium 
scale agribusinesses which value-add t o  a g r i c u l t u r a l  produce and 
need techn ica l  assistance, product ion inputs ,  c r e d i t  and 
marketing services; and i i i) research and development inc lud ing  
the  development o f  innovat ive  investment techniques, concepts, 
and instruments. 

Investment Development and Packaging: A pool o f  resources i s  
ava i l ab l e  t o  fund investment analyses and o ther  techn ica l  
s tud ies  o f  p o t e n t i a l  p ro jec ts ,  as we l l  as t o  prov ide l i m i t e d  
techn ica l  assistance f o r  strengthening a  po ten t i  a1 borrower's 
i n s t i t u t i o n a l  capaci ty.  

P r i va te  Enterpr ise  Development Support (PEDS) Pro jec t :  This 
p r o j e c t  focuses on in te rven t ions  t h a t  enhance Mission 
approaches, s t r a t eg ies  and p ro jec ts  re1 ated t o  p r i v a t e  sector  



development, and t h a t  f os te r  host country po l  i c y  and 
i n s t l  t u t  iona l  reform re1 ated t o  p r i v a t d y - l e d  c conotnic growth, i 

5, Financi  a1 Markets Oevel opment Pro jec t :  develop cap1 t a l  
markets, which p lay  il c r u c i a l  r o l e  i n  m ~ b  r i n g  savings and 
cap1 t a l  i n t o  p r i o r 1  t y  investment a c t i v i  s, PRE provldos 
assistance t h a t  includes: 

- performing analyses requf red t o  support s p e c i f i c  ac t ion  o r  
po l  i c y  rev is ion ;  I 

- prov id ing  t r a i n i n g  t o  groups assentla1 t o  t he  growth o f  
f i n a n c i a l  markets (bankers, busir~essmen, Investors,  e t c ,  ) ; I - prov ld fng advice and personnel t o  as s t  i n  es tab l i sh i ng  
components o f  the f i n a n c i a l  system t h  are important f o r  
the expansion o f  c a p l t a l  markets debt Instruments, 
rsegul a to ry  agencies, e tc . )  . 

6. D i v e s t i t u r e  and P r i va t i za t i on :  The goal t h i s  p r o j e c t  i s  t o  
ass i s t  i n  creati~:g a p o l i c y  c l imate  t o  e l e r a t e  t r a n s f e r  o f  
state-owned o r  con t ro l l ed  enterpr ises t he p r i v a t e  sector .  
This i s  accomplished by p rov id ing  techni  exper t i se  needed by 
Missions f o r  prepar ing country and sect e c i f i c  d i v e s t i t u r e  
and p r i v a t i z a t i o n  s t ra teg ies ;  develop! 1 i s t  o f  components 
o f  a p o l i c y  dialogue w i t h  host  country p and p r i v a t e  sector  
leaders; and imp1 ementing d i v e s t i t u r e  a v a t i z a t i o n  ac t ions 
i n  selected countr ies.  

7. T ra in ing  Development: PRE provides t o  selected 
developing management t r a i n i n g  schools 

country 
personnel, i n t e rna t i ona l  

[ 8, I n t e rna t i ona l  Executive Service Corps: Th is  n o t r f o r - p r o f  i t I organ iza t ion  p a r t i a l l y  funded by PRE has, r e c r u i t e d  thousands o f  
h i gh l y - sk i 1  l e d  r e t i r e d  American executives t o  share t h e i r  "know- 
how" w i t h  t h e i r  developing wor ld  counterparts. A secondary r o l e  
i s  t o  provide l inkages between American businesses and those i n  
devel oping countr ies.  Y 

9. Commercialization o f  Technology: The program's focus i s  on: ( i )  
t he  development o f  R&D 1 i m i  t ed  partnerships f o r  product 
development, manufacture, and marketing i n  developing count r ies ;  
(i i) test-market ing i n  developing o f  r,?w o r  adapted products; 
and ( i i i )  prepar ing business plans t o  r a i s e  c a p i t a l  f o r  
developing country businesses t o  market o r  manu f a r  t u r e  products 
I n  h igh  p r i o r i t y  sectors. 



PRE has preparcd a guidebook t i  t b d  The Besign and Managgment o f  
C r e d i t  Pro jec ts  f o r  Smal l a  and Medium-scale E n t w p r l m :  Guide1 lnes 
f o r  Worklng w i t h  Commercial F inancia l  I n s t l t u t l o n r .  This manual i s  
intended t o  a s s i s t  A.I.0. f i e l d  mlrs lons i n  designing and 
imp l~ment ing  p r i v a t e  sector  Investment p ro jec ts ,  end 1 s  based on the 
lessons 1  aarned through tha eval uat  ions o f  p ro jec ts  ca r r i ed  out  by 
PRE/ I ,  

Several s tud les  0x1 s t  which serve as p r a c t i c a l ,  enera'l 
references f o r  those in te res ted  i n  i n i  t i  a t  l ng  p r i v a t e  sector  Pending 
programs, PRE's case study sbr les  descr ib ing and eval ua t lng  speci f i c  
p ro jec ts  and models i s  a  good place t o  begln. I n  4 

-'I -: A R e v b ,  Jacob Lev i t sky  re- 
objectives and impacts, then focuses on such issues o f  program design 
as f inanc ing arrangements and subloan terms. Blayney and Otero's 
paper, S m a l l _ a n d . M . f e r _ a e s :  C o n t r i k k  C 

Fll_tura Di rec t ions  fo r  A * I *D f i  s  ' , pt ~ v l d e s  a usefu l  framework 
f o r  analyzing f ac to r s  t h a t  in f luence c red l  t extension. 

The S t ra tea ic  gverview P a ~ u  examines cha rac te r i s t i c s  o f  
small and micro enterpr ises;  compares p r l  n c i  pa l  types o f  SSE resource 
i n s t i t u t i o n s ;  i d e n t i f i e s  general models o f  SSE assistance programs; 
and reviews recur ren t  problems o f  SSE resource i n s t i  t u t i ons .  The 
A. I .D .  Program Design and Evaluation Methods Report No. 6, Manlr_a.l 
& Eval u a t i n ~  Small -Sc& E n t e r ~ r i  se Devel o~ment  Projects,  presents 
low, medium, and h igh  l e v e l  - o f - e f f o r t  methodologies f o r  eva luat ing 
techn ica l  assistance and c r e d i t  i n s t i t u t i o n  performance as we1 1  as 
SSE p ro j ec t  impact. An exce l len t  d iscussion o f  the  formal 
lender-small  borrower re la t ionsh ip ,  and the  d i f f i c u l t i e s  inherent  i n  
lend ing t o  t h i s  group, i s  presented by Johanna Looze i n  C r e d i t  and 
$he Small Borrower: B r i d a i n ~  the G ~ D  f3etween Borrower l endin 
proarams. and Fundine Sourcp .  F i n a l l y ,  an eva luat ion system fo! 
p r i v a t e  sector  investments i s  discussed i n  p r o ~ o s e d  Evaluat ion System 
f o r  the Investment O f f j c e  o f  AJ.0, s Burq I m u *  
A d e t a i l e d  survey o f  the s t a te  o f  small i n d u s t r i a l  en te rp r i ses  
throughout the developing wor:d i s  provided by Liedholm and Mead: 
"Small Scale I ndus t r i es  I n  Developing Countr ies: Empir ical  Evidence 
and Pol i c y  Imp1 i c a t  ions. " These documents and o ther  references and 
in format ion can be obtained by contact ing PRE's Program O f f i c e  o r  
PPC's Center f o r  Development In format ion and Eval uat ion.  

Add i t iona l  in format ion and assistance i n  establ  i oh i ng  I F I ,  
d i r e c t  l oan  o r  o the r  p r i v a t e  sector  programs, i nc l ud i ng  copies o f  
documents such as sample cont rac ts  and loan agreements, t r i p a r t i t e  
agreements, and p r o j e c t  moni tor ing systems may be obtained from the  
Bureau f o r  P r i va te  Enterpr ise,  United States Agency f o r  I n t e rna t i ona l  
Development, Washington, D.C. 20523. 
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S u r v v y  t ns t run~cn t  for assess ing  s o l t l c  t t:cl 11-1 i ,~vestrnont ( ~ r o j e c t s '  a~ t i ievur r~ent  o f  
I{t!vi)lv in!j f u n t l  cJuv~lloptnc!rit ob, )ect  i v e s  d 5  s o t  f o r t h  i n  t l n l ~ t ) l  i r ig  leg i s l t ~ t  i o n  and A .  I . [ I .  
(c~ngre:s i o r ~ d l  Presentat  i ons ,  

Po l icy  re fo rm  i n  A .  1.D: 
supported I F 1  t o  Incredse 
A s s i s t a x e  t o  Small and 
Medi um-Sized En te rp r i ses  

Increased fund ing  by IF1  f o r  
sma l l  business l e n d i n g  

Probabi 1 l t y  o f  sustaf  ned 
p r o j e c t  a c t i v i t i e s  a f t e r  
wi thdrawal  o f  A .  I .D.  fund ing  

Changes i n  c o l l  a t e r a l  r e q u i r e -  
ments: l oan  app ra i sa l  terms 
and c r i t e r i a  

Changes i n  o v e r a l l  p o r t f o l  i o  
compos i t ion  ( a d d i t i o n a l i t y )  

Demonstrat ion E f f e c t s  i n  
Other  Host Country I n s t i t u t i o n s  

Rep1 i c a t i o n  i n  o t h e r  h o s t  
coun t r y  i n s t i t u t i o n s  o f  
approach t r i e d  i n  A . I . D .  
supported IF1  

I n s t i t u t i o n a l  S t reng then ing  o f  
IF1  

Improved capaci  t y  t o  i d e n t  i f y  
r e l e v a n t  loans 

Improved c a p a c i t y  t o  process 
and mon i t o r  r e l e v a n t  loans  

Improved c a p a c i t y  t o  recover  
r e 1  evant  1  oans 

Improved c a p a c i t y  t o  p rov ide  
t e c h n i c a l  ass is tance  t o  sub- 
borrowers 



Z , 5 ,  Illrect t r  otwni t Devu lopmen l  I rnpdc t  
on Sub-l,orrowars 

o  Number n f  new j o b s  c r e a t e d  i n  
s u b - b o r r o w k r  enterprises 

o  I n c r e a s e d  s a l e s  volume by s u b -  
bor rowers  

o  Inc reased  e x p o r t  e a r n i n g s  o r  
i m p o r t  subs t  i t u t  i o u  by silt?- 
bo r rowers  

o  A l l e v i a t i o n  o f  f o r e i y r i  exchange 
p rob lem 

o Produc t  i n n o v a t i o n s  

o  hew s t a r t s  ( # a n d % )  

o Fotaward and backward 1 inkages 

P O L I C Y  DIALOGUE 

3 .1  R a t i o n a l i z a t i o n  o f  F i n a n c i a l  
Po l  i c y  

o Movement toward  commerc i a 1  
i n t e r e s t  r a t e s  

o Change i n  government o r  f i n a n c i a l  
market  p o l  i c y  and procedures 
a f f e c t i n g  s m a l l  bus iness  f i n a n c e  

3.2  P r i v a t i z a t i o n  

o P r i v a t i z a t i o n  o f  bank ing  
a c t i v i t i e s  

o  Use o f  l o a n  funds t o  s u p p o r t  
t r a n s f e r  o f  bus inesses o r  o t h e r  
a c t i v i t i e s  f r o m  government t o  
p r i v a t e  hands e 
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Oemonstrat i o n  t . . f f e c t s  
i n  A ,  I . D .  

O ther  s p i n o f f s  f r o m  PRE p r o j e c t  
a c t i v i t i e s  

I r rc reaset l  nun~ber  o r  p e r c e n t a g e  o f  
p r i v a t e  s e c t o r  p r o j e c t s  t h a t  make 
u s e  o f  o r  b u i l d  on  PRE "mode ls"  

Documen ta t i on  and D i s s e m i n a t i o n  
of '  S u c c e s s f u l  Approaches 

P r e p a r a t i o n  and d i s t r i b u t i o n  o f  
d e s c r i p t i v e  and e v a l u a t i v e  
documents 

-----I 

O t h e r  d i s s e m i n a t i o n  a c t i v i t i e s  
( e . g . ,  p a r t i c i p a t i o n  i n  w o r k -  
shops,  c o n f e r e n c e s ,  m e e t i n g s ,  
e t c .  

Leve rage  o f  I n v e s t m e n t  Funds 

. 

Funds i n v e s t e d  by o t h e r  sou rces  
i n  PRE d s s i s t e d  p r o j e c t s  

--_-i______li- 

. - .. 

_I& " 

Ev idence  t h a t  PRE f u n d s  have 
supp lemented and n o t  r e p 1  aced 
o t h e r  sou rces  o f  c a p i t a l  

A s s i s t a n c e  t o  Sma l l  B u s i n e s s ,  
A g r i c u l t u r e  and E x p o r t i n g  

P r o p o r t i o n  o f  a s s i s t a n c e  t o  
s m a l l  b u s i n e s s  

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

P r o p o r t i o n  o f  a s s i s t a n c e  t o  
e x p o r t i n g  b u s i n e s s e s  



4 , l  Encouragement o f  A p p r o p r i a t e  
T w h n o l  ogy 

0 Success fu l  t e c h n o l o g y  t r a n s f e r  by 
sub. bor rowers  

Strotlg 

5.1  I n n o v a t i o n  

Moderate 

o  I n n o v a t i v e n e s s o f  f i n a n c i n g  
~nechan i  sms 

J tm ac t . S~lmt .L. - .  Atm&k Qi d ~ i ~ . e  -,,-- - ,- I 

5 . 2  O t l i e r  P r o j e c t - S p e c i f i c  Ob, jact ives 

o  Suppor t  f o r  s p e c i a l  p o p u l a t i o n  
groups such as l e n d i n g  t o  
women-owned e n t e r p r i s e s  o r  r u r a l  
b u s i n e s s  

o  Achievement o f  o t h e r  p r o j e c t -  
spec i  f i c  o b j e c t i v e s  

5.3 F i n a n c i a l  V i a t i l  i t y  

o  P o r t f o l  i o  d i  sbursement and r e p a y -  
men t 

o F i n a n c i a l  h e a l t h  o f  sub-bor rowers  - 
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Lawrenca Cooley - 
Marian Cosmides - 
.7l l e n  Eisendra th  - 

3 6 - 3  de l a  Glroday - 
Tom K e l l y  - 

Robert  Rabatsky - 
David S c h r i e r  - 

J a l i '  Shoraka - 

Robert  St rauss - 
Timothy Alexander - 

P r o j s c t  D i r e c t o r  and P r l n c l p a l  I nves t  lgator 

S m a l l  Buslness S p e c l a l l s t  f o r  FINADE, 
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